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Dear Reader,
  
As the coronavirus outbreak continues to dominate headlines and hospitals, investors 
are forced to grapple with a new normal amid social distancing and self-quarantine 
recommendations. Ensuring everyone's safety remains a top priority, but as markets 
fluctuate and the government deliberates on further stimulus packages, we are all left 
wondering when this period of volatility and uncertainty will end.

In this month's Feature article we lay out upside, central, and downside market scenarios 
given our current understanding of the virus, health policies, and monetary and fiscal 
responses. We remain optimistic that our lives will return to normal eventually, but the 
lingering effects of the virus on our healthcare system, businesses, and affected industries 
will be determined by our success in social containment and unprecedented monetary 
and fiscal action to support our economy.

In our portfolios, we have been diversifying into assets that we think are closer to pricing 
in downside scenarios. We now shift our overweight in emerging market equities to an 
overweight in emerging market hard currency sovereign bonds. However, we remain 
overweight in US high yield credit and Treasury Inflation Protected Securities (TIPS). 

In our Thematic Spotlight, we highlight three longer-term investment themes—Food 
revolution, E-commerce, and Education services—that have come into focus in recent 
weeks as consumers shift toward a more mobile lifestyle to replace their usual routines 
for grocery shopping, going to work, going to school, and socializing. 

Regards,

Mike Ryan

Dear reader,

This report has been prepared by UBS AG, UBS Switzerland AG and UBS Financial Services Inc. 
Please see important disclaimers and disclosures at the end of this document.

Mike Ryan, CFA
Chief Investment Officer Americas, 
Global Wealth Management
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linkedin.com/in/mike-ryan-ubs
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  Overweight  
Tactical recommendation to hold more of the asset class than specified in the 
moderate risk strategic asset allocation.

  Underweight  
Tactical recommendation to hold less of the asset class than specified in the moderate 
risk strategic asset allocation.

  Neutral 
Tactical recommendation to hold the asset class in line with its weight in the moderate 
risk strategic asset allocation.
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COVID-19 market scenarios

World leaders have made unprecedented decisions around the costs and benefits of 
temporarily restricting economic activity to limit the spread of an infectious disease. 
The social distancing measures now in place across much of the world—ranging from 
the closure of entertainment venues, to travel bans, business closures, and restrictions 
on personal movement—will have a major economic impact. We estimate that the 
kind of restrictions now in place across many major economies could cut between 
20% and 40% from private sector activity over the duration that they are enforced.

In response, the Federal Reserve has rolled out its entire Global Financial Crisis play-
book in just three days. The European Central Bank has launched a Pandemic Emer-
gency  Purchase Program, backing its claim to do “whatever it takes.” Fiscal policy-

Mark Haefele
Global Chief Investment Officer
Wealth Management

Follow me on LinkedIn 
linkedin.com/in/markhaefele

Follow me on Twitter
twitter.com/UBS_CIO

COVID-19 uncontained

The coronavirus continues 
to spread. China has 
controlled its outbreak 
for now, but it is too early 
to say when  increasing 
restrictions on economic 
activity and movement in 
Europe and the US can halt 
the spread of the virus.

Rapid policy response

Major central banks 
have rolled out their 
Global Financial Crisis 
playbook in a matter of 
days. Fiscal policymakers 
have announced large-
scale support, comprising a 
mixture of loan guarantees, 
deficit spending measures, 
and direct support.

Asset allocation

We shift our overweight 
in emerging market 
equities to an overweight 
in emerging market hard 
currency sovereign bonds. 
We  r emain overweight US 
high yield credit and TIPS.

Our central case

New cases peak in mid-
April, but the virus is hard 
to eradicate. Monetary and 
fiscal actions eventually 
provide a backstop, but 
the economic recovery is 
U-shaped. By year-end we 
expect the S&P 500  
to trade around 2,650.
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China has succeeded in containing the virus, for now...

Source: John Hopkins, World Health Organization, as of 18 March 2020
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makers are ramping up their response too, with programs announced so far worth 
16% of GDP for the UK, 15% of GDP for Germany, 15% of GDP for France, and 
10% of GDP for the US. We believe these measures, and policymakers’ willingness 
to do more, will help us avoid a global financial crisis-style credit crunch. So far, 
however, the market impact of widespread restrictions on personal movement has 
overwhelmed this set of policy responses. 

In this monthly letter, our goal is to examine how we see the interplay of health, 
monetary, and fiscal policy impacting markets, so investors can effectively evalu-
ate risks and opportunities today. We have organized our thinking into three sce-
narios: upside, central, and downside, each determined by the answers to the key 
questions: a) how quickly economic activity can normalize, and b) how much policy 
responses can limit corporate bankruptcies and job losses.

In an upside scenario, some combination of high compliance with social distanc-
ing, viral seasonality, and/or pharmaceutical solutions means that virus infections in 
the major economies in Europe and the US follow the path of China and peak by 
early-April, allowing measures to be gradually relaxed from early-May onward. Gov-
ernment stimulus is sufficient to avoid lasting damage to the economy, and allow 
growth to begin a V-shaped recovery in the third and fourth quarters. By year-end 
we would expect the S&P 500 to trade around 2,900 in this scenario.

In our central scenario, new cases of the virus generally peak by mid-April, allowing 
the most severe restrictions to be lifted from mid-May, although the virus proves 
hard to eradicate, meaning restrictions need to be reimposed intermittently in some 
countries for the remainder of the year. A coordinated monetary and fiscal response 
eventually provides the necessary funding to backstop affected businesses and 
industries, but it arrives too late to protect all. A U-shaped economic recovery takes 
hold around the fourth quarter. By year-end we would expect the S&P 500 to trade 
around 2,650 in this scenario.

In a downside scenario, containment measures do not prove sufficient to halt 
the spread of the virus, and new cases continue to rise in Europe and the US into 
May/June. We also see the virus spread again in China, requiring renewed restrictions 
there. Most restrictions in Europe and the US remain in place into June or July, and are 
reimposed intermittently for the remainder of the year. In this scenario, government 
policy would not meaningfully offset the lengthy demand shock, leading to a sharp 
rise in bankruptcies and joblessness. Companies would forgo significant revenue, 
and losses would be borne by shareholders, creditors, and banks. Economic growth 
would have an L-shaped profile through 2020. In this scenario, we would expect 
the S&P 500 to trade around 2,100 by year-end, although the actual trough may be 
lower, perhaps between 1,650 and 1,950, using historical bear markets as a guide.

While it’s impossible to tell with any certainty which scenario will occur, we continue 
to believe that a disciplined, diversified, and far-sighted approach to investing will 
remain the best way to grow capital over the long term. The significant recent drops in 
markets mean that many portfolios will now hold a lower weight to equities than their 
long-term targets. We generally recommend rebalancing back to target allocations, 
although in volatile times addressing asset allocation gaps through averaging-in, or 

In an upside scenario we see a 
V-shaped economic recovery and 
the S&P 500 recovering to 2,900 
by year-end.

In our central scenario, not 
all the economic damage to 
businesses from COVID-19 can 
be averted and the S&P 500 
finishes the year at 2,650.

In a downside scenario, we see 
an L-shaped growth profile in 
2020 and an end-year level for 
the S&P 500 of 2,100.

Addressing asset allocation gaps 
through averaging-in, or options 
strategies, can help investors 
reduce timing risk. 
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combining the sale of put options with the purchase of call options, may help inves-
tors reduce timing and overcome the human behaviors that drive underperformance.

We think investors should seek those stocks with earnings that are relatively resilient 
to our virus scenarios, for example, companies exposed to the 5G rollout in Asia and 
global quality stocks; secular themes that can benefit from the current situation like 
fintech, e-commerce, online gaming, and online education; as well as cyclical sectors 
that face risks but which we think have been oversold, like China property stocks 
listed in Hong Kong, and Japanese automation and machinery companies.

For investors who can use options strategies, we recommend restructuring equity 
exposure with put/call strategies. The fear in the market allows investors to sell put 
options on both US and Eurozone equities to fund the purchase of call options at 
better prices. This strategy provides upside exposure to rallies, while also meaning 
automatic rebalancing into equities at lower levels should markets fall further.

In our portfolios, we have been diversifying into assets that we think are closer to 
pricing in downside scenarios. We now shift our overweight in emerging market 
equities to an overweight in emerging market hard currency sovereign bonds (EMBI), 
given that, in our view, these bonds looks closer to pricing our downside scenario 
than emerging market equities. We remain overweight US high yield credit, where 
spreads are close to our targets in a downside scenario. Given that we expect infla-
tion expectations to rise from currently very low levels, we also overweight US TIPS 
versus US government bonds. In our FX strategy, we overweight a basket of select 
emerging market foreign exchange, given very low developed market interest rates, 
and the British pound, which we see as heavily undervalued relative to the US dollar.

How long will social distancing restrictions remain in place?
China has shown that the virus can be contained. It took two to three weeks after 
wide-scale quarantining measures were imposed for new cases of the virus to peak, 
and today, seven or eight weeks later, economic activity is close to returning to nor-
mality. Traffic in 19 major industrial cities is now at 89% of 2019’s level, and coal 
consumption is around 78% of 2019’s level.

Similar types of restrictions on movement and activity have now been introduced 
across Europe and the US. In a good scenario, the social distancing measures in the 

We have been adding exposure 
to assets closer to pricing in 
downside scenarios. 

China has shown that the virus 
can be contained. 
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US and Europe have the same effect as in China. This would allow new cases of the 
virus to peak by early to mid-April, and restrictions to be lifted from May and activity 
to normalize from around June. We could also reach the same result through phar-
maceutical solutions, like anti-virals which help mitigate symptoms or development 
of a vaccine, or if it proves the virus spreads more slowly with warmer temperatures 

In a bad scenario, containment measures prove less effective in Europe and the US 
than in China. If halting the spread of the virus takes much longer and it continues 
to spread widely into May/June, restrictions would need to remain in place until June 
or July. Furthermore, the virus could resurface in countries or regions that had previ-
ously contained it, including China, requiring renewed intermittent restrictions for 
the remainder of the year. Softer restrictions would likely remain in place into 2021. 

It remains too early to determine the success of social distancing in Europe and the US. 
The number of new daily cases continues to grow in most European countries, although 
a sign of hope comes from Vò, a town of 3,300 people near Venice, where testing and 
retesting of all residents and tracking of their contacts have led to the number of new 
infections dropping to zero. According to the Wall Street Journal, health officials in Lom-
bardy hope they will reach a peak number of cases within the coming week. 

In our central scenario, we think that new cases of the virus in Europe and the US will 
generally start to peak by mid-April, allowing restrictions to start to be lifted from 
mid-May. However, the virus could prove hard to eradicate, and success will inevita-
bly vary by country. As such, restrictions may need to be reimposed intermittently in 
some countries for the remainder of the year. We should also expect softer forms of 
distancing to persist in all countries throughout 2020.

Will governments provide enough support to prevent bankruptcies and job 
losses?
To stabilize markets, nations must show they are willing to socialize the costs of 
the temporary restrictions. It is now inevitable that GDP will contract in the second 
quarter across Europe and the US. The goal for economic policymakers now should 
be to help the private sector avoid job losses and corporate bankruptcies, allowing 
the economy to bounce back once restrictions are lifted. 

Broadly, we estimate that, in order to do this, governments will need to transfer 1–2% 
of annual GDP to the private sector for every month that the restrictions remain in place. 
If properly structured, this would allow most small- and medium-sized enterprises (the 
most important employers in most economies) to stay afloat, and provide some bailout 
packages for larger companies. Provided these transfers only occur for the duration of 
the crisis, and total less than 15–20% of annual GDP, we think this can be achieved. 

How do we calculate this? To pay most of the wages of half the small business employ-
ees in an economy would cost around 0.75% GDP per month. Then, helping those at 
larger companies, for example in the airline, rail, hotel, retail, and leisure sectors, as well 
as covering some non-labor costs on top of that, gets us to a number between 1% and 
2% of GDP.

Is this plausible? In short, we think it is, provided the total costs remain below 
15–20% of GDP. For context, between 2009 and 2012 the US government provided 
fiscal support of more than USD 1.4tr, around 9% of annual GDP at the time. US 
government spending more than doubled between 1942 and 1943.

Where do we stand today? Although the headline size of the packages announced so 

The goal for economic 
policymakers now should 
be to help the private sector 
avoid job losses and corporate 
bankruptcies.
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far has been large (16% of GDP for the UK, 15% of GDP for Germany, 15% of GDP 
for France, and 10% of GDP for the US), the goal for elected officials now is to find 
the right mix between loan guarantees, deficit spending measures such as payroll tax 
cuts, and direct support. Business loans and payroll tax cuts will not help if business 
owners decide to lay off staff, rather than take out government-backed loans. But the 
issue with government support appears to be more one of speed than willingness or 
ability at this stage. As such, our central scenario is that governments will ultimately 
do enough to avoid widespread bankruptcies and job losses, even if assistance comes 
too late, or proves too loose, to prevent some increase in unemployment. 

The risk to our view, and the downside scenario, comes if restrictions last for more than 
five or six months. In this case, we think some governments may start to run up against 
the limits of their ability to fund themselves, and targeting help to  affected businesses 
and individuals will grow increasingly challenging. If fiscal support needs to be reduced, 
or proves insufficient, bankruptcies and unemployment would rise sharply, both deep-
ening the recession and slowing the recovery. Companies would forgo significant rev-
enue. Shareholders, creditors, and banks would need to bear substantial losses.

What are the potential scenarios we now face? And what would they mean 
for markets? 
Our scenarios for the market are defined by: a) how quickly economic activity can normal- 

Virus Economy

Upside scenario Some combination of high compliance 
with social distancing, viral seasonality, 
and/or pharmaceutical solutions mean 
that new cases of virus peak in Europe 
and the US by early-April, allowing 
measures to be relaxed gradually from 
early-May onward, although some 
travel restrictions are likely to persist 
through 2020. 

Government stimulus is sufficient to avoid 
lasting damage to the economy, and 
allow growth to begin a V-shaped recov-
ery in the third and fourth quarters.

Central scenario New cases of the virus peak by   mid-
April, allowing the most severe restric-
tions to be lifted in mid-May, though 
reemergence of the virus means restric-
tions are reimposed intermittently in 
some countries for the remainder of the 
year. 

A coordinated monetary and fiscal 
response eventually provides the neces-
sary funding to backstop affected busi-
nesses and industries, but it arrives too 
late to protect all. A U-shaped economic 
recovery only takes hold around the 
fourth quarter.

Downside scenario Containment measures do not prove 
sufficient to halt the spread of the virus, 
and new cases continue to rise in 
Europe and the US into May/June. We 
also see the virus reemerge in China. 
Most restrictions remain in place into 
June or July, and are reimposed inter-
mittently for the remainder of the year.

Demand shock leads to higher unemploy-
ment which government policy is unable 
to fully offset. A rise in bankruptcies and 
joblessness would be inevitable. Compa-
nies would forgo significant revenue, and 
shareholders and banks would need to 
bear losses. For 2020 the economic tra-
jectory is L-shaped. 

Source: UBS, as of 19 March 2020

Market Current  
(18-Mar)

Year-end forecasts Current  pricing dis-
tance from down-
side case to upside 

case

Downside Central  Upside 

S&P 500 2,398 2,100 2,650 2,900 37%

Euro Stoxx 50 2,385 1,800 2,600 3,050 47%

MSCI EM 788 580 900 1,000 50%

SMI 8,338 6,500 9,000 10,000 53%

USD IG spread 285 300–400bps 150 100bps 26%

USD HY spread 904 1,000–1,500bps 550 350bps 38%

EMBIG spread 634 700–800bps 450 280bps 25%

Source: UBS, as of 19 March 2020
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ize, and b) how much policy responses can limit corporate bankruptcies and job losses. 

Upside scenario. In our upside scenario, a relatively swift removal of virus restric-
tions would mean no meaningful lasting damage to the economy, and the drop 
in interest rates should prove positive for both consumers, who can enjoy lower 
mortgage rates, and for risky assets, which are likely to attract inflows from inves-
tors currently hiding in assets like Treasuries that offer near-term safety but meager 
long-term prospects. 

We would expect the S&P 500 to reach 2,900 by year-end, a gain of 21% from 
18 March levels, Euro Stoxx 50 to hit 3,050 (a 28% gain), and MSCI EM to reach 
1,000 (27% gain). We would still expect USD HY to continue to see defaults of 3–4%, 
concentrated in the fragile energy sector and a few other structurally challenged sec-
tors such as retail and leisure. But, despite the likely drag from these defaults, and 
rising government bond yields, we would expect 12-month total returns in credit to 
reach double digits (15–20% EMBI; 20–25% USD HY) from current levels. 

Central scenario. In our central scenario, the coordinated monetary and fiscal 
response helps backstop most affected businesses and industries, and should help 
support markets through the course of 2020. But the negative effects of the eco-
nomic contraction in the second quarter, some increase in unemployment, and inter-
mittent restrictions through 2020, mean that the risk premiums remain  elevated.

We would expect the S&P 500 to reach 2,650 by year-end, a gain of around 10% 
from 18 March levels, Euro Stoxx 50 to hit 2,600 (a 9% gain), and MSCI EM to 
reach 900 (14% gain). For US HY, we would expect spreads to tighten from roughly 
900bps to 550bps, and emerging market investment grade bond spreads to tighten 
to 450bps to 630bps. 

Downside scenario. In a downside scenario, lengthy restrictions and reemergence 
of the virus mean that government and central bank support proves insufficient to 
offset a sharp rise in unemployment and widespread bankruptcies. Shareholders and 
banks would need to bear the losses of significant forgone revenue. Any economic 
recovery in 2020 would be subdued, due to the negative demand effects of higher 
unemployment. Risk premiums would remain elevated throughout 2020. 

We would expect downside by year-end of around 15% for the S&P 500 and around 

S&P 500 Euro Stoxx 50 USD HY
spread

EMBIG
spread

MSCI EM SMI USD IG
spread
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EM bonds are closest to pricing in our downside scenario

Source: UBS, as of 18 March 2020
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25% for Eurozone and emerging market equities. That said, in this scenario, the 
actual trough of the market could be lower. In the three most severe post-war US 
bear markets, including the financial crisis, the market fell 42.6%, 44.7%, and 
51%—this would imply a trough of between 1,650 and 1,950 in the S&P 500, a 
further 20–30% below today’s levels. 

Meanwhile, we would expect US HY spreads to be at 1,000–1,500bps by year-end. 
This level is wider than their 2015 peak, when spreads reached 900bps,  although we 
think that the peak in spreads would likely fall short of the levels around 2,000bps 
reached during the 2008–09 global financial crisis. We would expect emerging mar-
ket investment grade bond spreads to trade at 700–800bps.

Where are the best risk-return opportunities? 
On balance, we think markets, particularly the US HY and EMBI markets, are closer 
to pricing in the risk of our downside year-end targets materializing than our upside 
targets. However, as stated, there is meaningful downside for most asset classes 
should the envisioned virus containment and historic bailout packages fail to turn 
the tide on a situation that China seems to have stabilized in eight weeks.

Within equities, we see particular opportunities in those stocks with earnings rela-
tively resilient to our virus scenarios, like companies exposed to the 5G rollout in Asia 
and global quality stocks; secular themes that can benefit from the current situa-
tion like fintech, ecommerce, online gaming, and online education; as well as those 
cyclical sectors which face risks, but which we think have been oversold, like China 
property stocks listed in Hong Kong, and Japanese automation and machinery com-
panies. At a time of elevated volatility, using put-writing or averaging-in strategies to 
enter these opportunities can be a way to mitigate timing risk.

How do I hedge against the risk of further declines?
We see four main approaches to hedging in the current environment: asset class 
diversification, geographic diversification, the use of alternative assets, and the use 
of dynamic asset allocation.

Asset class diversification. Bonds have worked as a diversifier in 2020, even if cor-
relations have become unstable in some trading sessions. This has also borne out 
over the longer term. During S&P 500 bear markets the maximum drawdown has 
been 34.5% on average, erasing 65 months of prior gains and taking 39 months to 
reach a new all-time high. However, for a 60/40 stock/bond portfolio, the average 
maximum drawdown was 19.9%, erasing 20 months of prior gains, and taking 30 
months to regain the former cycle peak.

Looking ahead, with 10-year US Treasury bonds yielding little more than 1%, the 
value of holding long-term bonds may appear more limited. But, even if the Federal 
Reserve proves reluctant to lower policy rates below zero, Treasuries still function as 
a form of portfolio insurance by helping to protect principal.

Geographic diversification. This crisis will present, and is already presenting, a sig-
nificant challenge for individual countries. As we consider the variation countries 
are likely to experience in dealing both with the virus and with propping up the 
economy, the views I expressed in November 2017’s letter “Dealing with disaster,” 
remain as pertinent now as then:

“Since 1900 the world has seen at least a dozen hyperinflations, 20 recessions, 
almost 200 sovereign defaults or debt crises, two global financial crises, and 12 bear 

On balance, we think markets, 
particularly the US HY and EMBI 
markets, are closer to pricing in 
the risk of our downside year-
end targets materializing than 
our upside targets. 

FEATURE
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markets. The geopolitical picture was even worse: seven global pandemics, two 
world wars, hundreds of civil or regional wars, more than 2,000 nuclear detona-
tions, and revolutions in both the world’s largest and most populous countries. [Yet] 
all the episodes of potentially irreversible loss [in the past century], due to inflations, 
wars, and sovereign defaults, were localized. Concentrated regional risk was, and 
is, investors’ biggest potential wealth destroyer. Preventing unrecoverable capital 
destruction has been about global diversification.”

Alternative assets. After rallying through the initial phase of the COVID-19 outbreak, 
gold prices have plunged in recent days, due to investor deleveraging. From here, 
although volatility is likely to remain high in the near term, we think prices will be 
supported by uncertainty about the virus, low real rates, and a weaker dollar, and 
could be further supported if global government spending surges. We maintain our 
forecasts of USD 1,600–1700/oz over 12 months. We also view the current situation 
as creating potentially attractive investment opportunities for private market inves-
tors. Historically, the best vintages for private equity firms have often  coincided with 
dislocations in public equity markets, for example in 2001 and 2008. The current dis-
ruption may present opportunities to get Asian exposure at more attractive valuation 
levels. Opportunities for funds specializing in turnaround and distressed situations 
are also likely to increase the longer the disruption continues.

Dynamic asset allocation. Some investors might recall selling during the global  financial 
crisis, or Eurozone crisis, but also failing to get back into the markets in time. A dynam-
ic asset allocation strategy, based on a quantitative framework, can help investors 
dispassionately judge market information and economic data,  allowing them to exit 
markets during volatile times, and, importantly, also reenter them when data suggests 
peak uncertainty has passed. Such strategies will likely never sell at the absolute peak 
or buy at the absolute trough, but they can increase the chance investors avoid the 
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most volatile days, and regain exposure during a more sustained uptrend.

Asset allocation
In our portfolios, we have been diversifying into assets that we think are closer to 
pricing in downside scenarios. We now shift our overweight in emerg ing market 
equities to an overweight in emerging market hard currency sovereign bonds, given 
that, in our view, EMBI looks closer to pricing our downside scenario than EM equi-
ties. We remain overweight US high yield credit, where spreads are close to our 
targets in a downside scenario. Given that we expect inflation expec tations to rise 
from currently very low levels, we also overweight US TIPS versus US government 
bonds. In our FX strategy, we overweight a basket of select emerging market foreign 
exchange given very low developed market interest rates and see the British pound 
as heavily undervalued relative to the US dollar. 

We open an overweight to emerging market hard currency sovereign bonds 
(EMBI) versus US government bonds. EM sovereign bonds look the most attrac-
tive asset class in the credit universe in our view. Yield spreads have widened to 
more than 600bps from 290bps at the start of the year, are at the 96th percentile of 
values in the last 15 years, at a post-financial-crisis peak, and are close to pricing in 
our downside scenario. 

Technical factors have added to downside pressure, with record ETF outflows and 
illiquid market conditions, which have opened up an attractive risk premium. We 
estimate that EMBI high yield spreads of around 1,000bps are pricing in a default 
rate of roughly 11%. Oil-exporting HY issuers could face further downside, but are 
already trading at distressed levels with spreads in excess of 1,000bps, and are only 

We open an overweight to 
emerging market hard currency 
sovereign bonds (EMBI) versus 
US government bonds. 
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Source: Bloomberg, UBS, as of 18 March 2020

Figure 5

Forward 12m returns when spreads >500bps, in %      

12m total returns

Median return

10% of the index.

Since 2000 there have been 52 months with EMBI spreads in excess of 500bps. Sub-
sequent 12-month total returns were positive in all cases, with a median return of 
13%. Risks to our position are near-term overshooting of spreads due to  secondary 
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market illiquidity, and/or further USD strength weighing on funding conditions. 

We overweight USD high yield (HY) bonds versus US government bonds. 
HY  bonds have suffered during the recent market correction, with illiquid mar-
ket conditions exacerbating the spread widening. At current spread levels around 
900bps, the asset class is pricing in defaults of 9–10%, and is close to pricing in our 
downside scenario. In the near term, wider spreads are still possible under current 
market conditions, but we advise against selling in such an illiquid environment, and 
see medium-term value in the asset class. Since 1987 there have been 42 months 
with spreads in excess of 800bps, and subsequent 12-month total  returns were posi-
tive in all cases but one with a median return of 24.5%.

We overweight Treasury Inflation Protected Securities (TIPS) against US gov-
ernment bonds. TIPS will outperform if realized inflation comes in above the cur-
rent very low US five-year breakeven rate of 0.2%. As we don’t expect COVID-19 to 
have a long-lasting impact on forward US inflation expectations, we think such an 
outcome is likely. 

In our FX strategy, we overweight the British pound versus the US dollar. 
Sterling dropped to its lowest level against the USD since 1985 on 18 March, trading 
below 1.15. The main reason for the move, in our view, was increased demand for dol-
lar funding, reduced lending activity by global reserve managers, and less liquidity in 
US money market funds. Illiquid market conditions exacerbated the size of the moves, 
amid concerns that if London were locked down market liquidity would be severely 
impacted, though this has now been alleviated by renewed quantitative easing from 
the Bank of England. Looking ahead, sterling is significantly undervalued (our estimate 
of GBPUSD purchasing power parity is 1.57). And negotiations on the future trading 
relationship between the UK and the EU appear to be on hold and not a priority for 
either side, so the end of the transition period may have to be delayed beyond end-
2020. Against this backdrop, as the Fed and other central banks coordinate to provide 
dollar liquidity across the globe through tools such as swap lines, we expect dollar 
funding concerns to dissipate, which could then lead to a sharp rebound in sterling.

In our FX strategy, we overweight a basket of high-yielding emerging mar-
ket currencies. We  hold an overweight position in the Indonesian rupiah (IDR), 
the Indian rupee (INR), and the Brazilian real (BRL), funded by short positions in 
the Australian dollar (AUD), the Taiwan dollar (TWD), and the Swedish krona (SEK). 
Increased volatility and broad-based dollar strength driven by funding concerns have 
created a more challenging environment for carry trades, and our basket has under-
gone a correction, but the construction of the basket (with high beta currencies on 
both sides) has smoothed performance. In an environment of low developed market 
interest rates, we expect the environment for carry trading to improve once dollar 
funding conditions normalize.

Mark Haefele
Chief Investment Officer
Global Wealth Management

We overweight USD high 
yield (HY) bonds versus US 
government bonds. 

In our FX strategy, we 
overweight the British pound 
versus the US dollar. 

In our FX strategy, we overweight 
a basket of high-yielding 
emerging market currencies. 

We overweight Treasury Inflation
Protected Securities (TIPS)
against US government bonds.
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ASSET ALLOCATION IMPLEMENTATION

Asset allocation implementation
The UBS House View is our current assessment of the global economy and financial markets, 
with corresponding investment recommendations. The asset allocation implementation of 
this view can vary across model portfolios, depending on their objectives. 

Our Tactical Asset 
Allocation (TAA) 
recommendations
Overweights
• Treasury Inflation-

Protected Securities (TIPS)
• US corporate high yield 

bonds
• Emerging market dollar-

denominated sovereign 
bonds

• China equities (all-equity 
portfolio)

• Senior loans (yield-
focused portfolio)

Underweights
• US government bonds
• Preferreds (yield-focused 

portfolio)

What's changed
• Closed an overweight to 

emerging market equities
• Closed an overweight to 

Brazil equities (all-equity 
portfolio)

• Opened an overweight to 
EM dollar-denominated 
sovereign bonds

• Opened an overweight 
to US corporate high 
yield fixed income1

1Opened on 2 March 2020.

A note on TAA scaling
Unless noted otherwise, the TAA percentages 
on this page refer to a Moderate risk profile. 
Generally speaking, we apply a scaling 
methodology to TAA tilts for lower-risk 
portfolios, so that a 2% overweight in the 
moderate risk profile reflects as a 1.5% and 
1%, respectively, in the Moderately 
Conservative and Conservative profiles.

Implementation guidance
Our central scenario is that new cases of the coronavirus peak by mid-April, allowing the 
most severe restrictions on economic activity to be lifted from May, although some may be 
reimposed intermittently through year-end. Monetary and fiscal responses should backstop 
the decline, but a U-shaped economic recovery is likely to take hold only by Q4. Financial 
markets are generally pricing in more downside than upside risk relative to our central sce-
nario. But there is still meaningful potential downside for most risk assets in our bear case 
scenario. For that reason we recommend keeping asset allocations relatively close to their 
long-term strategic benchmark. Tactically, credit markets generally seem closer to pricing in 
our downside case more than equities and therefore we prefer to add risk exposure through 
credit rather than equity at this time. 

Equities 
We closed our overweight to equities, which was expressed as a preference for EM stocks. 
While we still see potential upside over 10% to EM equities by year-end, in the near term 
the risk of more volatility and further downside remains high. We see similar upside for US 
and European stocks over the rest of the year, as well as the same near-term downside risks. 

Rather than take clear directional views on equities, for investors who can use options stra-
tegy, the high market volatility makes it attractive to sell put options on US and Eurozone 
equities. This can be used to generate income, to fund the purchase of call options at higher 
prices, and to automatically rebalance into equities at lower levels.

Within emerging markets, we closed our preference for Brazil, while keeping it for China. 
The rapid spread of the coronavirus, heightened global recession risk, collapsing oil prices, 
and domestic setbacks on the fiscal front have severely impaired Brazil’s growth outlook. In 
contrast, the number of new cases of the virus in China has fallen close to zero, economic 
activity is normalizing, policy remains supportive, and valuations are below average. 

Among US equity sectors, we overweight communication services (defensive growth), offset 
by an underweight to tech (still expensive relative to the overall market). We closed our over-
weight to consumer discretionary, as discretionary spending could be dramatically curtailed for 
at least a few months. We closed our underweight to utilities to be more defensively positioned. 

Fixed income 
We maintain a position in Treasury Inflation-Protected Securities (TIPS) versus US government 
bonds. This position will benefit from a rise in inflation expectations, which have fallen to 
only 16bps on a 5-year horizon, from over 1.5% in late February. 

We added overweights to US high-yield corporate bonds and emerging market US-dollar 
denominated sovereign bonds. With spreads relative to Treasuries currently over 900 and 
600 basis points, respectively, both asset classes are pricing in close to our bear case scena-
rios, and should benefit from aggressive central bank efforts to stabilize financial markets. 

Full detailed asset allocation tables
View our full set of asset allocation tables for guidance on positioning across 
different investor types, portfolio strategies, and risk tolerances.

http://ubs.com/content/dam/assets/wma/us/shared/documents/april-asset-allocation-tables.pdf
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Risk profile implementation guidance
Tactical positioning for the Moderate portfolio is applicable for 
other risk profiles, with adjustments. We continue to recommend 
a long-maturity Treasury allocation in Moderately Aggressive and 
Aggressive portfolios, which have large equity allocations. These 
bonds are effective diversifiers, but the interest rate risk that they 
entail is less desirable in Conservative portfolios. The decline in 
longer maturity yields highlights the risk that yields could rise, 
but we think it remains a moderate risk given monetary policy 
actions and near-term growth risks. 

In Aggressive portfolios we recommend implementing the 
long-maturity Treasury position with 20-30 Treasury STRIPS 
(principal-only bonds), whereas 20+ year Treasury bonds offer 
sufficient protection for Moderately Aggressive portfolios. STRIPS 
have longer duration and thus offer more protection during a 
sustained economic slowdown when rates are likely to fall, but 
they’re also more volatile.  

The TIPS allocation is appropriate for all risk profiles, but longer 
maturity TIPS (10+ years) are better for Aggressive portfolios be-
cause of their longer duration. In Conservative portfolios shorter 
maturities (0-5 years) are recommended because they have lower 
rising rate risk.

Non-taxable investor
Moderate risk, without non-traditional assets

Strategic Asset 
Allocation (SAA)

Tactical tilt Tactical Asset 
Allocation (TAA)

Preferences

Cash 5.0 5.0

Fixed Income 46.0 46.0

US Gov't FI 16.0 -4.0 12.0

US TIPS 0.0 +2.0 2.0

US Treasuries (long) 0.0 0.0

US Municipal 0.0 0.0

US IG Corp FI 21.0 21.0

US HY Corp FI1 5.0 +1.0 6.0

Emerging Markets FI 4.0 4.0

EM Local Currency FI 0.0 0.0

EM Hard Currency FI 0.0 +1.0 1.0

Equity 49.0 49.0

US Large Cap Growth 9.0 9.0

US Large Cap Value 9.0 9.0

US Mid Cap 5.0 5.0

US Small Cap 3.0 3.0

Int'l Developed Markets 17.0 17.0

Emerging Markets 6.0 6.0

 Overweight: Tactical recommendation to hold more of the asset class than specified in the moderate risk strategic asset allocation.  Underweight: Tactical 
recommendation to hold less of the asset class than specified in the moderate risk strategic asset allocation.  Neutral: Tactical recommendation to hold the asset class 
in line with its weight in the moderate risk strategic asset allocation.  Month-to-month change
1Overweight position opened on 2 March 2020. Read CIO Alert: Adding to risk after market sell-off for more information. 
“Emerging Markets FI” is a blend of 50% local currency, 50% hard currency.
Source: UBS 
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BULL MARKET MONITOR

Bull Market Monitor

Cycle status
We think that the US business cycle has entered a recession. The 
longest economic recovery and bull market in history have ended. 
Rather than more typical cyclical forces, it has been the steps taken 
by governments, businesses, and individuals to slow the spread of 
the coronavirus that have caused unprecedented interruptions of 
economic activity. 

What‘s new?
It is still too early for most economic indicators to reflect the cur-
rent reality. However, some timely indicators suggest that conditions 
have changed dramatically. The Philadelphia Fed manufacturing sur-
vey showed its biggest monthly decline ever, plunging from 36.7 in 
February to –12.7 in March, the lowest reading since July 2012. Job-
less claims rose to 281,000 in the week ending 14 March, up from 
211,000 the previous week. While this is an unusually large week-to-
week jump, we believe it is just the tip of the iceberg. Early data re-
leased by some states suggests that claims will soon be hitting record 
levels. The Fed has cut rates to near zero and has also made large-scale 
asset purchases. The yield curve has steepened now that the short end 
is near zero. Credit conditions have become much tighter.

What are we watching?
It will be impossible for economic conditions to return to normal until 
social distancing measures can be lifted. We expect testing to ramp 
up quickly, which may allow some measures to be eased as it be-
comes possible to quarantine only people who are actually infected. 
At some point, the number of new daily confirmed COVID-19 cases 
will peak and then decline. The sooner that happens, the sooner a 
new recovery cycle can start. We will be focusing on the timeliest 
economic indicators, such as jobless claims and sentiment surveys. 
A large fiscal stimulus package is working its way through Congress 
and should help to mitigate the economic downturn. It will also be 
important to watch what is happening overseas, especially to see 
if China can resume more normal activity without causing another 
pickup in COVID-19 cases. 

What are the investment implications?
The near-term outlook is highly uncertain. We have moved to a neutral 
setting on equities in our tactical asset allocation.

Equity bull markets rarely end in the absence of a recession occurring, which is why we track 
key attributes of the business cycle to gauge how the expansion is evolving and calculate 
the risks of a recession.

Each indicator is evaluated relative to a neutral 
level that is sustainable over time in order to 
determine whether the economy is at risk of 
overheating or if financial conditions will start 
to restrict growth.

Overheating indicators

Labor market

Weak Tight

Inflation (relative to 2%)

Financial indicators

Key cycle indicators
The cycle indicators gauge whether the econ-
omy is overheating and if financial conditions 
are restricting growth. These determine our 
assessment of where we are in the cycle. 

 Current    Previous 

Yield curve

Steep Inverted

Credit conditions

Monetary policy

Accommodative Restrictive

Growth (relative to potential)

Below Above

Overall: Late cycle

Early Late

Below Above

Loose Tight
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COVID-19 dominated headlines and 
occupied the minds of investors this 
month. The total number of infec-
tions has surpassed 220,000, with 
over 8,900 fatalities, as of 19 March. 
The resulting market sell-off put an 
end to the 12 year bull market.

Policymakers around the globe have 
put forth significant measures to 
address the economic implications 
of the virus. The Federal Reserve 
has rolled out most of its Global 
Financial Crisis playbook in a mat-
ter of days, cutting interest rates to 
zero; launching at least USD 700bn 
of quantitative easing; purchasing 
commercial paper; and introducing 
global swap lines with many key 
central banks across the globe. The 
response from government has also 
escalated to address the crisis. Con-
gress is negotiating its third stimulus 
package which is likely to exceed 
USD 1 trn. Germany and other Eu-
rozone countries have also indicated 
support to pay private sector wages. 

An oil price war escalation added to 
market volatility. On 8 March, Saudi 
Arabia launched price war with Rus-
sia and oil prices have plunged since 
then. On 18 March WTI crude fell as 
much as 26% and Brent crude fell 
more than 14%. With Saudi Arabia, 
Russia, and other OPEC states set to 
ramp up production over the com-
ing months, concerns over an over-
supplied have risen.

While market anxiety over the 
course of US politics has taken a 
back seat to COVID-19 fears, clar-
ity was gained around the Demo-
cratic nominee this month. Former 
Vice President Joe Biden has es-
tablished a commanding lead over 
left-leaning Senator Bernie Sanders 
and looks set to become the chal-
lenger to President Donald Trump 
(although Sanders has not dropped 
out of the race as of this writing). 

Month in review
Questions we‘re tracking
What does the coronavirus mean for investors?
Global equities have experienced the fastest bear market move in history as investors 
have adjusted to the threat of the COVID-19 pandemic. Risk assets rebounded mod-
estly on 13 March at the end of a volatile week. While the virus is uncontained in the 
US and Europe, it is being brought under control in Asia, and global policymakers are 
responding both with fiscal and monetary stimulus measures. We continue to over-
weight emerging market equities, and also recommend an overweight to TIPS, which 
are attractively priced given low inflation expectations.

Where are the long-term opportunities?
The S&P 500 is officially in a bear market. Meanwhile, the coronavirus continues 
to spread across Europe and the US. But for investors that have taken care of their 
near-term liquidity needs, the sell-off presents an opportunity to buy into longer-term 
themes. Even after the current crisis passes, an aging global population and recent 
strides in genetic therapies all offer long-term investment opportunities for investors 
seeking long-term portfolio growth. The crisis may also accelerate longer-term trends 
in connectivity and localization, benefiting companies exposed to the fourth industrial 
revolution and digital transformation.

Can policymakers rescue the markets?
Central banks and governments have ramped up efforts to limit the economic down-
side from COVID-19, with the Federal Reserve cutting rates to near zero while the US 
and Germany announced fiscal support measures. So far, however, the policy response 
has done little to stabilize markets. Tax and rate cuts do little to offset the near-term 
economic impact of the pandemic, but will be more useful once a recovery gets under-
way. Nonetheless, rates are likely to stay lower for longer, and we recommend strate-
gies to enhance yield.

What next for oil?

Oil futures slumped to a 16-year low on 18 March, with global demand evaporating on 
the back of COVID-19-related travel restrictions, and supply flooding the market amid 
a Saudi-Russia price war. But while an oil price slump has added to near-term pressure 
in the high yield market, it should be a net positive for consumers. Policy support and 
the eventual containment of the coronavirus should push prices higher into year-end.

Is gold still a protection against risk?
Gold is prized by many investors as a hedge against risk. However, the response of gold 
to the COVID-19 infection has been mixed. It initially rose on safe-haven flows, but 
has suffered recently as struggling investors have liquidated gold to meet margin calls. 
We believe fundamentals for the precious metal remain supportive, with two Federal 
Reserve emergency rate cuts in March lowering the opportunity cost for holding gold, 
and other indications suggesting a weaker dollar ahead.
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TOP THEMES

A change in life as we know it...

Laura Kane, CFA, CPA
Head Thematic Research Americas

Michelle Laliberte, CFA
Thematic Investment Associate

In a matter of weeks, the coronavirus 
outbreak has upended the global econo-
my, financial markets, and our daily lives. 
While an unfortunate few have suffered 
the worst effects of the virus, tragically los-
ing their health, loved ones, livelihoods, or 
lives, the remainder of society has faced 
a disconcerting interruption of normality. 
Classrooms, offices, and commuter rails 
are nearly empty; pajamas are the style du 
jour; elbow “bumps” are the new hand-
shakes; and toilet paper has become a pre-
cious commodity. Amid these unsettling 
changes, the global population has adapt-
ed to a new normal, accelerating certain 
secular shifts—from food delivery to shop-
ping online—that we expected to unfold 
over the next decade. While we expect to 
return to normal eventually, we may see 
behaviors adopted during quarantine in-
fluence post-coronavirus lifestyles. With 
this in mind, we highlight several of our 
longer-term investment (LTI) themes that 
have come into focus, and we reiterate the 
related investment opportunities that we 
foresee over the next decade. 

In many cities, restaurants and bars have 
been ordered to close their doors as the 
government attempts to stem the rapid 
outbreak of COVID-19. According to data 
from OpenTable, seated diners at restau-
rants are down 84% year-over-year in the 
United States. In the face of these restric-
tions, many restaurant owners opted to 
continue delivery services to serve those 
stuck inside, especially as shelves at gro-
cers rapidly emptied. In most major cities, 
consumers are ordering food deliveries 
via mobile apps—a trend that we expect 
to continue as consumer preferences shift 
and urbanization continues. Investors ap-
pear to be taking notice—the stock price 
of Blue Apron for example, a food deliv-
ery platform, is up over 350% so far this 
week. While the market remains competi-
tive, and winners are yet to be established, 
food delivery is one of the fastest-growing 
segments in the broader food revolution 
that is transpiring. We expect the segment 
to grow at about 16% annually, and to 
be worth about USD 365bn by 2030. For 

more, please see our report Longer Term 
Investments: The food revolution.

Food is not the only good being ordered 
in. As more consumers are confined to 
their homes, e-commerce giants are seeing 
more demand, as consumers stock up on 
essentials without risking their health. Indi-
ces representing online retailers have mod-
estly outperformed the S&P 500 since the 
downturn began and have also surpassed 
department stores by a wide margin. The 
department stores sub-industry index of 
the S&P 500 has experienced a drawdown 
of approximately 56% from market peaks, 
while a similar index comprised of online 
retailers is down less than 16%. We expect 
this trend toward e-commerce to continue 
to play out over the coming decade. Even 
before the outbreak, we estimated that 
e-commerce would grow at around 15% 
annually over the next 10 years with the 
support of rising global smartphone us-
age and internet penetration. Please see 
the full report Longer Term Investments: e-
commerce for more information on related 
investment opportunities.

Finally, working and learning has shifted 
to virtual environments, as “social distanc-
ing” measures have resulted in school and 
office closures. For school-age children and 
young adults, the coronavirus has meant a 
rapid shift toward education technologies, 
or “Edtech.” New York City alone is work-
ing to move classes online for more than 
1.1 million students and is quickly training 
teachers to adapt to the new technologies. 
The shift toward online education has been 
reflected in stock prices for some Edtech 
companies, with K12 Inc., for example, re-
turning over 3% since the S&P 500 peaked 
in late February. Looking forward, we have 
a positive outlook for Edtech, which offers 
greater personalization and expanded ac-
cess to education services. The trend to-
ward Edtech adoption will be supported by 
growing affluence in emerging markets, as 
higher incomes create greater demand for 
higher education. Our report, Longer Term 
Investments: Education services, contains 
more information on how to invest.
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TOP THEMESClick any theme title to go to the full report.

Technology
Automation and robotics 
A fourth industrial revolution is underway, 
which we believe will transform the future  
of manufacturing.

Digital data
Companies that both enable digital data and 
invest their infrastructure will likely continue 
strong earnings growth over the coming years. 

E-commerce 
E-commerce is altering the global retail land-
scape and omnichannel companies should lead 
the way forward.

Enabling technologies
We identify five enabling technologies that 
should offer solid long-term growth amid irre-
versible technological disruption.

Fintech
The global fintech industry is at an inflection 
point and set to drive a major digital transfor-
mation in the financial services industry.

Health Tech 
Aging populations are straining global healthcare 
budgets, spurring healthcare providers to explore 
new technologies that could improve efficiency.

Medical devices 
The medical device industry has matured but 
opportunities exist for increased penetration in 
emerging markets (EMs).

Oncology 
Advances in cancer therapeutics will create 
new opportunities for successful drugs.

Security and safety 
Growing trends such as urbanization, digital 
data growth, and increased regulation support 
demand for security and safety.

Smart Mobility  
Global urbanization will call for structural 
changes in technology that will alter the way 
we “consume” mobility in the coming decades. 

Space  
Growing private sector investment and lower 
entry barriers to the space economy are caus-
ing an inflection point.

Resources 
Agricultural yield 
The world faces a growing food production 
crisis as the global population increases. Com-
panies that help to boost agricultural yields 
stand to benefit.

Clean air and carbon reduction 
Rising populations and urbanization are fuel-
ing the need for clean-air technologies. 
 
Energy efficiency 
Stricter regulation and corporate competi-
tion to improve product efficiency are driving 
demand for energy-efficiency solutions.

Energy transition
The world is facing relentless demand for 
energy, and several types of energy resources 
will be needed to satisfy that demand.

NEW Food revolution 
Greater technology utilization and investment 
throughout the food supply chain will be needed 
to create a health, sustainable food system.

Renewables 
Increasing energy demand from urbanization 
and population growth will benefit renew-
able energy as lower costs drive competitive-
ness with fossil fuels.

Waste management and recycling 
Low waste treatment rates in EMs offer big 
catch-up potential that could lead to extraordi-
nary growth rates.

Water scarcity 
Water scarcity is one of the biggest risks to 
mankind. If limited water resources can be bet-
ter harnessed, the benefits could be enormous. 

Society 
Education services 
With limits to many governments‘ education 
resources, there is increased opportunity for 
the private education market.

Emerging market healthcare 
An aging EM population requires stepped-up 
investment in healthcare. We believe global 
healthcare companies can benefit.

Emerging market infrastructure 
Growing urbanization and high economic 
growth rates will drive demand for infrastruc-
ture investment in EMs.

Generics  
As healthcare costs grow, government policy 
and demographics will be important drivers of 
increased generic drug sales.

Genetic Therapies  
Genetic therapies could revolutionize medicine 
by removing the fundamental causes of inher-
ited genetic conditions.

Obesity 
Urbanization and rising per-capita GDP in EMs 
will contribute to an ever-greater prevalence of 
global obesity.

Retirement homes 
A larger population of seniors and evolving 
social trends support opportunity in retirement 
homes investment.

Retirement planning 
Changing demographics are increasing 
demand for retirement planning. 

Silver spending
As the global population ages, those 55 and 
older are expected to account for an ever-
increasing proportion of consumer spending.

Fixed income
Beyond benchmark
By diversifying fixed-income exposure inves-
tors can avoid the shortcomings of heavily 
government-weighted taxable fixed-income 
benchmarks.

MLP bonds 
Master limited partnership bonds offer attrac-
tive coupon income relative to other invest-
ment-grade sectors.

Taxable munis
Taxable munis can be attractive to taxable 
fixed income buyers for three principal reasons.

US senior loans
Senior loans offer attractive floating-rate cou-
pons with low correlation to other asset classes 
and lower volatility than high-yield bonds.

Yield for the short end 
Short-end corporate bonds offer attractive cur-
rent yield without taking on excessive credit or 
interest-rate risk.

Equity
5G infrastructure
5G creates an attractive opportunity and in-
frastructure companies should benefit before 
smartphone-focused companies. 

NEW Campaign warriors  
Headline risk related to policy proposals could 
continue through November. We believe these 
companies are relatively less exposed to elec-
tion-related volatility.

NEW Chinese equities to lead the recovery 
Chinese equities offer superior growth pros-
pects relative to most DM stocks and are trad-
ing at a discount to the MSCI EAFE.

Event-driven strategies
Event-driven strategies can represent attractive 
ways to capitalize on companies‘ corporate 
actions.

NEW India profits and reforms reloaded 
Pro-market policy measures should be sup-
portive of equity valuations, and earnings 
growth is expected to be superior to several 
other major markets.

Pricing power standouts
Companies with pricing power should be bet-
ter insulated from the headwinds of slowing 
growth.

The power of the Internet
Internet stocks offer investors exposure to con-
sumer-related secular growth trends.

Equity–ESG
Gender lens 
Evidence suggests that gender-diverse com-
panies are more profitable and tend to out-
perform their less-diverse peers.

Sustainable value creation in EM
Incorporating ESG considerations into EM 
equity investment decisions may provide a 
competitive edge.

 KEY

 Sustainable longer-term investment theme
 Longer-term investments = Multi-business cycle
 Shorter-term investments = Current business cycle

Themes universe For guidance on how to invest in each of the themes 
on this page, please contact your Financial Advisor.

http://www.ubs.com/content/dam/WealthManagementAmericas/documents/automation-and-robotics-lti-report.pdf
https://secure.ubs.com/public/api/v2/investment-content/documents/Dk0VGw-8IPZVX-mK6BRf6Q?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk
http://www.ubs.com/content/dam/WealthManagementAmericas/documents/e-commerce-lti-update.pdf
https://secure.ubs.com/public/api/v2/investment-content/documents/4ED3P2TxX3DT49XWt-xj7A?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk
https://secure.ubs.com/public/api/v2/investment-content/documents/Vi6ELpYD_mo76NJ_09mhpw?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk&Accept-Language=de-CH
http://ubs.com/content/dam/assets/wma/us/shared/documents/healthtech-lti-update.pdf
http://ubs.com/content/dam/assets/wma/us/shared/documents/medical-devices-11-April.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/lti-2018-01-25-oncology.pdf
https://secure.ubs.com/public/api/v2/investment-content/documents/nlSdDor5F3iPy_kQIcxKRg?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk
http://ubs.com/content/dam/WealthManagementAmericas/documents/smart-mobility-11-march.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/space-p.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/space-p.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/agricultural-yield-p.pdf
https://secure.ubs.com/public/api/v2/investment-content/documents/zGOfSbzSLiNVPReqo_sNIA?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk
http://ubs.com/content/dam/assets/wma/us/shared/documents/energy-efficiency-october.pdf
https://secure.ubs.com/public/api/v2/investment-content/documents/f1aJ4UsgyIUG5ykjFvLuJA?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk
https://secure.ubs.com/public/api/v2/investment-content/documents/YuSDJMra5IhhWOzgKVbmSg?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/Renewables-p.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/waste-management.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/cio-impact/water%20scarcity.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/education-services-8-24.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/emerging-market-healthcare.pdf
http://ubs.com/content/dam/assets/wma/us/shared/documents/lti-emerging-market-infrastructure.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/generics.pdf
https://secure.ubs.com/public/api/v2/investment-content/documents/heHDGnBxwovUoQptI_vCVQ?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk
http://ubs.com/content/dam/assets/wma/us/shared/documents/lti-obesity.pdf
https://www.ubs.com/content/dam/assets/wma/us/shared/documents/retirement-homes-update-july.pdf
http://ubs.com/content/dam/assets/wma/us/shared/documents/lti-retirement-planning.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/longer-term-investments-silver-spending.pdf
http://ubs.com/content/dam/WealthManagementAmericas/documents/Beyond-benchmark-19-march.pdf
http://ubs.com/content/dam/WealthManagementAmericas/documents/MLP nonres 2-19-20.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/US%20fixed%20income_%20Taxable%20munis...Yes,%20taxable%20munis.pdf
http://ubs.com/content/dam/assets/wma/us/shared/documents/senior-loans-october.pdf
https://secure.ubs.com/public/api/v2/investment-content/documents/wrtcB5O85MWn4r3Re-hynA?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/ecommerce-2018-01-24-beyond-amazon.pdf
http://ubs.com/content/dam/WealthManagementAmericas/documents/5G Infrastructure - nonresearched.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/Nonresearched-version-campaign-warriors.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/Investing-in-China-Chinese-equities-lead-the-recovery.pdf
http://www.ubs.com/content/dam/WealthManagementAmericas/documents/Exploring-the-benefits-of-equity-event-driven-strategies.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/Emerging-market-equities-India-Profits-and-reforms-reloaded.pdf
http://ubs.com/content/dam/assets/wma/us/shared/documents/pricing-power.pdf
http://ubs.com/content/dam/assets/wma/us/shared/documents/power-of-the-internet.pdf
http://ubs.com/content/dam/assets/wma/us/shared/documents/gender-lens-october.pdf
https://www.ubs.com/content/dam/assets/wma/us/shared/documents/Sustainable_value_creation_in_emerging_markets-Equities.pdf
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Global 
economic 
outlook
Efforts to limit the spread of the coronavirus are causing 
a sharp slowdown in global economic activity. Both 
fiscal and monetary policies have been loosened in many 
countries, but it will be difficult to generate a recovery 
until virus mitigation measures can be relaxed. In the 
US, the Fed has cut rates to near zero and Congress 
is working on an economic package likely to exceed 
USD 1 trillion. In China, the number of new COVID-19 
cases has dropped sharply and economic conditions are 
improving.

ECONOMIC OUTLOOK SUMMARY

Economic outlook 
summary
Brian Rose, PhD 
Senior Economist Americas

House view
Probability: 60%

A negative quarter, with policy 
limiting second-round effects

The spread of the coronavirus has shifted 
the global economic focus from supply 
chain disruption to a demand shock. Weak 
second-quarter demand in Europe and the 
US will hit Asia (and offset any supply 
chain shortages). Sentiment data is likely 
to overreact more than normal to shifting 
economic patterns. This is also a relative 
demand shock—some areas of the econo-
my will see rising demand even as other 
areas have collapsing demand. The relative 
demand gains will limit but not offset oth-
er areas of weakness. The most important 
economic focus will be on preventing oth-
erwise solvent businesses from closing 
(that would add to unemployment, and 
create the negative scenario). This will re-
quire policies to help companies with cash 
flow problems. Attempts to stimulate de-
mand are unlikely to be effective—and 
health policies are aimed at reducing de-
mand in some areas.

 Positive scenario
Probability: 15%

Stronger bounce-back

The virus still weakens growth in the near 
term, but consumer demand bounces back 
more vigorously in the second half of the 
year (aided by policy stimulus).

 Negative scenario
Probability: 25%

Second-round effects weaken 
demand further, prolonging the 
downturn

A failure to provide assistance to small 
businesses and consumers leads to a sec-
ond-wave demand shock. Unemploy-
ment rises and demand weakens further. 
The second wave outlasts the impact of 
the virus, delaying the recovery for sever-
al quarters.
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Key dates 
27 March 2020
University of Michigan con-
sumer sentiment for March
Rapidly evolving COVID-19 miti-
gation efforts are having a dra-
matic impact on the economy. 
Under these circumstances, it is 
important to carefully watch sen-
timent indicators.

1 April 2020
Auto sales for March
With many people trying to stay 
at home as much as possible, we 
expect auto sales to slow.

1 April 2020
ISM manufacturing PMI for 
March
The ISM Purchasing Managers’ 
Index was above 50 in January 
and February. However, due to 
the coronavirus it is likely that the 
index will fall back below neutral 
in March. 

3 April 2020
ISM nonmanufacturing index 
for March
The ISM nonmanufacturing index 
covers most of the economy and 
will provide a timely indication 
of how much conditions have 
changed since February. 

3 April 2020
Labor report for March
The payroll figure in this report 
will reflect conditions during 
the week of 8 March, and will 
therefore likely understate the job 
losses caused by coronavirus miti-
gation efforts in March. 

Central bank policy
Paul Donovan 
Chief Economist

House view
Probability: 60%

Targeted policy now, stimulus later

Central banks will need to focus their at-
tention on the problems of companies, 
and in particular small companies (listed 
companies are not especially relevant, 
economically speaking). Cash flow will be 
challenged by the demand shock of the 
coronavirus. Similarly, households may 
have more problems meeting loan pay-
ments. This means that interest rate cuts 
are not especially important in the coming 
weeks. A 0.5% interest rate cut will not 
persuade people to get on a cruise ship. 
Instead, more technical policy measures, 
combined with liquidity to ensure the 
smooth operation of the financial markets, 
are most likely. Central banks may have to 
use the regulatory channel more than the 
monetary or quantitative policy channels, 
in the near term.

 Positive scenario
Probability: 25%

More aggressive policy easing as 
macro backdrop worsens

If job losses start to rise steeply as a result 
of the demand shock, central banks will 
eventually have to provide more accom-
modation to ensure that the bounce-back 
occurs.

 Negative scenario
Probability: 15%

Fiscal stimulus and pent-up demand 
support the bounce-back

Central banks provide all necessary support 
to corporate and household cash flows dur-
ing the initial phase of the demand shock, 
but fiscal policy and pent-up demand (plus 
potentially some additional inventory build) 
reduce the need for traditional policy accom-
modation thereafter.

High uncertainty
Jeremy Zirin, CFA
Head of Equities Americas

David Lefkowitz, CFA
Senior Equity Strategist Americas

House view
Probability: 50%

Earnings likely to take a hit

The continued spread of the coronavirus 
will clearly have an adverse impact on the 
economy and corporate profits. However, 
predicting the depth and duration of the 
impact is challenging. With that as a cave-
at, we are taking a conservative approach 
and expecting S&P 500 EPS to contract 
quite sharply in 2020 to USD 130 (-21% 
growth). We expect a sharp fall in earn-
ings in the first half of the year. But profits 
in the second half of the year should be 
materially higher than the first half. The 
earnings momentum should continue into 
2021 when we expect USD 156 (+20% 
growth).

 Positive scenario
Probability: 30%

Spread of the coronavirus proves to 
be short-lived

Individual countries are able to successfully 
implement containment measures that 
prevent further spread of the virus sooner 
than expected—earnings only contract by 
12% in 2020.

 Negative scenario
Probability: 20%

Downturn in overall sentiment

Talks between OPEC and Russia continue 
to sour, trade and geopolitical tensions re-
ignite, and it takes many months to fully 
contain the coronavirus—earnings decrease 
30% in 2020.

KEY FINANCIAL MARKET DRIVERS
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ASSET CLASSES OVERVIEW

The coronavirus and prevention measures to curb its expansion threaten to disrupt global 
economic growth. The current late stage of the economic cycle is making it harder for glob-
al economies to face unexpected risk scenarios, pushing policymakers to intervene more 
intensively than before. Visibility is low, but with more attractive valuations, depressed bond 
yields, and potential for policy action to drive growth higher in 2H20, the medium-term risk-
reward for equities has improved.

Equities

Eurozone
    Neutral

Earnings growth in the region remains negative but valuations have 
normalized after the recent sell-off. We expect earnings growth to 
contract again this year amid slowing top-line growth and profit 
margin pressure. If the virus spread is not contained during 2Q, a 
global consumption slowdown and shutdown of economic activ-
ity would additionally weigh on revenues and earnings growth. 
Valuations are attractive relative to bonds and in absolute terms. 
The 12-month forward P/E is 9.6x, a 23% discount to its historical 
average and 33% below global equities.

UK
 Neutral

UK equities offer an attractive valuation of 9.2x forward earnings 
and a dividend yield of 5.2%. Relative valuations are undemanding: 
the MSCI UK is trading at a 35% discount to the MSCI World—the 
lowest level in 20 years. However, profit growth this year is likely to 
be negative, driven down by the currency appreciation and lower 
energy price. Fiscal spending and other policy initiatives are likely to 
provide a lift to the economy in the near term. This, combined with 
an anticipated rise in GBP, should help domestically focused compa-
nies outperform large-cap, internationally exposed stocks.

Emerging markets
    Neutral

Taking into account strict containment measures being imposed 
by policymakers, an unexpected cut in crude oil prices, and the 
disruptive uncertainty in supply chain distribution, we now expect 
zero to low-single-digit earnings growth for emerging markets in 
2020. From a valuation perspective, the EM P/E discount versus its 
developed market peers is no longer attractive. Thus, we are clos-
ing our overweight in EM equities. Within emerging markets we 
continue to have a preference for Chinese equities.

EURO STOXX (index points, current: 262) December 2020 target

House view 290

 Positive scenario 320

 Negative scenario 190

MSCI EM (index points, current: 788) December 2020 target

House view 900

 Positive scenario 1000

 Negative scenario 580

Japan
 Neutral

Japanese stocks are highly exposed to the global economy, especial-
ly the US and China. Thus, uncertainty over the COVID-19 outbreak 
globally will likely weigh on share prices and corporate earnings 
for the next few months. Recent JPY appreciation due to lower 
US yields is also a headwind. We have revised down our earnings 
forecast to -15% from -9% for FY2019 (ending March 2020) and 
adjusted our FY2020 forecast to +2% from +4%. Our forecasts as-
sume the virus temporarily disrupts global supply chains and hurts 
demand, but economic activity will recover toward year-end.

TOPIX (index points, current: 1271) December 2020 target

House view 1400

 Positive scenario 1600

 Negative scenario 1000

Jeremy Zirin, CFA; David Lefkowitz, CFA; Edmund Tran, CFA

FTSE 100 (index points, current: 5081) December 2020 target

House view 5500

 Positive scenario 6500

 Negative scenario 4000

Note: All current values as of 18 March 2020
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US Equities

US equities overview
 Neutral

We now expect a sharp contraction in S&P 500 profits in the first 
half of the year before beginning a rebound that will continue into 
2021. Our estimates are USD 130 (-21%) and USD 156 (+20%) 
for 2020 and 2021, respectively. Markets will likely remain volatile 
and uncertainty high until the full extent of the economic damage 
is known and the trajectory of the recovery becomes more clear. 
But bear in mind policymakers are taking aggressive action and de-
ploying the playbook that was successful in Asian countries, where 
economic activity is recovering. Our year-end price target is 2,650.

US equities – sectors
This month, we are shifting our sector strategy from a modest 
pro-cyclical stance to a more balanced stance by downgrading 
consumer discretionary to neutral and upgrading utilities to neu-
tral. This leaves us with an overweight to communication services 
and an underweight to information technology. With macro un-
certainty elevated, we elect to have a smaller number of tactical 
deviations from the benchmark.

US equities – size
We retain our neutral allocation across size segments. After a 
strong 2019, all US equity sizes are down meaningfully in 2020 
due to COVID-19 fears. During this drawdown, large-caps have 
meaningfully outperformed (-26%) small-caps (-38%) through 16 
March. Smaller firms are facing stronger headwinds due to the 
virus as they typically operate on thinner margins and have less 
access to capital to weather the falloff in demand.

After hitting a peak on 19 February, the S&P 500 has plummeted at breathtaking speed as 
coronavirus containment measures have forced the shutdown of vast segments of economic 
activity around the world. As a result, stocks entered a bear market in just 22 calendar days—
the fastest 20% decline in history. While the economic hit will likely be quite severe, it should 
prove to be temporary, especially considering the massive amount of fiscal and monetary sup-
port governments are currently lining up globally. We maintain our neutral view on US equities.

US equities – style
Value stocks continued their underperformance versus growth 
stocks through the recent market sell-off (-31% versus -22% 
through 16 March). Value stocks tend to be more sensitive to inter-
est rates and oil prices, both of which have fallen precipitously this 
month. Value stocks tend to perform well when economic activity 
accelerates. This segment could be poised for strong outperfor-
mance as the disruption from the coronavirus eases later this year. 

S&P 500 (index points, current: 2398) December 2020 target

House view 2650

 Positive scenario 2900

 Negative scenario 2100

Note: Current values as of 18 March 2020

20202011 20132012 2014 20162015 2017 2018 2019

23x

11x

15x

13x

17x

19x

21x

Source: FactSet, UBS, as of 18 March 2020

Valuations are at seven-year lows
S&P 500 P/E based on earnings over the last year

Figure 1
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Figure 2

Peak-to-trough profit decline in a recession, dates correspond to recession
trough, in %
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ASSET CLASSES OVERVIEW

Interest rates have been falling since the start of the year in response to fears over the disrup-
tion triggered by the outbreak of the coronavirus in China. The fall accelerated as the virus 
spread globally, the drop in stock markets triggered a flight to quality, and the Fed executed 
emergency rate cuts. The Fed has cut rates by 2.25% since the middle of last year, taking 
rates to near zero and enacting other emergency measures. Within fixed income, we hold a 
moderate overweight in Treasury inflation protected securities (TIPS), US corporate high yield 
(HY), and emerging market sovereign bonds.

Bonds

Emerging market bonds
     Positive

The global expansion of COVID-19 and the unraveling of the OPEC+ 
production cut deal triggered a sharp widening of EM USD-denom-
inated sovereign and corporate bond spreads. Despite sharply lower 
UST rates, the asset class posted negative returns on the order of 
mid-single to low-double digits. Spreads are likely to remain elevated 
in the near term on COVID-19 and crude oil uncertainty. However, in 
our baseline scenario we expect affected countries to bring COVID-19 
under control, higher crude oil prices, and tighter spreads toward year-
end. We find the asset class offers an attractive mid-single-digit carry 
and add a tactical overweight position in EM sovereign debt.

EMBIG div / CEMBI div SPREAD 
(current: 634bps / 533bps) December 2020 target

House view 450bps* / 400bps

 Positive scenario 280bps* / 280bps

 Negative scenario 700bps* / 750bps

US investment grade corporate bonds
 Neutral

In one of the quickest corrections on record, credit spreads widened 
rapidly from post-crisis lows toward the peaks of 2011, of around 
300bps. At current levels, the US IG market is pricing in a severe eco-
nomic slowdown and negative earnings growth. We expect spreads 
to remain elevated around current levels in the weeks ahead but 
we advise investors to hold on to existing positions. Current market 
conditions are unfavorable and we foresee spreads to normalize be-
fore year-end. We continue to favor financials (US banks) over non-
financials and bonds with short maturities (1–3 years).

US IG SPREAD (current: 303bps*) December 2020 target

House view 180bps

 Positive scenario 150bps

 Negative scenario 350–450bps
*Data based on ICE BofA IG corporate index

Leslie Falconio; Kathleen McNamara, CFA, CFP; Barry McAlinden, CFA; Philipp Schoettler; Frank Sileo, CFA 

Government bonds
 Underweight

The US 10-year yield fell to a historic low of 0.31% on concerns 
over recession risks due to the coronavirus. We have lowered 
our yield forecasts with the expectation of very low to negative 
second and third quarter US GDP growth. We would not buy 
interest rate risk under this high volatility environment.

US 10-YEAR YIELD (current: 1.1%) December 2020 target

House view 1.0%

 Positive scenario 0.3%

 Negative scenario 1.5%
Note: We maintain an overweight to US Treasury Inflation-Protected Securities 
against nominal US government bonds within this category.

US high yield corporate bonds
     Positive

Over the past few weeks, spreads widened from post-crisis tights 
toward the peak of 2016, around 900 bps. Historically, with spreads 
at current levels, subsequent 12-month total returns have been 
positive in all cases but one. At current levels, market pricing im-
plies an annual default rate of 9–10%, which is in line with a mild 
to medium recession. In the near term, we expect high uncertainty 
and illiquid market conditions to keep spreads elevated around cur-
rent levels. We are holding on to our modest tactical overweight 
position as we expect spreads to normalize by year-end. 

USD HY SPREAD (current: 904bps*) December 2020 target

House view 550bps

 Positive scenario 350bps

 Negative scenario 1000–1500bps

*Data based on ICE BofA High Yield indices Note: Current values as of 18 March 2020. Overweight is to EM hard-currency 
sovereign bonds.
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Preferred securities
Over the past month, preferreds have plunged by more than 20% 
as investors continue pushing credit spreads and yield premiums to 
multiyear highs. This represents a violent and sharp reversal from 
levels that were at or near historic lows just a few weeks ago. We 
are also seeing a sharp reversal in another major support in 2019—
ETF flows. The US $25 par preferred market is relatively small and 
preferred ETFs own a large portion. Flows can whipsaw performance 
and valuation. The pullback has led to better value among fixed-rate 
preferreds. We favor those with above-average coupons. We view 
fixed-to-floating rate preferreds (F2Fs) with greater scrutiny.

Municipal bonds
 Neutral

Tax-exempt yields increased markedly in the wake of a pandemic 
declaration. Month-to-date, through 18 March, IG munis are down 
5.5%, and HY bonds have lost 12.2%. An abrupt shift in investor 
sentiment has triggered mutual fund outflows. Selling pressure has 
been more profound on short-dated high-quality bonds as asset 
managers raise cash to meet redemptions. Muni yields relative to 
taxable debt hit record highs. Crossover investors are apt to take 
advantage of the dislocations in the muni space. Current AAA 10-
year muni-to-Treasury yield ratio: 148.4% (last month: 73.9%).

Non-US developed fixed income
 Neutral

Over the past month, bond yields moved broadly lower in non-US 
developed markets as central banks loosened policy. However, on 
foreign exchange markets, the dollar gained against other major 
currencies, which hurt returns when measured in dollars. On net, 
the asset class was down for the month. With yields negative on 
many bonds, non-US developed fixed income remains unattract-
ive. We do not recommend a strategic asset allocation position 
on the asset class.

Additional US taxable fixed income (TFI) segments

Mortgage-backed securities (MBS) 
Long live the Fed! Once again the Fed announced a buying pro-
gram for MBS. This was not surprising as supply in the sector had 
increased rapidly given the USD 20bn rolling off from the Fed’s 
balance sheet and the abundant supply due to refinancing. After 
the Fed stepped into the MBS market, tighter spreads and higher 
returns have occurred. We have remained on MBS due to volatility 
but flagged the sector as being cheap versus IG corporates. After 
the first few weeks of March this is not the case given IG’s large 
underperformance. IG is cheaper to MBS now but lacks the liquid-
ity and AAA rating. Current spread is +160bps to the 5-year and 
10-year Treasury blend (versus +95bps last publication).

Agency bonds
Given the exogenous factors facing the fixed income markets, 
flight-to-safety investors moved into agency debt. Although the 
liquidity in the sector is small versus agency MBS, the debt side 
has performed well with a slightly positive return month-to-date, 
and a yearly total return of 3.2%. Although heightened volatility 
is likely to remain over the near term, investors are better compen-
sated for lower risk assets which have better liquidity than agency 
debt. Going into MBS, short-end IG or short-end municipals rep-
resent better value going forward. Current spread is +11bps to 
the 5-year (versus +8bps last month).

Treasury inflation-protected securities (TIPS)
TIPS performance has been very poor during March given the un-
expected oil price wars. Unfortunately this was not expected, not 
only by the UBS commodity team but the market as a whole. WTI 
oil has collapsed to a USD 23 low, pushing inflation expectations 
close to zero in 5-year TIPS. Although we are disappointed with 
performance, we are staying with the position for its longer-term 
potential. Inflation may not be around the corner given the un-
knowns with the US economy and low oil/gas prices, but with 
a zero lower bound and lower dollar, it remains a risk. Current 
5-year break-even inflation rate of 0.1% (1.64% last month). 

140

100

120

80

60

40

20

10+ BE
spread

1-3yr
BE spread

0
5-7yr

BE spread
7-10yr

BE spread
3-5yr

BE spread

Short-end IG offers value as shown by the 1-year
break-even spread

source:BoA Ice, Factset, UBS as of 17 March 2020

Figure 2

In bp

Figure 1

UBS CIO interest rate forecast  

UST 18/03/20 Jun-20 Sep-20 Dec-20 Mar-21

2-year 0.55 0.5 0.5 0.5 0.5

5-year 0.79 0.6 0.6 0.7 0.7

10-year 1.19 0.8 0.9 1.0 1.0

30-year 1.77 1.2 1.4 1.4 1.4

Source: as of 18 March 2020.
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ASSET CLASSES OVERVIEW

Of all the asset classes, commodities have been most adversely affected by the coronavirus 
outbreak. On a total return basis, broad commodity indices are down more than 20% year-
to-date. Commodity demand is likely to remain weak as concerns should continue to linger 
in the very short run. Recent record-low manufacturing and construction PMIs suggest the 
asset class will display elevated volatility in the coming weeks, along with repeated bouts 
of price weakness. In our base case, we expect a pickup in global economic activity in late 
2H20. This should provide a price-supportive backdrop for broadly diversified commodity in-
dices. In the risk case, cyclical commodities, like crude oil and industrial metals, would likely 
stay at depressed levels or weaken even further in the short term.

Commodities and other asset classes
Dominic Schnider, CFA, CAIA; Giovanni Staunovo; Thomas Veraguth; Wayne Gordon

Commodities
    Neutral

Precious metals We have a positive price outlook for gold as we 
expect short-term real rates in the US to stay low for longer, with 
the US dollar being under broad downward pressure. Also, equity 
markets could see renewed volatility spikes due to late-cycle dynam-
ics and geopolitical events. We continue to see gold as a valuable 
insurance asset in a portfolio context and expect the yellow metal 
in our base case to trade around USD 1,700/oz.

GOLD (current: USD 1486/oz) June 2020 target

House view USD 1650/oz

 Positive scenario USD 1800/oz

 Negative scenario USD 1400/oz

Crude oil If OPEC+ is no longer willing to balance the oil market, 
oil prices could fall further into the production cost curve and trig-
ger supply reductions to offset coronavirus-related demand losses. 
The worst is not over yet, as Saudi Arabia, Russia, and other OPEC 
states are set to ramp up production over the coming months. 
This will flood an already oversupplied market and likely weigh 
heavily on prices. We still expect a price recovery over our fore-
cast horizon. Saudi Arabia’s shock-and-awe strategy suggests to 
us that to bring Russia back to the negotiating table, it is serious 
about causing severe price and revenue pain for all oil producers. 
We expect lower prices to cause US production to decline and to 
support oil demand in 2H20.

BRENT (current: USD 25/bbl) June 2020 target

House view USD 50/bbl

 Positive scenario USD 60/bbl

 Negative scenario USD 20-30/bbl

Other asset classes
Listed real estate Earnings growth is 5% for 2019–20 and 6% for 
2021–20 (excluding emerging markets), driven by portfolio reshuffle, 
repositioning, extensions, and development projects. Retail landlords 
need to deleverage. Some companies will see their risk spreads ex-
panding amid an accelerated cyclical deceleration. Tenant quality is 
key. Physical transaction volumes will decline. The support to value 
from ample liquidity is receding. Capital value growth rates that have 
been decelerating since 2015 will accelerate their downturn. Some 
cap-rate expansion will occur with the exception of some niches. Va-
cancies will likely edge up amid new supply.

RUGL Index (current: USD 3675) June 2020 target

House view USD 4500

 Positive scenario USD 5000

 Negative scenario USD 4000

Note: Current values as of 18 March 2020

Agriculture Agricultural commodities have fallen by around 12% 
year-to-date. Livestock—in particular lean hogs—has dragged the 
overall sector lower as COVID-19 disrupted supply chains in China, 
sending US livestock prices lower. Aside from the virus, we still ex-
pect China to ramp up pork imports this year and this should drive 
a modest recovery in lean hog prices. Though China has committed 
to massively lift purchases of agricultural products from the US, to 
date soybean sales to China remain slow.

Base metals Metal inventories are poised for a spike, as coro-
navirus-related demand weakness outweighs potential supply 
disruptions. With COVID-19 spreading outside China, there is a 
risk that supply outweighs demand in 2Q as well. That said, some 
of the demand losses in 1H could be recouped in 2H, leading to 
tightness in the metal market, allowing prices to recover. 
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Foreign exchange
Thomas Flury, Strategist

In our FX strategy we maintain an overweight to the British pound versus the US dollar. 
We also overweight a basket of high-yielding emerging market currencies, choosing risk-
sensitive currencies to finance the carry. 

USD 
    Underweight 

The US dollar carry advantage, an important reason why the 
greenback was expensive until now, has vanished, and is unlikely 
to reappear during our forecasting horizon. Now the main reason 
for dollar demand is liquidity concerns. Markets are heavily in-
vested in dollar assets and purchasing power parity suggests that 
the USD is overvalued. When global growth normalizes, the dollar 
should give up its recent gains.   

EUR 
    Neutral 

We expect EURUSD to trade sideways in a broad 1.10–1.15 range 
for the coming months. The lower Fed rates will put the USD in a 
less exclusive role, and higher volatility will prevent investors from 
engaging in short-euro carry trades. We leave the end-year fore-
cast at 1.19 under the assumption that the global economy will 
rebound in 2H20 and the Fed will nevertheless not hike rates until 
the end of 4Q21.

GBP 
    Overweight 

The cable had a drastic repricing as investors unwound risk posi-
tions and pro-growth trades. In the mid-1.10s, where GBPUSD 
is priced at the time of writing, we think the pound is quite 
attractive and expect a rebound as soon as the health situation 
globally stabilizes, which we expect to happen within the next 
1–2 months. 

CHF 
    Neutral 

We forecast USDCHF to fall to 0.92 by the end of June and stay 
there for the remaining forecast horizon. The Fed has cut rates to 
ease market uncertainties and is likely to keep rates at low levels 
for a prolonged period. Lower yield spreads and higher volatility 
put USDCHF under pressure. We now see 0.90–0.95 as the trad-
ing range. The Swiss National Bank will try to prevent heavy ap-
preciation, but is probably unable to weaken the CHF from here 
 

JPY 
    Neutral 

We cut our USDJPY forecasts to 100, 102, 104, and 104 for end-
June 2020, September 2020, December 2020, and March 2021, 
respectively (previously 108, 108, 106, and 104). The Fed has 
now cut policy rates to near zero. The Bank of Japan is unlikely 
to match this magnitude of easing. This should bring the USDJPY 
down to 100 in the near term. In a risk case scenario of escalat-
ing global risk aversion, a fall below 100 cannot be ruled out. 
 

Other developed market currencies
 
    Neutral  

Our basket of INR, IDR, and BRL on the long side, and AUD, 
TWD, and SEK on the short side, underwent a correction as 
investors were forced to unwind carry trades. The performance 
was smoothed by the special construction of this basket, as we 
are choosing risk-sensitive currencies (AUD, SEK, and TWD) to fi-
nance the carry. This shelters the basket in times of risk aversion 
much better than short positions in JPY or CHF.

ASSET CLASSES OVERVIEW
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 Overweight

 Neutral

 Underweight

Key forecasts 
Forecast (Dec 2020)

Asset class  

TAA 
(6–12 

months)

Change 
this 

month Benchmark Value 

m/m 
perf.  

in %1

 House 
View 

Positive 
scenario

Negative 
scenario

EQUITIES


US  – S&P 500 2398 –28.9% 2650 2900 2100

Eurozone  Euro Stoxx 262 –37.3% 290 320 190

UK  – FTSE 100 5081 –31.7% 5500 6500 4000

Japan – Topix 1271 –24.1% 1400 1600 1000

Switzerland – SMI 8339 –25.2% 9000 10000 6500

Emerging Markets  MSCI EM 788 –28.1% 900 1000 580

BONDS
 



US Government bonds2  10yr Treasury yield 1.1% 1.4% 1.0% 0.3% 1.5%

US Corporate bonds (IG)   – ICE BofA IG spread 303 –9.9% 180 bps 150 bps 350-450 bps

US High-yield bonds   ICE BofA US HY spread 904 –16.4% 550 bps 350 bps 1,000-1,500 bps

EM Sovereign   EMBI Diversified spread 634 –13.9% 450 bps 280 bps 700 bps

EM Corporate – CEMBI Diversified spread 533 –7.8% 400 bps 280 bps 750 bps

OTHER ASSET CLASSES

Gold – Spot price 1486 /oz. –8.2% 1650 1800 1400

Brent crude oil – Spot price 24.88 /bbl. –58.1% 50 60 20-30

Listed real estate – RUGL Index 3675 –39.4% 4500 5000 4000

CURRENCIES Currency pair

USD – USD NA NA NA NA NA

EUR – EURUSD 1.09 1.2% 1.19 NA NA

GBP* – GBPUSD 1.16 –9.9% 1.40 NA NA

JPY*           – USDJPY 108 –3.6% 104 NA NA

CHF   – USDCHF 0.97 –1.6% 0.92 NA NA

Source: Bloomberg, UBS
* We continue to recommend that investors hold UK and Japanese equities on an unhedged basis, as GBP and JPY offer long-term appreciation potential against the US dollar.
1 Month over month.
2 US high-yield bond overweight was introduced in the ad hoc report, CIO Alert: Adding to risk after market sell-off, published on 2 March. 
Past performance is no indication of future performance. Forecasts are not a reliable indicator of future performance.



April 2020   UBS House View   29

US equity sector allocation
in %

S&P 500 CIO GWM tactical deviation2 Current
Benchmark Numeric Symbol allocation3

allocation1 Previous Current Previous Current

Communication Services 10.8 +1.0 +1.0 + + 11.8

Consumer Discretionary 9.4 +1.0 +0.0 + n 9.4

Consumer Staples 8.5 +0.0 +0.0 n n 8.5

Energy 2.5 +0.0 +0.0 n n 2.5

Financials 11.0 +0.0 +0.0 n n 11.0

Healthcare 15.5 +0.0 +0.0 n n 15.5

Industrials 8.0 +0.0 +0.0 n n 8.0

Information Technology 25.1 –1.0 –1.0 – – 24.1

Materials 2.4 +0.0 +0.0 n n 2.4

Real Estate 3.1 +0.0 +0.0 n n 3.1

Utilities 3.7 –1.0 +0.0 – n 3.7

Source: UBS, as of 19 March 2020.

For US equity sub-sector recommendations please see the “Equity Preference List” for each sector. These reports are published on a monthly basis and can be found 
on the Online Services website in the Research > Equities section.
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 strategic asset allocation" in the Appendix of UBS House View for an explanation regarding the interpretation of the suggested tactical deviations 

from the 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 UBS House View or the last UBS House View Update.

3 The sum of the S&P 500 benchmark allocation and CIO GWM tactical deviation columns.

Note: For additional information on indices, portfolio analytics, and performance, please see our stand-alone asset allocation report.

Underlying indices for Strategic Asset Allocations

US Cash (Barclays Capital US Treasury – Bills [1–3 M])

US Large-Cap Growth (Russell 1000 Growth)

US Large-Cap Value (Russell 1000 Value)

US Mid-Cap (Russell Mid Cap)

US Small-Cap (Russell 2000)

International Dev. Equities (MSCI EAFE)

Emerging Markets Equities (MSCI EMF)

US Government Fixed Income (Bloomberg Barclays US Agg Government)

US Municipal Fixed Income (Bloomberg Barclays Municipal Bond)

US Investment-Grade Fixed Income (Bloomberg Barclays US Agg Credit)

US Corporate High-Yield Fixed Income (Bloomberg Barclays US Agg Corp HY)

International Dev. Fixed Income (Bloomberg Barclays Global Agg xUS)

Emerging Markets Fixed Income (50% Bloomberg Barclays EM Gov and 50% BarCap Global EM (USD))

Commodities (Dow Jones-UBS Commodity Index)

Index information

Full detailed asset allocation tables

View our full set of asset allocation tables for guidance on positioning across 
different investor types, portfolio strategies, and risk tolerances.

http://ubs.com/content/dam/assets/wma/us/shared/documents/april-asset-allocation-tables.pdf
http://ubs.com/content/dam/assets/wma/us/shared/documents/april-asset-allocation-tables.pdf
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APPENDIX

Cautionary statement regarding  
forward-looking statements
This report contains statements that constitute “forward-looking state-
ments,” including but not limited to statements relating to the current and 
expected state of the securities market and capital market assump tions. 
While these forward-looking statements represent our judg ments and future 
expectations concerning the matters discussed in this document, a number of 
risks, uncertainties, changes in the market, and other important factors could 
cause actual developments and results to differ materially from our expecta-
tions. These factors include, but are not limited to (1) the extent and nature 

of future developments in the US market and in other market segments; (2) 
other market and macro-economic developments, including movements in 
local and international securities markets, credit spreads, currency exchange 
rates and interest rates, whether or not arising directly or indirectly from the 
current mar ket crisis; (3) the impact of these developments on other markets 
and asset classes. UBS is not under any obligation to (and expressly disclaims 
any such obligation to) update or alter its forward-looking statements wheth-
er as a result of new information, future events, or otherwise.
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Investment committee
Global Investment Process and Committee description
The UBS investment process is designed to achieve replicable, high-quality 
results through applying intellectual rigor, strong process governance, 
clear responsibility, and a culture of challenge.

Based on the analyses and assessments conducted and vetted through-
out the investment process, the Chief Investment Officer (CIO) formulates 
the UBS Wealth Management Investment House View (e.g., overweight, 
neutral, underweight stances for asset classes and market segments rela-
tive to their benchmark allocation) at the Global Investment Committee 
(GIC). Senior investment professionals from across UBS, complemented by 
selected external experts, debate and rigorously challenge the investment 
strategy to ensure consistency and risk control.

Global Investment Committee composition
The GIC comprises top market and investment expertise from across all 
divisions of UBS:

• Mark Haefele (Chair)
• Paul Donovan
• Jorge Mariscal
• Mike Ryan
• Simon Smiles
• Tan Min Lan
• Themis Themistocleous
• Bruno Marxer (*)
• Andreas Koester 

WMA Asset Allocation Committee description
We recognize that a globally derived house view is most effective when 
complemented by local perspective and application. As such, UBS has 
formed a Wealth Management Americas Asset Allocation Committee 
(WMA AAC). WMA AAC is responsible for the development and monitor-
ing of UBS WMA‘s strategic asset allocation models and capital market 
assumptions. The WMA AAC sets parameters for the CIO Americas, WM 
Investment Strategy Group to follow during the translation process of the 
GIC‘s House Views and the incorporation of US-specific asset class views 
into the US-specific tactical asset allocation models. 

WMA Asset Allocation Committee composition
The WMA Asset Allocation Committee comprises 10 members:

• Mike Ryan
•  Solita Marcelli
• Michael Crook
• Brian Rose
• Jeremy Zirin
• Jason Draho
• Tom McLoughlin
• Leslie Falconio
• Laura Kane
• David Lefkowitz

(*) Business area distinct from Chief Investment Office Americas, Wealth 
Management
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APPENDIX

Explanations about asset classes

Statement of risk

Sources of strategic asset allocations and investor risk profiles
Strategic asset allocations represent the longer-term allocation of assets 
that is deemed suitable for a particular investor. The strategic asset alloca-
tion models discussed in this publication, and the capital market assump-
tions used for the strategic asset allocations, were developed and 
approved by the Global Wealth Management Americas Asset Allocation 
Committee (GWMA AAC).
 
The strategic asset allocations are provided for illustrative purposes only 
and were designed by the GWMA AAC for hypothetical US investors with 
a total return objective under five different Investor Risk Profiles ranging 
from conservative to aggressive. In general, strategic asset allocations will 
differ among investors according to their individual circumstances, risk tol-
erance, return objectives and time horizon. Therefore, the strategic asset 
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 invest-
ment decision. Minimum net worth requirements may apply to allocations 
to non-traditional assets. 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 the strategic asset allocations were derived is 
described in detail in the publication entitled “2019 Capital Market 
Assumptions Update,” published on 4 February 2019 by the GWMA 
AAC. Your Financial Advisor can provide you with a copy.

Deviations from strategic asset allocation or benchmark allocation
The recommended tactical deviations from the strategic asset allocation 
or benchmark allocation are provided by the Global Investment Commit-
tee and the Investment Strategy Group within CIO Americas, Wealth 
Management. They reflect the short- to medium-term assessment of mar-
ket opportunities and risks in the respective asset classes and market seg-
ments. Positive/zero/negative tactical deviations correspond to an over-
weight/neutral/underweight stance for each respective asset class and 
market segment relative to their strategic allocation. The current alloca-
tion is the sum of the strategic asset allocation and the tactical deviation. 

Note that the regional allocations on the Equities and Bonds pages in UBS 
House View are provided on an unhedged basis (i.e., it is assumed that 
investors carry the underlying currency risk of such investments) unless 
otherwise stated. Thus, the deviations from the strategic asset allocation 
reflect the views of the underlying equity and bond markets in combina-
tion with the assessment of the associated currencies. The detailed asset 
allocation tables integrate the country preferences within each asset class 
with the asset class preferences in UBS House View.

Asset allocation does not assure profits or prevent against losses from an 
investment portfolio or accounts in a declining market.

Equities - Stock market returns are difficult to forecast because of fluctua-
tions in the economy, investor psychology, geopolitical conditions and 
other important variables.

Fixed income - Bond market returns are difficult to forecast because of 
fluctuations in the economy, investor psychology, geopolitical conditions 
and other important variables. Corporate bonds are subject to a number 
of risks, including credit risk, interest rate risk, liquidity risk, and event risk. 
Though historical default rates are low on investment grade corporate 
bonds, perceived adverse changes in the credit quality of an issuer may 
negatively affect the market value of securities. As interest rates rise, the 
value of a fixed coupon security will likely decline. Bonds are subject to 
market value fluctuations, given changes in the level of risk-free interest 
rates. Not all bonds can be sold quickly or easily on the open market. 
Prospective investors should consult their tax advisors concerning the fed-
eral, state, local, and non-U.S. tax consequences of owning any securities 
referenced in this report.

Preferred securities - Prospective investors should consult their tax advisors 
concerning the federal, state, local, and non-U.S. tax consequences of 
owning preferred stocks. Preferred stocks are subject to market value fluc-

tuations, given changes in the level of interest rates. For example, if inter-
est rates rise, the value of these securities could decline. If preferred stocks 
are sold prior to maturity, price and yield may vary. Adverse changes in the 
credit quality of the issuer may negatively affect the market value of the 
securities. Most preferred securities may be redeemed at par after five 
years. If this occurs, holders of the securities may be faced with a reinvest-
ment decision at lower future rates. Preferred stocks are also subject to 
other risks, including illiquidity and certain special redemption provisions.

Municipal bonds - Although historical default rates are very low, all munic-
ipal bonds carry credit risk, with the degree of risk largely following the 
particular bond‘s sector. Additionally, all municipal bonds feature valua-
tion, return, and liquidity risk. Valuation tends to follow internal and 
external factors, including the level of interest rates, bond ratings, supply 
factors, and media reporting. These can be difficult or impossible to proj-
ect accurately. Also, most municipal bonds are callable and/or subject to 
earlier than expected redemption, which can reduce an investor‘s total 
return. Because of the large number of municipal issuers and credit struc-
tures, not all bonds can be easily or quickly sold on the open market.

Scale for tactical deviation charts

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

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

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

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

Source: UBS.
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APPENDIX

Appendix
Emerging Market Investments
Investors should be aware that Emerging Market assets are subject to, among 
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. CIO Americas, WM 
generally recommends only those securities it believes have been registered 
under Federal US 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 permit-
ted under US law, CIO Americas, WM 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 CIO Americas, 
WM Education Notes “Investing in Emerging Markets (Part 1): Equities,” 27 
August 2007, “Emerging Market Bonds: Understanding Emerging Market 
Bonds,” 12 August 2009 and “Emerging Markets Bonds: Understanding 
Sovereign Risk,” 17 December 2009. 

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 invest-
ment-grade band). Such an approach should decrease the risk that an investor 
could end up holding bonds on which the sovereign has defaulted. Subinvest-
ment-grade bonds are recommended only for clients with a higher risk toler-
ance and who seek to hold higher-yielding bonds for shorter periods only.

Nontraditional Assets
Nontraditional asset classes are alternative investments that include 
hedge funds, private equity, real estate, and managed futures (col-
lectively, alternative investments). Interests of alternative investment 
funds are sold only to qualified investors, and only by means of offering docu-
ments that include information about the risks, performance and expenses of 
alternative investment funds, and which clients are urged to read carefully 
before subscribing and retain. An investment in an alternative investment 
fund is speculative and involves significant risks. Specifically, these invest-
ments (1) are not mutual funds and are not subject to the same regulatory 
requirements as mutual funds; (2) may have performance that is volatile, and 
investors may lose all or a substantial amount of their investment; (3) may 
engage in leverage and other speculative investment practices that may 
increase the risk of investment loss; (4) are long-term, illiquid investments; 
there is generally no secondary market for the interests of a fund, and none is 
expected to develop; (5) interests of alternative investment funds typically will 
be illiquid and subject to restrictions on transfer; (6) may not be required to 
provide periodic pricing or valuation information to investors; (7) generally 
involve complex tax strategies and there may be delays in distributing tax 
information to investors; (8) are subject to high fees, including management 
fees and other fees and expenses, all of which will reduce profits. 

Interests in alternative investment funds are not deposits or obligations of, or 
guaranteed or endorsed by, any bank or other insured depository institution, 

and are not federally insured by the Federal Deposit Insurance Corporation, 
the Federal Reserve Board, or any other governmental agency. Prospective 
investors should understand these risks and have the financial ability and will-
ingness to accept them for an extended period of time before making an 
investment in an alternative investment fund, and should consider an alterna-
tive investment fund as a supplement to an overall investment program. 

In addition to the risks that apply to alternative investments generally, the fol-
lowing are additional risks related to an investment in these strategies:

Hedge Fund Risk: There are risks specifically associated with investing in 
hedge funds, which may include risks associated with investing in short sales, 
options, small-cap stocks, “junk bonds,” derivatives, distressed securities, 
non-US securities and illiquid investments.

Managed Futures: There are risks specifically associated with investing in 
managed futures programs. For example, not all managers focus on all strate-
gies at all times, and managed futures strategies may have material direc-
tional elements. 

Real Estate: There are risks specifically associated with investing in real estate 
products and real estate investment trusts. They involve risks associated with 
debt, adverse changes in general economic or local market conditions, 
changes in governmental, tax, real estate and zoning laws or regulations, 
risks associated with capital calls and, for some real estate products, the risks 
associated with the ability to qualify for favorable treatment under the federal 
tax laws. 

Private Equity: There are risks specifically associated with investing in private 
equity. Capital calls can be made on short notice, and the failure to meet 
capital calls can result in significant adverse consequences including, but not 
limited to, a total loss of investment. 

Foreign Exchange/Currency Risk: Investors in securities of issuers located 
outside of the United States should be aware that even for securities denom-
inated in US dollars, changes in the exchange rate between the US dollar and 
the issuer‘s “home” currency can have unexpected effects on the market 
value and liquidity of those securities. Those securities may also be affected by 
other risks (such as political, economic or regulatory changes) that may not be 
readily known to a US investor.

Options and futures disclaimer
Options and futures are not suitable for all investors, and trading in these 
instruments is considered risky and may be appropriate only for sophisticated 
investors. Prior to buying or selling an option, and for the complete risks relat-
ing to options, you must receive a copy of "The Characteristics and Risks of 
Standardized Options." You may read the document at http://www.option-
sclearing.com/about/publications/character-risks.jsp or ask your financial advi-
sor for a copy.

http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp
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Disclaimer
UBS Chief Investment Office’s (“CIO”) investment views are prepared and 
published by the Global Wealth Management business of UBS Switzerland 
AG (regulated by FINMA in Switzerland) or its affiliates (“UBS”).

The investment views have been prepared in accordance with legal requirements 
designed to promote the independence of investment research.

Generic investment research – Risk information:

This publication is  for your  information only  and is not intended as 
an offer, or a solicitation of an offer, to buy or sell any investment or 
other specific product. The analysis contained herein does not constitute a 
personal recommendation or take into account the particular investment 
objectives, investment strategies, financial situation and needs of 
any specific recipient. It is based on numerous assumptions. Different 
assumptions could result in materially different results. Certain services 
and products are subject to legal restrictions and cannot be offered 
worldwide on an unrestricted basis and/or may not be eligible for sale 
to all investors. All information and opinions expressed in this document 
were obtained from sources believed to be reliable and in good faith, 
but no representation or warranty, express or implied, is made as to its 
accuracy or completeness (other than disclosures relating to UBS). All 
information and opinions as well as any forecasts, estimates and market 
prices indicated are current as of the date of this report, and are subject 
to change without notice. Opinions expressed herein may differ or be 
contrary to those expressed by other business areas or divisions of UBS as 
a result of using different assumptions and/or criteria.

In no circumstances may this document or any of the information (including 
any forecast, value, index or other calculated amount (“Values”)) be used 
for any of the following purposes (i) valuation or accounting purposes; 
(ii) to determine the amounts due or payable, the price or the value of 
any financial instrument or financial contract; or (iii) to measure the 
performance of any financial instrument including, without limitation, for 
the purpose of tracking the return or performance of any Value or of 
defining the asset allocation of portfolio or of computing performance 
fees. By receiving this document and the information you will be deemed 
to represent and warrant to UBS that you will not use this document or 
otherwise rely on any of the information for any of the above purposes. 
UBS and any of its directors or employees may be entitled at any time to 
hold long or short positions in investment instruments referred to herein, 
carry out transactions involving relevant investment instruments in the 
capacity of principal or agent, or provide any other services or have officers, 
who serve as directors, either to/for the issuer, the investment instrument 
itself or to/for any company commercially or financially affiliated to such 
issuers. At any time, investment decisions (including whether to buy, sell 
or hold securities) made by UBS and its employees may differ from or be 
contrary to the opinions expressed in UBS research publications. Some 
investments may not be readily realizable since the market in the securities 
is illiquid and therefore valuing the investment and identifying the risk 
to which you are exposed may be difficult to quantify. UBS relies on 
information barriers to control the flow of information contained in one 
or more areas within UBS, into other areas, units, divisions or affiliates of 
UBS. Futures and options trading is not suitable for every investor as there 
is a substantial risk of loss, and losses in excess of an initial investment 
may occur. Past performance of an investment is no guarantee for its 
future performance. Additional information will be made available upon 
request. Some investments may be subject to sudden and large falls in 
value and on realization you may receive back less than you invested or 
may be required to pay more. Changes in foreign exchange rates may 
have an adverse effect on the price, value or income of an investment. The 
analyst(s) responsible for the preparation of this report may interact with 
trading desk personnel, sales personnel and other constituencies for the 
purpose of gathering, synthesizing and interpreting market information.

Tax treatment depends on the individual circumstances and may be subject 
to change in the future. UBS does not provide legal or tax advice and makes 
no representations as to the tax treatment of assets or the investment returns 

thereon both in general or with reference to specific client’s circumstances and 
needs. We are of necessity unable to take into account the particular investment 
objectives, financial situation and needs of our individual clients and we would 
recommend that you take financial and/or tax advice as to the implications 
(including tax) of investing in any of the products mentioned herein.

This material may not be reproduced or copies circulated without prior 
authority of UBS. Unless otherwise agreed in writing UBS expressly 
prohibits the distribution and transfer of this material to third parties for 
any reason. UBS accepts no liability whatsoever for any claims or lawsuits 
from any third parties arising from the use or distribution of this material. 
This report is for distribution only under such circumstances as may be 
permitted by applicable law. For information on the ways in which CIO 
manages conflicts and maintains independence of its investment views 
and publication offering, and research and rating methodologies, please 
visit  www.ubs.com/research. Additional information on the relevant 
authors of this publication and other CIO publication(s) referenced in this 
report; and copies of any past reports on this topic; are available upon 
request from your client advisor.

Important Information about Sustainable Investing Strategies: 
Sustainable investing strategies aim to consider and incorporate 
environmental, social and governance (ESG) factors into investment 
process and portfolio construction. Strategies across geographies and 
styles approach ESG analysis and incorporate the findings in a variety of 
ways. Incorporating ESG factors or Sustainable Investing considerations 
may inhibit the portfolio manager’s ability to participate in certain 
investment opportunities that otherwise would be consistent with its 
investment objective and other principal investment strategies. The 
returns on a portfolio consisting primarily of sustainable investments 
may be lower or higher than portfolios where ESG factors, exclusions, or 
other sustainability issues are not considered by the portfolio manager, 
and the investment opportunities available to such portfolios may differ. 
Companies may not necessarily meet high performance standards on all 
aspects of ESG or sustainable investing issues; there is also no guarantee 
that any company will meet expectations in connection with corporate 
responsibility, sustainability, and/or impact performance.

Distributed to US persons by UBS Financial Services Inc. or UBS Securities 
LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS Europe SE, UBS 
Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS 
Asesores Mexico, S.A. de C.V., UBS Securities Japan Co., Ltd, UBS Wealth 
Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS 
AG. UBS Financial Services Incorporated of Puerto Rico is a subsidiary 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. The contents of this report have not been and will 
not be approved by any securities or investment authority in the 
United States or elsewhere. UBS Financial Services Inc. is not acting 
as a municipal advisor to any municipal entity or obligated person 
within the meaning of Section 15B of the Securities Exchange Act 
(the “Municipal Advisor Rule”) and the opinions or views contained 
herein are not intended to be, and do not constitute, advice within 
the meaning of the Municipal Advisor Rule.

External Asset Managers / External Financial Consultants:  In case 
this research or publication is provided to an External Asset Manager 
or an External Financial Consultant, UBS expressly prohibits that it is 
redistributed by the External Asset Manager or the External Financial 
Consultant and is made available to their clients and/or third parties. For 
country disclosures, click here.

Version 06/2019. CIO82652744

© UBS 2020. The key symbol and UBS are among the registered and 
unregistered trademarks of UBS. All rights reserved.

http://www.ubs.com/cio
https://www.ubs.com/global/en/wealth-management/chief-investment-office/disclaimer-us.html
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