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Equities rebound in upbeat start
to 4Q
04 October 2022, 11:30 am CEST, written by UBS Editorial Team

US equities rallied 2.6% on Monday as bond yields fell. With sentiment toward equities already very weak,
periodic rebounds are to be expected. Markets are likely to stay volatile in the near term, driven primarily
by expectations around inflation and policy rates. In this environment, we recommend remaining defensive
and diversified.

What happened?
The S&P 500 rebounded 2.6% on Monday after falling to a year-to-date low at the end of last week. Energy stocks led
the advance, rising 5.8%, supported by a rise in oil prices amid reports that OPEC+ is set to announce a production cut
this week. Brent crude oil rose 4.4% to USD 88.86/bbl.

Bonds rallied along with equities, with the 10-year Treasury yield falling 19 basis points to 3.64%. UK gilts, which were
at the center of last week’s bond market turbulence, also recovered. The yield on 10-year gilts fell to 3.96%, having risen
to 4.58% last week. The DXY Dollar Index fell 0.4%, while sterling advanced. GBPUSD rose to 1.13.

The latest US ISM manufacturing PMI survey pointed to a cooling economy, suggesting the Federal Reserve’s aggressive
rate hikes are taking effect. The overall index fell to 50.9 in September from 52.8 in August, the lowest since May 2020,
while the prices-paid component dropped to its lowest since June 2020.

Global bond yields had been driven higher last week partly by turbulence in the UK gilts market after the government
unveiled a new fiscal plan that included GBP 45bn in unfunded tax cuts. On Monday, gilt yields fell as Chancellor Kwasi
Kwarteng announced that he was abandoning plans to cut taxes for higher earners, adding, “We get it, and we have
listened.”

What do we expect?
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After falling more than 9% in September and extending its year-to-date decline to nearly 25% as of Friday’s close, we
think the S&P 500 was looking oversold. In addition, some of last week’s selling pressure may have been driven by quarter-
end rebalancing, which has now ended.

The American Association of Individual Investors’ survey of investor sentiment, for example, has moved to a bearish
extreme. The latest reading, from 22 September, showed bearish sentiment reaching a new high of 60.9%, and the
balance of bull-bear sentiment was more than 2 standard deviations below its long-term average. As of 26 September,
more than 97% of S&P 500 stocks were trading below their 50-day moving average. This measure peaked at 98% at
the June lows.

With sentiment toward equities already very weak, periodic rebounds are to be expected. But markets are likely to stay
volatile in the near term, driven primarily by expectations around inflation and policy rates.

US economic data supported Monday’s rally. The combination of a weaker, although still expansionary, ISM and a lower
prices-paid component raised hopes of an easing of inflation pressures. This led to a fall in Treasury yields and a reduction
in markets’ pricing of the terminal federal funds rate to 4.45%. In turn, this helped support the equity rebound.

While risk assets rebounded on Monday, we think a more sustained rally in equities is likely to require indications of a
clear downtrend in US inflation (e.g., at least three months of core PCE inflation of +0.2% month-over-month or lower),
along with signs of a cooling labor market. This week’s JOLTS job openings data and the September labor report will be
key data releases to watch.

Energy markets have moved to price in a sizable production cut from OPEC+ on Wednesday, so anything at or below
a 0.5mbpd curb could drive renewed pressure on crude prices in the near term. We retain a positive outlook on crude
oil prices in view of low OECD inventories, gas-to-oil switching, the end of strategic petroleum reserve sales, and Russia-
linked supply disruptions. This supports our preference for global energy stocks.

The combination of the Bank of England’s intervention in the gilt market and the government’s U-turn has helped stabilize
UK assets and sterling. But the reversal of the cut in the highest tax rate represents just part of the unfunded tax cuts
that were announced. We expect continued volatility until the government announces how it intends to fund the fiscal
expansion, which is currently scheduled for 23 November.

How do we invest?
With uncertainty elevated, we expect market swings to remain pronounced. This is not an environment to be positioned
too heavily for any given short-term scenario, but it is one in which we believe smart reallocations within asset classes can
build resilience and improve the risk-return profile of overall portfolios.

Invest in value. The MSCI World Value index outperformed the comparable growth index by 12 percentage points in the
first three quarters of the year. With inflation likely to remain above central bank targets for some time, and policy rates
rising, we expect value’s outperformance to continue. In addition, we expect energy stocks—a value sector with attractive
cash returns—to benefit from higher oil prices in the months ahead. The UK market, which is oriented toward defensive
and value sectors, remains among our most preferred. We expect sterling to remain weak in the quarters ahead, which
should support FTSE 100 revenues, three-quarters of which are generated overseas.

Add defensive exposure. Central banks have signaled that they will continue to hike policy rates to bring down inflation,
even if this causes some economic pain. To build resilience in an environment of slowing economic growth, we recommend
tilting exposure toward defensive areas of each asset class. In equities, that includes healthcare and consumer staples,
while in fixed income we favor high-quality bonds and resilient credits. The Swiss franc and US dollar—two safe havens
exposed to convincing rate-hike cycles—are among our preferred currencies.

Seek uncorrelated hedge fund strategies. It has been difficult for investors to earn positive returns in 2022. But hedge
funds have been a bright spot, with some strategies, like discretionary macro, doing well. Global macro funds, which can
often thrive amid persistent uncertainty and heightened market volatility, delivered a positive return of 9.3% year-to-date
up to the end of August, based on the HFRI Macro (Total) Index. In the current environment, we think “owning beta” is
no longer sufficient to generate attractive risk-adjusted returns.

Important information
As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and Exchange Commission (SEC) as an investment adviser and a broker-
dealer, offering both investment advisory and brokerage services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different laws and
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separate contracts. It is important that you carefully read the agreements and disclosures UBS provides to you about the products or services offered. For more information, please visit our website at
www.ubs.com/workingwithus.
© UBS 2021. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for individual investors and are produced by UBS Global Wealth Management
(which includes UBS Financial Services Inc. and UBS International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors. The two sources operate
independently and may therefore have different recommendations. The various research content provided does not take into account the unique investment objectives, financial situation or particular
needs of any specific individual investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of UBS AG and an affiliate of UBS International Inc.



Non-Traditional Assets

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

Interests in alternative investment funds are not deposits or obligations of, or guaranteed or endorsed by, any bank or other insured 
depository institution, and are not federally insured by the Federal Deposit Insurance Corporation, the Federal Reserve Board, or any 
other governmental agency. Prospective investors should understand these risks and have the financial ability and willingness to accept 
them for an extended period of time before making an investment in an alternative investment fund and should consider an alternative 
investment fund as a supplement to an overall investment program. 

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

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

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

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

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

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