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Dear reader,

The welcome seasonal transition into 
spring carries with it not only ex-
pectations for softer weather and 

brighter days, but is also seen as a period 
of both literal and figurative renewal. 
Whether it is the tilling of gardens, the 
bustle of commerce or the posturing of 
politicians, the vernal equinox somehow 
always manages to usher in a fresh set of 
hopes for what is possible.  

We all recognize of course, that the real 
world is far more complex and the likely 
outcomes are less uniformly positive than 
such simple narratives would suggest. So 
in the Feature article, we sort through 
some of the conflicting signals currently 
being received on the macro, geopoliti-
cal and market fronts. We then offer our 
own observations about what is actually 
happening, we identify potential sources 
for surprise, and provide guidance on 
how investors should position across 
each of the major markets.

The In context article focuses a bit more 
narrowly upon how expectations for 
both inflation and Fed policy continue to 
evolve since the election. Following the 
initial surge in optimism, there is now a 
more sober assessment of what is pos-
sible in Washington. We argue that while 
both inflation and policy expectations 
may have become a bit too aggressive, 
we still see the Fed continuing along the 
path toward policy normalization – but in 
a conditional and pragmatic manner.

For the In focus article, we turn our at-
tention yet again to the ongoing debate 
over the relative merits of active versus 
passive investment approaches. While 
both sides can find support for their case, 
it’s our view that this entire debate misses 
the more important question. What mat-
ters most instead is aligning portfolios 
to desired outcomes through both pru-
dent asset allocation and pragmatic asset 
location.

Lastly, we offer an update on one of 
our long standing investment themes - 
“North American energy independence.” 
Despite some recent performance drag 
due to short term supply concerns, we re-
main committed to the theme amid the 
positive impact from the ongoing trans-
formation of energy production in the 
western hemisphere.

We hope you will enjoy this month’s re-
flections and that they help put a bit of 
“spring” into your step…

Mike Ryan, CFA
Chief Investment Officer Americas,  
UBS Wealth Management

Video feature Jason Draho discusses active  
and passive management. Click to play.

http://www.ubspodcast.ch/us/wmr/videocast/en/private-wmr-videos/170420-To_be_active_or_passive-That_is_not_the_question-Jason_Draho.mp4
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TACTICAL PREFERENCES

We are overweight global and US equities. We favor high-yield 
credit over government bonds.

Currencies 

We favor the euro over the US 
dollar and the Swedish krona over 
the Canadian dollar.

Equities 
We maintained our over-
weight to US large cap stocks 
and global equities.

Fixed income 
We closed our overweight to 
10-year Treasuries vs. cash.

Each bar represents a +/- 2% tactical tilt  
or part thereof (i.e., one bar = 0.5% to 
2%, 2 bars = 2.5% to 4%, 3 bars = over 
4%). NOTE: TACTICAL TIME HORIZON 
IS APPROXIMATELY SIX MONTHS

  Neutral: Tactical recommen-
dation to hold the asset class 
in line with its weight in the 
moderate risk strategic asset 
allocation (see page 27)

  Underweight: Tactical recom-
mendation to hold less of the 
asset class than specified in 
the moderate risk strategic 
asset allocation (see page 27)

  Overweight: Tactical recom-
mendation to hold more of 
the asset class than specified 
in the moderate risk strategic  
asset allocation (see page 27)

Asset classes
Tactical asset allocation

LEGEND
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Stop the presses! Weaker-than-expected US consumer price inflation numbers have led 
to headlines that “Trumpflation” is “sputtering.” One thing is for sure: If we had a dollar 
for every instance of “-flation,” “-ization,” or “-exit” that heralds economic depression 
or market elation, it would help us pay to treat the world’s “headline-itis” pandemic. 

Beyond the headlines, all too many big predictions have turned out to be overblown.  

Five months on from the US election, reforms of healthcare, infrastructure, and tax 
legislation have not yet occurred. Far from rising to greater heights as many predicted, 
the US dollar has fallen 3% from its post-election peak.

Nevertheless, the Trump presidency has not led to a constitutional crisis or collapse 
in global trade. Ten months after the Brexit vote, the UK has neither spiraled into 
economic oblivion nor made meaningful progress toward a coherent exit strategy 
(although the upcoming “snap” election could help). And in China, growth data has 
held up, capital flight has slowed, and President Xi Jinping has even had time to enjoy 
chocolate cake with President Donald Trump.

Political ”truths” have proven to be far from assured. In the past month, the  US ad-
ministration’s pro-Russia, anti-China, and anti-Fed positions have all changed: The US 
antagonized Russia with an airstrike on Syria; the US president does not see China as 
a currency manipulator; and he now says he “likes a low interest rate policy.” 

A lesson investors can take from this is that whatever the result of the French election, 
the market consequences of binary events tend to become more nuanced over time. 
Indeed, rhetoric reformulates itself, and markets move. 

Complex stories are hard to cram into a newspaper headline. And global economic 
and profit cycles will not hang on a single data point or earnings print. As election 
pledges become policies, the global expansion continues, equity valuations rise, and 
central banks reverse their extraordinary stimulus, we will need to look beyond a 

Mark Haefele
Global Chief Investment Officer

Wealth Management

FEATURE

Fakenomics?

Beyond the  
headlines
Extreme predictions steal 
headlines but gloss over 
market complexity and can 
mislead investors. One data 
point is not enough to call 
the world’s next economic 
boom or bust.

Tax doesn’t have to 
be taxing
Economic and profit growth 
still look healthy in the US. 
And despite difficulties in 
passing healthcare reforms, 
we find markets too 
pessimistic on the chances 
of meaningful US tax 
reform.

The French  
connection
A win for Marine Le Pen 
cannot be ruled out. We 
take a multi-asset approach 
to identify opportunities 
that afford the best 
prospective risk-adjusted 
returns.

Asset allocation
This month we closed our 
recommended position 
in an emerging market 
currency basket against 
developed market peers. 
We also closed our 
overweight US 10-year 
Treasuries position versus 
USD cash.

Follow me on LinkedIn
linkedin.com/in/markhaefele
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Fig. 1: Have the “Trump trades” unwound?

Performance of high tax stocks and healthcare equities relative to the S&P 500 Index, in %.

Relative performance since 8 November 2016
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Source: Bloomberg Finance L.P., Factset, UBS WM CIO, as of 18 April 2017.
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Healthcare stocks relative to S&P 500 Index

If the Trump administration 
shifts focus, lowezr business 
taxes could be back on the 
agenda, supporting US equities.

simple “risk-on” or “risk-off” investment strategy. Instead we will try to find specific 
price misalignments in all asset classes and geographies. We are overweight US and 
global equities against government bonds: Although the US market in particular is 
not cheap, the failure of the healthcare bill has significantly reduced market expecta-
tions for successful tax reform, while earnings growth is in double digits. We also 
favor the euro over the US dollar. The risk of a Le Pen victory in the French election 
is meaningful (we estimate 40%), but would likely not result in a “Frexit.” Political 
risks seem baked into the currency, and valuations are around 14% below fair value 
against the US dollar. 

US  
What do we observe in US markets?
After a strong post-election run, the US market has come under pressure and is now 
2% off its peak. With stock market valuations above their three-decade average, 
equities could disappoint expectations. The third Fed rate hike and slowing bank 
credit growth have made markets nervous about a potential turn in the credit cycle. 
And activity measures have not enjoyed the same bounce as economic sentiment 
indices: The Conference Board measure of consumer confidence hit a 16-year high 
in March, but the 0.4% quarter-on-quarter increase in US industrial production was 
more lackluster. We expect better readings from ”hard” economic data, accompanied 
by a moderation in survey-based growth gauges.

Where is there potential for surprise?
Our analysis shows that markets have almost priced out the prospect of Trump suc-
cessfully enacting tax reform. Immediately after the election, companies with higher 
tax rates outperformed the S&P 500 Index by more than 3%. But after healthcare 
reforms failed to pass in Congress, investors have assumed tax reform plans will also 
be unsuccessful (Fig. 1). 

Given the president’s most recent comments that he’ll only turn to tax reform and 
infrastructure spending once healthcare reform is complete, investors are understand-
ably skeptical about fiscal stimulus. Nonetheless, we believe Republicans could find 
common ground with the Democrats on business tax cuts and enact changes, even if 
amendments to personal taxation are more contentious. Lower business taxes and tax 
breaks for repatriated earnings can push US stocks further, adding one more catalyst 

The rally that followed Donald 
Trump’s election has lost some 
steam…

…but potential US corporate 
tax cuts could provide further 
fuel to profit growth. 
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Fig. 2: US equity valuations are not as expensive when accounting for strong 
economic data.
Average trailing price/earnings ratios and Misery Index* deciles for the US.
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* Misery Index refers to the sum of unemployment and inflation rates.
Source: Factset, UBS WM CIO, as of 18 April 2017.
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Average trailing 12-month 
price/earnings (P/E) ratio Current 19.3x trailing earnings, 

6.9% Misery Index

Investors typically pay higher 
prices for US stocks when un-
employment and inflation are 
low.

for the equity rally alongside favorable economic and profit growth. We estimate a 
potential 10% uplift to S&P 500 profits over the next two to three years if corporate 
taxes are cut to 25% from 35%.

How we are positioned?
We maintain an overweight stance on US stocks. There is more to the rally than  
“Trumponomics.” And current S&P 500 valuations look less menacing when consider-
ing the health of the US economy. The market’s trailing price/earnings ratio of 19-20x 
is consistent with the average valuation since 1948 in periods when the US economy 
enjoyed a low jobless rate and benign inflation (Fig. 2). And earnings figures, the hard 
data that equity investors care about, are strong – we expect first-quarter profit growth 
of 12% year over year, which would be the strongest showing in nearly six years.

Europe
What do we observe in European markets?
Entering the first round vote in the French presidential election, four candidates have 
a realistic chance of reaching the run-off – mainstream candidates Emmanuel Macron 
and François Fillon, ultra-left wing Jean-Luc Mélenchon, and far-right Marine Le Pen. 
The fluid voter base of Macron (one-third of his voters say they may change their 
vote) in comparison to the loyalty of Le Pen supporters (just 20% are uncertain) is a 
factor that leads us to attach a reasonably high probability (40%) that Le Pen claims 
the presidency.

Investors are right to be watchful, since a Le Pen victory would raise the possibility 
of a French exit (“Frexit“) from the euro. But they should recall the cost of kneejerk 
reactions to the Brexit and Trump shocks. Markets first reeled in emotional shock, 
but then digested the more complex reality of the situation. Even in the event of a Le 
Pen victory, the path to a “Frexit“ is far from assured. Abandoning the euro would 
likely require a constitutional amendment and a popular vote. Currently, only 22% 
of the population would back a return to the French franc, according to polls from 
Kantar Sofres.

Where is there potential for surprise?
We believe that some markets may be under-pricing risks: French government bonds, 

And even without fiscal 
stimulus, the outlook for US 
earnings looks strong. 

The race for the French 
presidency has narrowed, with 
four possible winners. 
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Fig. 3: The euro looks inexpensive against the dollar, based on politics-free 
fundamentals.
EURUSD exchange rate and trading band based upon two-year real interest rate differentials.
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Note: The uncertainty band (covering 67% of historical deviations) is based on the relationship between the 2yr real 
swap rate difference EURUSD and the EURUSD exchange rate from 1999 to today.
Source: Macrobond, UBS WM CIO, as of 1 April 2017.
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The euro appears undervalued 
against the US dollar, when 
looking at purchasing power 
parity and inflation-adjusted 
interest rates.

now trading at a spread of just 75bps against German government bonds, could widen 
to 300bps in the event of a Le Pen victory. French equity option deltas suggest just a 
16% probability of a Le Pen victory, which may warrant caution for Eurozone equity 
market performance in the shorter term. 

How are we positioned?
At a time of heightened political uncertainty in Europe, we have chosen positions that 
we expect to perform well in our base case scenario that Le Pen fails to secure the 
French presidency, but where losses will be limited if we are wrong. We will review 
these assessments after the first-round results.

We are neutral on Eurozone equities. In our base case, Eurozone stocks could stage 
a recovery given favorable economic growth and improving earnings momentum. 
But if Le Pen did secure the presidency, equity prices would likely experience a larger 
spike in price volatility than other asset classes. 

We favor the euro versus the US dollar. The single currency’s level against the USD 
already reflects a political risk premium in case of a Le Pen victory, but underrepresents 
the improvement in Eurozone growth and inflation data versus the US. EUR is trading 
14% below fair value on purchasing power parity measures, and 4% below fair value 
based on differences in US and Eurozone inflation-adjusted interest rates (Fig. 3). 

Elsewhere, the snap general election in the UK could offer some respite for the Brit-
ish pound. If, as expected, Prime Minister Theresa May secures a larger Conservative 
majority, this could improve her negotiating position and reduce the chance of a 
disruptive exit from the EU. While we currently have a neutral view, we believe the 
pound could make gains against the US dollar. 

Asia
What do we observe in Asian markets?
Overall Chinese growth has been strong, bolstered by prior stimulus measures and im-
proving global demand. Despite this, the momentum from positive economic surprises 
should wane as selective tightening measures begin to have an impact. Although policy 

A snap election in the UK 
could support sterling, by 
strengthening the negotiating 
position of the Prime Minister 
in EU exit talks. 

Chinese growth has been 
strong and we also observe a 
pick-up in Japan.  
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Fig. 4: China is tightening interbank borrowing costs to manage excessive 
debt.
Chinese benchmark interest rates and seven-day interbank repurchase (repo) rates, in %.
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Source: Bloomberg Finance L.P., UBS WM CIO, as of 19 April 2017.
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We expect China to use 
prudent monetary policy to 
support economic stabilization 
in this year of political change.

rates have not changed, interbank market rates have risen as the government seeks 
to curb financial leverage (Fig. 4). This has made borrowing costs more volatile, and 
could slow growth in the second half of the year. That said, China’s policy makers will 
be keen to avoid too sharp a deceleration especially around the time of the National 
Party Congress in the fall. Meanwhile, in Japan, recent data on exports and capital 
spending is consistent with above-trend growth. Unemployment at 2.8% is close to 
the lowest level since the mid-1990s, and inflation is finally accelerating. 

Where is there potential for surprise?
We have been surprised by the relative stability of the Korean won (KRW), despite 
the growing tensions between the US and North Korea. Although we do not expect 
a military conflict, market fear of one is a real possibility. The KRW’s status as one of 
the world’s best performers year-to-date therefore seems unsustainable. 

In Japan, the proposed new Bank of Japan (BoJ) board members – Kataoka Goshi and 
Suzuki Hitoshi – could surprise markets by being more dovish than their predecessors. 
If these nominees are confirmed, this could give Abenomics a second wind. But we 
believe this will lead only to a modest weakening of the yen versus the US dollar, since 
the Japanese currency, as a safe-haven asset, may be supported by geopolitical risks.

How are we positioned?
Our positions in Asian markets are more about specific opportunities than a blanket 
“risk-on” or “risk-off.” We are neutral on Asia ex-Japan equities, with a preference for 
China, Indonesia, and Thailand over Malaysia and Taiwan. We are neutral on Japanese 
stocks in global portfolios. 

Asset allocation
As mentioned above, we are overweight US and global equities against government 
bonds in our global tactical asset allocation. We also favor the euro versus the US dollar.

We closed our recommended position in a basket of emerging market (EM) 
currencies versus a selection of developed market (DM) currencies this month. 
The position benefited from an attractive 8.5% interest rate carry, along with valu-
ation gains as EM economic growth improved. But with the interest-rate advantage 

We are closing our 
recommended position in 
emerging market currencies. 
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falling below 7%, the risk-return outlook for the trade had become less attractive, 
and it made sense to lock in profits. 

We are closing our overweight position on 10-year US Treasuries versus US 
dollar cash. Aside from offering an appealing 2.5% yield at the time we opened the 
trade, we expected it to benefit in the event of waning enthusiasm over US growth. 
Over the past month the 10-year yield fell to around 2.2% as markets tempered 
expectations for a post-US election increase in nominal growth. Now the decline in 
optimism over US growth may have gone too far. Although this position can still be 
expected to perform well in the event of a negative economic or market shock, we 
do not expect US growth fears to be justified. We foresee US nominal GDP growth 
accelerating from 2.9% last year to 4.7% this year. This could lead 10-year yields to 
rise back toward the 2.5% level, so we take the opportunity to book profits.

We are overweight US high yield (HY) bonds versus government bonds. US 
high yield credit offers a yield-to-maturity of 6.2%, a spread of 400bps over lower-
risk bonds. Since my last monthly letter, our expectations for improving credit quality 
have also been vindicated. The 12-month rolling default rate fell to 4.2% in March 
from 4.5% in February, and we forecast the delinquency rate will fall to 2.5% over 
the coming 12 months. 

We also prefer the Swedish krona over the Canadian dollar. We expect Swe-
den’s monetary policy to turn more hawkish. Economic sentiment is brighter than 
most other developed economies – its purchasing managers’ index hit an 82-month 
high in March. Inflation is also trending upward. This outlook contrasts Canada’s 
moderate economic recovery. 

Mark Haefele
Global Chief Investment Officer
Wealth Management

We are taking profits on our 
overweight 10-year Treasury 
position against US dollar 
cash.

We are overweight US high 
yield bonds. 

Follow  

Mark Haefele 

on Linkedin  

linkedin.com/in/markhaefele

twitter.com/UBS_CIO

UBS Investor Forum Insights

At this month’s Investor Forum, participants discussed when the current  market 
cycle would end. Most believed we are entering the later stages, but there were 
few catalysts to bring it to a close.

• The investment case for US equities divided participant opinion. Some sug-
gested that US stocks were fully priced and that tighter jobs markets could 
erode profits as wages rise. 

• However, there was broader agreement that the Federal Reserve would not 
rush its rate hike cycle, since the rise in US inflation is benign. A gradual 
pace of US monetary tightening would not derail risk assets generally nor 
EM assets specifically.
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Following the global financial crisis and 
associated economic recession, much 
of the world has labored under an en-

vironment of sluggish demand, an over-
abundance of supply, and a rapid dele-
veraging of private-sector balance sheets. 
This rather pernicious combination of 
macro-dynamics has resulted in deflation-
ary headwinds that have repeatedly buf-
feted the global economy and periodically 
threatened market stability. In response, 
policy makers resorted to a series of ex-
traordinary measures – especially on the 
monetary policy front – to offset the ef-
fects of these deflationary threats. 

But the “healing process” has now pro-
gressed to the point where demand 
growth has steadied, excess capacity has 
significantly declined (especially within the 
labor market), and the balance sheet dele-
veraging process is now largely complete. 
Deflationary risks have likewise abated, 
with both consumer and producer prices 
running above 2%. The Federal Reserve 
has responded to firmer inflation by em-
barking upon a path of monetary policy 
normalization. After having raised rates by 
just 25 basis points each in December 2015 
and December 2016, the Fed has already 
lifted the fed funds rate by another quarter 
point this year.

The key question now is what form will 
this normalization process follow from 
here and how will markets react?

Mike Ryan, CFA
Chief Investment Officer Americas, 
UBS Wealth Management

A long and winding road

There was a clear and pronounced shift 
in inflation expectations immediately 
following last November’s general elec-
tion. With Republicans in control of both 
the executive and legislative branches of 
government, investors reassessed what 
might now be possible in Washington. 
Confidence measures – both consumer 
and business – surged to post-crisis highs, 
lifted by the prospects for broad-based tax 
reform, a more business-friendly regula-
tory environment, and a more expansive 
approach toward public-sector infrastruc-
ture projects. At the same time, the risks 
of increased protectionism on the trade 
front and less accommodative immigration 
policies appeared to bolster the case for a 
rise in price pressures.

But this recent shift in inflation expecta-
tions may have gotten a bit overdone.

It remains our view that the period of max-
imum risk from global deflationary forces 
has finally passed. But while a welcome cy-
clical reflation is now underway, care must 
be taken not to exaggerate the build-up 
of price pressures. Evidence from the most 
recent release of the Fed’s Beige Book 
indicates that the economy continues to 
expand at a “modest to moderate” pace. 
As a consequence, price and wage pres-
sures are also rising at a relatively subdued 
level despite a further tightening of labor 
market conditions and anecdotal reports 
of skilled worker shortages within certain 
regions and industries.
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Against this backdrop, we look for 
the Fed to remain both measured and 
pragmatic in their policy responses. We 
expect the Fed to raise rates twice more 
this year, and a further three times in 
2018 – in line with the FOMC “dot plot” 
median projection and indicating a year-
end 2018 Fed funds range of 2-2.25%. 
But while expectations have moved 
higher since the election, markets are still 
pricing in only two additional rate hikes, 
implying a year-end 2018 Fed funds 
range of 1.25-1.5% (see Figs. 1 and 2). 

What’s more, we also expect the Fed 
to announce details of its intention to 
begin shrinking its USD 4.5tr balance 
sheet of marketable securities. While 
it’s still a bit early for precise estimates, 
we anticipate a deliberate and predict-
able approach, allowing approximately 
USD 20bn of holdings to “roll off” each 
month, beginning in the fourth quar-
ter of this year. For context, the Fed 
was purchasing bonds at a USD 85bn  
monthly pace during its third round of 
asset purchases (“QE3”) in 2013. 

Keep in mind, however, that both rate 
hikes and balance sheet contraction are 
still conditional. Any upward pressure on 
bond yields prompted by the Fed’s bal-
ance sheet contraction would be accom-
panied by improving domestic growth.

If growth prospects were to dampen – 
due perhaps to failures to deliver upon 
expected policy changes – the Fed 
could pause the normalization process 
yet again. Likewise, should the rise in 
inflation show signs of slowing, policy 
changes could well be put on hold. 
Finally, rekindled political and/or geopo-
litical event risk could also prompt the 
central bank to either temper their policy 
steps or place them on hold all together.

So how should investors approach this 
still uncertain Fed policy backdrop?

Against this long and winding road 
toward policy normalization, investors 
will be well served to focus upon asset 
classes and equity sectors that stand to 
benefit most from steadily improving 

growth prospects, modestly rising infla-
tion, and gradually rising rates. So as 
we note in this month’s feature article, 
we elect to retain our overweight to US 
equities with preferences for energy, 
financial services, technology, and select 
healthcare stocks. But we also continue 
to recommend that investors maintain 
an underweight to government bonds 
and a more cautious stance toward 
more rate-sensitive sectors, such as utili-
ties and consumer staples.

Note: "Number of rate hikes" includes three rate hikes that have already occurred this cycle.
Source: Bloomberg, UBS as of 19 April 2017
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Fig. 1: Inflation expectations have more recently declined…

5-year breakeven inflation and the number of expected rate hikes
through December 2018, in %

Source: Federal Reserve, Bloomberg, UBS, as of 19 April 2017
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Economy
Geopolitical risks have recently risen to the fore, leading to increased market 
volatility. Economic fundamentals remain on solid footing, however, supporting 
our moderate risk-on stance. We prefer global and US equities over government 
bonds as improving corporate earnings continue to support higher stock prices. 
With a healthy US economy, the Fed is expected to continue on a gradual pace of 
rate hikes. We think the Fed is likely to hike rates twice before the year-end. Risks 
around the French election may cause temporary market weakness, but a French 
EU exit remains very unlikely, in our view.

 Equities
We are holding overweight positions in global and US equities against government 
bonds. Corporate earnings are rising in most regions, supported by strengthening 
consumer demand, rising company CAPEX and higher commodity prices. Global 
equity valuations, as measured by price-to-earnings ratio, are slightly above their 
long-term averages, leaving some scope for further price appreciation driven by 
rising company earnings. The overweight in US equities reflects our belief that the 
US economy is leading the way in the current recovery. The overweight in global 
equities should benefit generally from the expected outperformance of “risky as-
sets” (i.e., from exposure to “market beta”).

 Fixed income
With spreads close to their post-crisis lows and yields below 4%, euro HY bonds 
do not compensate well for potential risks. We see better value in global equities. 
We are overweight on US HY bonds due to the attractive yield of over 6% and im-
proving fundamentals. USD 10-year Treasury bond yields have fallen toward 2.2% 
recently on the back of rising geopolitical concerns, reducing carry potential. We 
expect long-term yields to slightly rise over the next six months and are therefore 
taking profit on our tactical overweight on US 10-year Treasury bonds versus cash.

Foreign exchange
Over the next six months, the euro is well positioned to appreciate against the US 
dollar, given its current undervaluation and the “catch-up” potential of Eurozone 
economic growth and monetary policy to the US. While the French election poses 
a near-term risk, we think economic fundamentals, valuation as well as investor 
positioning will support a stronger euro over the next six months. We are also fa-
vor the Swedish krona over the Canadian dollar as the Swedish Central Bank is 
likely to strike a more hawkish tone given the strength of the domestic economy 
and rising house prices.

Recent US economic data has been 
generally weaker than expected, 
with disappointing job gains in 
March, a surprise fall in consumer 
prices, and declining vehicle sales. 
It appears that GDP growth slowed 
to around a 1% pace in 1Q17. As a 
result, market expectations for the 
future path of Federal Reserve rate 
hikes have retreated. 

Geopolitical and political risks have 
remerged as a factor for markets. 
Military action in Syria, tensions 
with North Korea, political risk with 
upcoming elections in Europe, and 
ongoing uncertainty over the policy 
agenda in Washington have all im-
pacted markets. At the same time, 
global economic risks appear to 
have diminished, with China in par-
ticular surprising to the upside.

The market reaction and volatility 
ranged by asset class throughout 
the month. While the post-elec-
tion equity market rally seemingly 
stalled, stocks remained largely un-
harmed with the S&P 500 almost 
flat in April as of this writing. US 
Treasuries faced high levels of vola-
tility, with yields reaching their low-
est point of the year on 18 April.

As we go to press, investors have 
largely locked in on the upcom-
ing French elections with the first-
round of voting approaching on 23 
April. Fresh presidential polls on 11 
April reignited market jitters by sug-
gesting that any two of four candi-
dates, including far-left candidate 
Jean-Luc Melenchon and far-right 
candidate Marine Le Pen, could 
make it through to the second 
round ballot on 7 May, which could 
increase the liklehood of an even-
tual “Frexit.”

Month in 
Review

At a Glance
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Following a strong 2016, the invest-
ment performance of our North 
American Energy Independence 

theme has lagged the S&P 500 thus far 
in 2017. In our view, this underperfor-
mance will likely be short-lived as fun-
damental improvement in the global oil 
markets should become more apparent 
in the coming weeks. Over the next 12 
months, we believe the best oppor-
tunities for investors in the theme are 
with companies that benefit from the 
recovery of oil and gas prices. We see 
a resumption of growth and improv-
ing profitability for the best-positioned 
North America-based operators. 

A difficult start
The theme’s weak start to the year 
was due to its heavy weighting to 
North American oil and gas produc-
ers and service providers, pipelines and 
energy infrastructure. Energy sector 
equities have lagged the broader mar-
ket in 2017 due to investors’ lack of 

Growth to resume in  
North American energy

conviction that the oil market recovery 
will be sustained – crude oil prices (WTI) 
are down slightly year-to-date after rising 
47% in 2016. Moreover, US inventories 
have been at record highs, raising con-
cerns that prices could be held down by 
an ongoing glut of supply. 

Reasons for optimism
We believe the supply overhang is set 
to reverse, which should drive improved 
performance of the theme. Members of 
the OPEC cartel have been adhering to 
a deal to cut production. Top non-OPEC 
producers, notably Russia, have also been 
lowering output. While US crude oil in-
ventories typically rise in the first quar-
ter due to seasonal factors, they rose at 
a higher-than-expected pace in the first 
three months of 2017. This reflects in-
creased oil imports following a surge in 
OPEC production in late 2016, prior to 
the effective date of the production cut 
agreement. In addition, heavier-than-
average spring refinery maintenance 

TOP THEMES SPOTLIGHT

activity temporarily subdued oil con-
sumption in the US. But imports of 
crude oil from OPEC are now dropping 
and refinery utilization is increasing. And 
with the US driving season – the peak 
time of year for car travel – approaching, 
demand from the world’s largest oil con-
suming nation should also rise.

In the coming weeks, we expect to see 
an improving picture for global oil mar-
kets emerge. Indeed, global fundamen-
tals have been stronger than in the US. 
But the data is released less frequently 
and with a lag. We continue to project 
that the oil markets will achieve supply-
demand equilibrium by mid-2017 (see 
Fig. 1).  

Elimination of the inventory overhang 
and ongoing robust global demand 
growth underlie our conviction that oil 
prices will be supported in the USD mid-
50’s/bbl. For the best-positioned opera-
tors this is adequate to support value-
accretive growth, in our view.

Even as oil prices have wavered, our 
conviction in our thesis remains firm
We project North America will be en-
ergy-independent by the end of this de-
cade, and that the US will no longer be 
reliant upon imported oil from OPEC 
nations. Our thesis centers on three pri-
mary tenets: 1) higher US oil production; 
2) rising crude oil imports to the US from 
Canada; and 3) efficiency, conservation, 
and diversification away from oil and 
other non-renewable energy resources. 
All three tenets support significant ex-
pansion of North America-based energy 
providers and energy infrastructure in 
the US over the next five years.

Nicole Decker
Energy Equity Sector 
Strategist Americas, UBS 
Wealth Management Chief 
Investment Offices

Jay Dobson, CFA
MLP and Utilities 
Equity Sector Strategist 
Americas, UBS Wealth 
Management Chief 
Investment Office
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North American operators have demonstrated that they  
are competitive on the global stage

In the five years since we introduced our 
thesis, the trends have been supportive; 
and despite weaker oil and natural gas 
prices, we believe our thesis for North 
American energy independence is intact. 
In fact, productivity and efficiency gains 
achieved by US operators increase our 
conviction that energy independence is 
achievable. 

North American operators have demon-
strated that they are competitive on the 
global stage. We would argue that in 
the current environment, the best-posi-
tioned operators are advantaged, given 
the shorter drilling time cycle in the US 
onshore relative to larger-scale offshore 
projects. We project drilling activity and 
production will rebound more sharply 
in the onshore US in the near term than 
anywhere else globally. 

Investment opportunities around 
North America’s emerging energy 
independence 
The oil price downturn was deep and 
long, but the bottom in drilling activity 
levels appears to have passed. Strength-
ening oil market fundamentals support 
our outlook for resumption of growth 
for the North American energy industry.

Our outlook for 2017 is for growth in 
most phases of the US oil and gas busi-
ness, particularly exploration and pro-
duction, oil services, and energy infra-
structure. However, we project oil prices 
will settle below USD 60/bbl over the 
next 12 months. The slow-and-shallow 
near-term recovery favors financially 
healthy operators with the best-quality 
assets in the US onshore, in our view. 

Alternative energy suppliers and devel-
opers of technologies to improve energy 
efficiency should also continue to expe-
rience growth and fit well in the North 
American energy independence theme. 

Finally, the shale revolution driving oil 
and natural gas production growth in 
the US should continue to drive energy 
infrastructure investments in pipelines, 
storage, and processing facilities. We 
expect growth in oil and gas production 
in the US to drive the need for energy 
infrastructure expansion to support that 
growth over the next several years, par-
ticularly in the Permian basin in Texas 
and Marcellus in the Northeast. This 
highlights the growth opportunity in 
energy infrastructure and our focus on 
master limited partnerships (MLPs) and 
energy infrastructure companies within 
this theme.

TOP THEMES SPOTLIGHT

Note: 2017 supply estimates (terracotta bars) assume OPEC’s adherence to supply
agreement at 50% (versus current level of over 100%). A greater or lesser level of
compliance could alter the supply/demand balance.  
Source: International Energy Agency, UBS, as of 13 April 2017
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Fig. 1: Global oil supply and demand estimates

International Energy Agency forecasts a 1.3 million barrels per day (b/d) 
increase in global demand in 2017, following a 1.6 million b/d increase 
in 2016

Demand Supply
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Global  
economic 
outlook
Global growth and inflation should pick up 
speed in 2017. Monetary policy is extremely 
accommodative globally and is gradually gain-
ing traction. In the US, we expect moderate 
growth over the rest of the year despite some 
weakness in the first quarter. A tighter labor 
market should promote wage growth, sup-
porting consumer spending and the housing 
market. Overseas, economic conditions are 
improving in most countries. Chinese growth 
surprised to the upside in the first quarter.  

Central bank  
policy
Brian Rose, PhD 
Senior Economist Americas

Ricardo Garcia-Schildknecht
Economist

House view
Probability: 70%

The Fed has signaled two more rate hikes 
over the course of the year. The quarter-point 
increase in Fed funds in March was accompa-
nied by a statement that remains consistent 
with a further two increases this year. The 
balance-sheet-to-GDP ratio should continue 
to decline “naturally” as its latter element 
grows faster than its former in nominal terms. 
Fed minutes have demonstrated a clear inter-
est in a move to a more aggressive (passive) 
quantitative policy tightening.

 Positive scenario
Probability: 15%

Additional policy easing
The Fed falls further behind the curve as in-
flation increases, with real interest rates fall-
ing more rapidly. The European Central Bank 
(ECB) launches additional policy easing, re-
versing the language of recent public an-
nouncements and signaling a stronger em-
phasis on the potential to ease policy further. 
The Bank of Japan (BoJ) comes under pres-
sure to engineer currency depreciation.

 Negative scenario
Probability: 15%

More rapid policy tightening
The inflation effect of US fiscal stimulus leads 
to a stronger Fed response and a combina-
tion of tight monetary and loose fiscal policy 
(similar to what occurred during Ronald Rea-
gan’s presidency). Higher labor market costs 
and some commodity price pressures lead to 
higher European inflation, generating early 
signals of a more rapid tapering of ECB quan-
titative easing (possibly as early as this year).

KEY FINANCIAL MARKET DRIVERS

        Real GDP growth in %         Inflation in %
2016F 2017F 2018F 2016F 2017F 2018F

US 1.6 2.4 2.5 1.3 2.3 2.3
Canada 1.1 2.3 2.7 1.5 1.8 2.0
Brazil -3.6 1.3 2.6 8.7 4.1 4.8
Japan 1.0 1.6 1.4 -0.1 0.6 1.2
Australia 2.5 2.4 2.7 1.3 2.3 1.9
China 6.7 6.7 6.2 2.0 2.3 2.0
India 7.1 7.2 7.8 4.5 4.1 4.9
Eurozone 1.7 1.5 1.2 0.2 1.7 1.7
UK 1.8 1.4 0.7 0.7 2.8 2.8
Switzerland 1.3 1.4 1.6 -0.4 0.4 0.9
Russia -0.2 1.3 1.7 7.0 4.2 4.0
World 3.1 3.7 3.7 2.6 3.0 2.9

Source: Reuters EcoWin, IMF, UBS, as of 20 April 2017
Note: In developing the CIO economic forecasts, CIO economists worked in collab-
oration with economists employed by UBS Investment Research. Forecasts and esti-
mates are current only as of the date of this publication, and may change without 
notice.

Global growth in 2017 expected to be 3.7%
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28 April 2017
GDP for 1Q17
It appears that GDP expanded 
at around a 1% pace in 1Q17, 
weaker than we expected at the 
start of the year but in line with 
the average for first quarters dur-
ing the post-financial crisis period.

28 April 2017
Employment Cost Index for 
1Q17
The Employment Cost Index is 
generally considered to be a better 
measure of wages than average 
hourly earnings and is therefore an 
important gauge of whether the 
tighter labor market is helping to 
boost wage growth.

1 May 2017
Personal income and spending 
for March
In addition to the important data 
on income and spending, this re-
port includes the personal con-
sumption expenditures (PCE) price 
index, the inflation measure that 
the Fed focuses on.

1 May 2017
ISM Manufacturing for April
The Institute for Supply Manage-
ment Manufacturing Purchasing 
Managers Index dipped in March 
after six consecutive monthly 
gains. We expect the strength of 
the dollar and softening auto sales 
to limit growth in manufacturing 
output. 

3 May 2017
FOMC rate decision
Having raised rates at its previous 
meeting in March, the Fed is likely 
to remain on hold. The FOMC 
statement will be carefully ex-
amined for hints on future policy 
moves.

Key dates Rising political  
uncertainty
Paul Donovan 
Global Chief Economist, WM

House view
Probability: 70%

US President Donald Trump continues 
to create uncertainty around the policy 
process through an unusual and uncon-
ventional style of government. This un-
certainty is compounded by selective dis-
agreements between the administration 
and Congress (particularly the Senate) over 
the content and conduct of policy. Some 
compromise should be reached on funding 
the federal government so as to avoid a 
meaningful government shutdown.

 Positive scenario
Probability: 10%

The sharp improvement in labor market 
conditions for low-skilled workers leads to 
wage increases that either are accompa-
nied by better credit access or compensate 
for the loss of credit access since 2008; this 
eases income and consumption inequality. 
Governments and economists successfully 
communicate the net economic benefits of 
global trade and diversity.

 Negative scenario
Probability: 20%

Nationalist tendencies are encouraged by 
single-issue politics and social media. Fake 
news stories are insufficiently countered by 
facts. Traditional party structures fail to ad-
dress the demands of large sections of the 
electorate, encouraging populism. Election 
outcomes are increasingly unpredictable as 
opinion polls offer less and less guidance. 
Established parties adopt policies that ap-
peal to populist supporters, raising uncer-
tainty about mainstream policy programs. 
Lower income groups’ standards of living 
are hurt by populist policies and rising food 
and energy prices, fueling further demands 
for radical and unpredictable change.

US earnings 
growth  
accelerating
Jeremy Zirin, CFA
Head, Investment Strategy, WMA

David Lefkowitz, CFA
Senior Equity Strategist

House view
Probability: 60%

We estimate earnings rose about 12% in 
1Q17, the fastest growth in six years. The 
improving profit trend is underpinned 
by solid US consumer spending, a re-
bound in US manufacturing activity as 
energy investment spending and emerg-
ing market demand bottom out, and a 
more favorable environment for finan-
cials. Leading indicators of profit growth 
such as bank lending standards remain 
supportive.

 Positive scenario
Probability: 20%

Trump’s policies boost earnings 
more than expected

The Trump administration’s policies, es-
pecially corporate tax reform, gener-
ate faster profit growth. Higher interest 
rates and deregulation further boost 
financial sector earnings. Investment 
spending picks up.

 Negative scenario
Probability: 20%

Downturn in sentiment

Trade and geopolitical tensions flare 
up as a result of the new administra-
tion’s policy priorities, depressing busi-
ness and consumer sentiment. Wage 
pressures, without improving consumer 
and business demand, could hurt profit 
margins and earnings growth rates. Per-
sistently low short-term interest rates 
and renewed declines in long-term inter-
est rates could pressure financial sector 
earnings.

 May 2017  UBS HOUSE VIEW   15 of 42
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ASSET CLASSES OVERVIEW

Most equity markets are off to a strong start for the year, though performance has 
pulled back over the past month. Faster global economic growth should promote in-
creasing revenues that will drive company earnings and global equity markets higher. 
We remain overweight global and US equities vs. government bonds.  

Equities

Eurozone
 neutral

We are neutral on Eurozone equities. Solid domestic con-
sumer demand and ongoing easy monetary policy will likely 
continue supporting the recovery in 2017. Leading economic 
indicators for manufacturing activity and the service sector 
continue to show further expansion. Loan growth is gradu-
ally rising. Rising revenues should eventually also lead earn-
ings higher in the coming quarters. Still, uncertainty around 
the outcome of the French presidential election is likely to 
weigh on European Economic and Monetary Union (EMU) 
equities in the short term. Our most preferred sectors are en-
ergy, materials and financials.

UK
 neutral

The valuation of UK equities is broadly in line with its 20-year 
average, based on consensus expectations of at least 20% 
earnings growth this year. While the pound offers a currency 
boost to international UK stocks, this will fade by the third 
quarter. Nearly three-quarters of the UK earnings growth will 
be driven by the earnings recovery in commodities. However, 
the expected strong earnings growth for the UK is partly re-
flected in last year’s strong performance of the UK market. The 
return of earnings growth should underpin dividend strategies.

Emerging markets
 neutral

We are neutral on emerging market (EM) equities. EM eco-
nomic activity numbers are stabilizing, and manufacturing sen-
timent is turning more positive. Corporate earnings growth 
is improving across EM regions. EM equities are trading at a 
discount to their developed market counterparts. Geopolitical 
tensions, potential trade friction and USD strength are down-
side risks. Our most preferred markets are China, Indonesia, 
Thailand, Russia and Brazil; our least preferred markets are Tai-
wan, Malaysia and Poland.

EURO STOXX (index points, current: 367) Six-month target

House view 387

 Positive scenario 425

 Negative scenario 285

FTSE 100 (index points, current: 7114) Six-month target

House view 7400

 Positive scenario 8150

 Negative scenario 6200

MSCI EM (index points, current: 953) Six-month target

House view 1000

 Positive scenario 1100

 Negative scenario 775

Japan
 neutral

We forecast 1% earnings growth in FY17 (which ends in 
March 2018) after earnings grew 9% in FY16. The JPY has 
strengthened vs. the USD this year. We expect recent yen 
strength to weigh on corporate earnings. That said, we believe 
the downside risk for Japanese equities is somewhat limited 
by the relatively large purchases by domestic investors like the 
Bank of Japan (BoJ). The BoJ will likely start tapering its Japa-
nese government bond (JGB) purchases this year. We prefer 
share-buyback and high-dividend-yield stocks as well as com-
panies that benefit from the tightening labor market.

TOPIX (index points, current: 1,471) Six-month target

House view 1530

 Positive scenario 1700

 Negative scenario 1250

Jeremy Zirin, CFA; David Lefkowitz, CFA; Markus Irngartinger, PhD, CFA

Note: Current values as of 19 April 2017
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US equities – style
We recommend a neutral allocation between growth and value, 
consistent with our current sector positioning favoring technol-
ogy and health care (growth sectors) and energy and financials 
(value sectors). Sector performance plays a strong role in growth 
vs. value performance. In 2016, energy and financials were the 
top performing sectors and value beat growth by 10%. Year-
to-date, growth stocks have outperformed value by over 6%, 
largely due to the strong performance of technology. 

US equities overview
 overweight

After a fast start to the year, US stocks have been range-bound 
over the past two months as optimism around the Trump 
administration’s ambitious policy agenda has faded. Disap-
pointing March job gains also caused investors to question 
the strength of the expansion. However, Q1 earnings season 
is off to a solid start and we expect year-over-year S&P 500 
EPS growth of 12% – the strongest in six years. The profit cy-
cle should remain strong throughout 2017. We forecast 11% 
growth for the year. Valuations are above-average, but current 
levels should be well supported by low unemployment and low 
inflation. Our six-month S&P 500 price target is 2,450. 

US sectors
Technology stocks have been the strongest performers thus 
far in 2017,  led by double-digit gains in the tech hardware 
and software & services industries. Strong secular trends, 
such as the shift to cloud-based computing and the increas-
ing share of advertising dollars spent online, should support 
both valuations and earnings growth. Energy has been the 
biggest sector laggard this year, but we expect stronger per-
formance going forward given our forecast for tightening 
global oil markets and rising oil prices. We underweight “ex-
pensive defensive” sectors – utilities and consumer staples.   

US equities – size
We are overweight large-caps and have a neutral allocation to 
both mid-caps and small-caps. Typically, large-caps outperform 
small- and mid-caps in the latter stages of the equity market 
cycle as leverage builds and wage gains disproportionately pres-
sure profit margins for smaller-sized companies. While the cur-
rent cycle is likely to be extended for some time, we believe the 
risk-reward tradeoff is more attractive for large-caps at current 
valuations. 

Source: Bloomberg, Robert Shiller, UBS, as of 18 April 2017
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US equities
Accelerating corporate profit growth is the key driver of our tactical overweight allocation to 
US equities. While momentum around “Trump trades” – or market segments that would 
benefit the most from policy changes – has faded, underlying US economic fundamentals 
appear on solid footing. Moreover, we see very few warning signs that the current economic 
expansion is at risk of ending over the next 12 months. We favor US large-caps, and the 
energy, technology, financials and healthcare sectors.

S&P 500 (index points, current: 2,338) Six-month target

House view 2450

 Positive scenario 2750

 Negative scenario 1900

Note: Current values as of 19 April 2017
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ASSET CLASSES OVERVIEW

Yields rose after the US election but then remained in a range. Rates recently broke 
below the range on account of elevated risk-off sentiment, the closing of speculative 
positions, and pension fund hedging. We expect long-term USD yields to move slightly 
higher and the yield curve to flatten as the Fed gradually raises rates. We are closing 
our tactical overweight position in 10-year US Treasury bonds, taking profits, as the 
return outlook has been reduced with the recent fall in 10-year yields.

Bonds

Government bonds
 underweight

The 10-year Treasury yield recently reached the yearly low of 
2.17%. Although the downward trend in interest rates began 
post-March FOMC, the four-month yield range of 2.3-2.65% 
had not been broken until recently. The political uncertainty 
has forced volatility higher and interest rates lower. We believe 
this move is overdone and we look for interest rates to resume 
their rising trend.

Emerging market bonds
 neutral

Emerging market (EM) credit has delivered low-to-mid-single 
digit returns this year on the back of lower spreads and Trea-
sury yields. We expect support for EM sovereign spreads from 
improving fundamentals but cannot rule out some widening 
in EM corporates given their less appealing valuations. Gradu-
ally recovering energy prices and a benign external backdrop 
should bode well for EM credit, but uncertainty about US poli-
cies, global trade, immigration and geopolitics remain sources 
of concerns. We advise investors to remain neutral on EM credit 
in globally diversified portfolios.

US investment grade corporate bonds
 neutral

We remain neutral on investment grade (IG) corporate bonds 
as we see spreads trading in a range over the next six months. 
Total returns will likely be fueled by IG’s coupon income, with 
the projected rise in Treasury yields weighing on returns. IG’s 
average yield of 3.2% provides attractive income over govern-
ment bonds, in our view. Credit risks are mitigated by a mod-
erately growing US economy, better earnings growth, and still-
low funding conditions. We favor financials (US banks) over 
non-financials and we recommend that investors position ma-
turities within 10 years. 

US 10-YEAR YIELD (Current: 2.2%) Six-month target

House view 2.5%

 Positive scenario 2.0–2.1%

 Negative scenario 2.8–3.1%

EMBIG div / CEMBI div SPREAD* 
(Current: 316bps / 290bps)

Six-month target

House view 300bps / 300bps

 Positive scenario 280bps / 280bps

 Negative scenario 500bps / 530bps

*JPMorgan Emerging Market Bond Index Global / JPMorgan Corporate Emerging 
Bond Index 

US IG SPREAD (Current: 125bps*) Six-month target

House view 120–140bps

 Positive scenario 115bps

 Negative scenario 275bps
*Data based on BAML IG corporate indexUS high yield corporate bonds

 overweight

We remain overweight HY bonds due to their attractive in-
come and lower default outlook. Spreads moved sideways 
over the past month as higher oil prices and slower primary 
issuance offset some weakness in risk assets. The trailing 
12-month default rate fell to 4.2% in March, and we expect it 
to trend down to 2.5% in 12 months. HYs enjoys a yield cush-
ion as spreads can absorb an additional 50 basis points (bps) 
of widening over six months before underperforming Treasur-
ies. We also favor senior loans that offer a floating coupon 
rate. Rising US 3m LIBOR should benefit coupon income.  

USD HY SPREAD (Current: 401bps*) Six-month target

House view 380–420bps

 Positive scenario 350bps

 Negative scenario 1,100bps

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

*Data based on BAML High Yield indexes

Note: Current values as of 19 April 2017
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Preferred securities
Preferreds briefly stalled in early March, against a back-up in 
rates that proved short-lived. The sector resumed its rally, add-
ing to impressive YTD gains. Rates will likely remain range-
bound from here, but volatility may return, such that wider 
spreads and ETF outflows negatively impact performance. 
We maintain a neutral view as the sector’s duration requires 
caution. USD 1,000 par preferreds are less susceptible to ETF 
flows. They often have fixed-to-floating rate coupons and we 
favor those with high back-end spreads. Among USD 25 pars, 
we favor higher coupons.

Municipal bonds
 neutral

Geopolitical risk has overshadowed other factors that have im-
plications for the muni market. Munis have gained 2.5% thus 
far in 2017. By comparison, US Treasury securities posted softer 
results for the same time frame (+2.0%). Muni new issuance 
is running below the levels witnessed one year earlier (-8.3%). 
This tight supply has been supportive to prices. Near term, 
supply/demand dynamics appear favorable. That said, the prin-
cipal risk to watch is tax reform, which bears close monitoring. 
Current AAA 10-year muni-to-Treasury yield ratio: 92.9% (last 
month: 96.1%).

Treasury inflation-protected securities (TIPS)
The decision to turn neutral on Treasury inflation-protected se-
curities (TIPS) at the end of March is not due to a belief that 
inflation expectations will crater in the near future. However, 
we believe the market’s reflation expectation post-election has 
been priced in, and we do anticipate some short-term under-
performance. Over the past few weeks, the 5-year break-even 
inflation index has fallen from a 1.96% to 1.77% as inflation 
indicators such as CPI have recently given back on previous 
strength. We are currently neutral on our allocation. Current 
10-year breakeven inflation rate of 1.87% (1.96% last month)

Non-US developed fixed income
 neutral

Over the past month, non-US developed bond markets had 
mostly positive performance. In particular, the 10-year Bund 
yield moved lower on France’s election risk and the decline in 
Treasury yields. The dollar also had mixed performance against 
other major currencies. Non-US bond yields remain at very 
unattractive levels, with many bonds offering negative yields. 
However, we expect the dollar to weaken over the next 6-12 
months, offsetting the yield disadvantage. We do not recom-
mend a strategic asset allocation position on the asset class.

Additional US taxable fixed income (TFI) segments

Policy uncertainty has led volatility higher and rates lower 

Source: Bloomberg, UBS, as of 18 April 2017
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Mortgage-backed securities (MBS)
We’ve been neutral on mortgage-backed securities (MBS) over 
the past several months. Although this may not appear as the 
most exciting, we maintain this view. MBS current coupons 
have been in a tight spread range for over a year, and have al-
lowed investors to add incremental yield with very little vola-
tility. The recent rhetoric of balance sheet reduction, thereby 
adding incremental mortgage and Treasury supply into the 
market place, has been on the forefront this year. Although a 
potential risk, the recent Fed decision and rhetoric have allevi-
ated this risk in the short term. Current spread is +98bps to the 
5-year and 10-year Treasury blend (vs. +98bps last publication)

Agency bonds
We remain underweight agencies as we find more value in 
MBS and IG corporates. Although this month has presented 
an opportunity for more of the safe haven AAA assets, agency 
debt underperformed MBS in April. Our view remains nega-
tive for the sector as better relative value can be found in Trea-
suries, MBS or IG corporates. The small yield pick-up does not 
outweigh the partial lack of liquidity and the potential negative 
headline risks which may plague the agency debt market un-
der the current administration. Current spread is +15bps to the 
5-year (vs. +17bps last month)

Note: Current values as of 19 April 2017

UBS CIO interest rate forecasts

Americas 19-Apr-17 3 mths 6 mths 12 mths

USD 3M Libor 1.2 1.5 1.7 2.0

USD 2Y Treas. 1.2 1.6 1.8 2.0

USD 5Y Treas. 1.7 2.2 2.3 2.3

USD 10Y Treas. 2.2 2.5 2.5 2.5

USD 30Y Treas. 2.9 3.0 3.0 3.0

Source: UBS, as of 19 April 2017
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Broadly diversified commodity indices have recovered from the March sell-off, benefiting 
from soaring energy and precious metal prices month-on-month, while agriculture com-
modities have remained under pressure. High compliance to the oil production deal and 
talk of a possible extension into the second part of the year have supported energy prices, 
and negative real interest rates have given a boost to precious metal prices.

Commodities and other asset classes

Commodities
 neutral

Precious metals  We expect geopolitical and policy uncertainty 
to remain in the coming months and for short-term US real in-
terest rates to stay negative, both of which are bullish factors
for gold. Our call for a weaker USD this year is likely to be price-
supportive for gold in 2017. Unexpected US Federal Reserve in-
terest rate hikes are a risk for gold in the short term. Outside 
this risk, we see the backdrop as favorable for prices, which may 
strengthen to USD 1,300/oz over six months.

GOLD (Current: USD 1,280/oz) Six-month target

House view USD 1,300/oz

 Positive scenario USD 1,450/oz

 Negative scenario USD 1,100/oz

Crude oil  The OPEC production cut deal raised hopes of 
a swift drawdown in global oil inventories. This process has 
taken longer than anticipated, but recent data suggests it is 
underway in earnest. Global energy agency data reveals high 
compliance to the production cut deal, and we expect the pro-
duction pledge to be extended at OPEC’s 25 May meeting. We 
believe the production cuts will trigger a material drawdown 
in OECD oil inventories and support crude oil prices. We ex-
pect Brent oil prices to rise above USD 60/bbl in three months, 
before stabilizing in six months and then weakening in 12 
months to USD 57/bbl due to a recovery in US shale produc-
tion and higher OPEC output.

BRENT (Current: USD 52.9/bbl) Six-month target

House view USD 60/bbl

 Positive scenario USD 65-70/bbl

 Negative scenario USD 40-45/bbl

Dominic Schnider, CFA, CAIA; Giovanni Staunovo; Thomas Veraguth; Wayne Gordon

Agriculture  Global weather trends so far look relatively be-
nign, but markets should not be complacent about regional 
weather risks as US planting of summer crops gets under-
way. That said, unless drought strikes, this year’s large South 
American soybean and corn crops, record US soybean plant-
ings for next year, and a building recovery of Asian production 
in crops like palm oil should keep agricultural markets under 
pressure over six months. Also, we retain a negative view on 
cotton and livestock. 

Other asset classes
Listed real estate  Earnings are expected to rise 4.7% per an-
num in 2017–18 based on internal growth opportunities, some 
positive rental reversion, and attractive refinancing conditions. 
This growth rate may fall below 4% in 2019 due to a lack of 
external growth opportunities and the assumption that bond 
yields will not surprise to the upside. A further steepening of 
the interest rate curve would hurt elevated property values un-
less rental growth accelerates. The 3.7% dividend yield will 
likely remain the key performance driver, as we expect a slight 
stock de-rating as direct property market values remain high or 
begin to erode at this late stage of the cycle.

RUGL Index 
(Current: USD 4,717) Six-month target

House view USD 4,500

 Positive scenario USD 4,850

 Negative scenario USD 4,100

Note: Current values as of 19 April 2017

Base metals  We believe increased industrial production 
worldwide should spur stronger demand growth for base met-
als and higher prices this year. However, the year-on-year price 
rally in metals like zinc and tin should incentivize additional 
supply, capping these price gains. Constrained supply response 
due to idiosyncratic factors in copper, nickel, and lead should 
offer investors more interesting investment opportunities. 
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USD 
 underweight  The US has to finance a sizable current 

account deficit, and investors are already USD-rich as the 
currency has risen sharply over the past three years. As the 
Federal Reserve hikes interest rates only gradually against a 
backdrop of rising inflation, the USD should ease from strongly 
overvalued levels, yet remain above its equilibrium value based 
on purchasing power parity.

EUR 
 overweight  The EUR is undervalued against the USD and 

we expect a correction. The Eurozone economy has recovered 
in recent years and the EUR is supported by a growing current 
account surplus. Meanwhile, the European Central Bank (ECB) 
is gradually stepping away from its very accommodative mon-
etary policy; talks on ending asset purchases have started and 
should intensify this year.

GBP  
 neutral  UK economic data has remained resilient, while the 

pound is highly undervalued. British Prime Minister Theresa 
May has finally triggered Article 50, which we see as the likely 
low-point for sterling. We expect the transition out of the 
EU will take years, preventing a “cliff” situation. We see the 
GBP potentially rebounding against the USD over the next 12 
months, but also expect bouts of volatility stemming from politi-
cal discussions.

CHF  
 neutral  The Swiss National Bank (SNB) will likely try to 

stabilize the combined value of USDCHF and EURCHF. Market 
forces, however, will try to strengthen the CHF independently 
as it is considered a perfect safe haven. Safe-haven flows will 
most likely leave Switzerland only after the French elections 
are over. We expect USDCHF to eventually stabilize below 
parity. 

Foreign exchange
Thomas Flury, Strategist

We favor the euro versus the US dollar. After years of the EUR being undervalued 
against the USD, we expect a correction. We also prefer the Swedish krona (SEK) over 
the Canadian dollar (CAD). We have closed a recommended position in a basket of EM 
currencies (Brazilian real, Indian rupee, Russian ruble, South African rand) against a bas-
ket of developed market currencies (Australian dollar, Canadian dollar, Singapore dollar).

UBS CIO FX forecasts

3M 6M 12M PPP*

EURUSD 1.12 1.15 1.20 1.26

USDJPY 110 110 110 75

USDCAD 1.32 1.32 1.25 1.20

AUDUSD 0.74 0.76 0.78 0.72

GBPUSD 1.28 1.30 1.36 1.62

NZDUSD 0.68 0.71 0.73 0.61

USDCHF 0.96 0.97 0.97 0.95

EURCHF 1.08 1.12 1.16 1.20

GBPCHF 1.23 1.27 1.31 1.54

EURJPY 123 127 132 95

EURGBP 0.88 0.88 0.88 0.78

EURSEK 9.20 9.00 8.80 9.01

EURNOK 8.90 8.90 8.90 9.86

Source: Thomson Reuters, UBS, as of 19 April 2017 
Note: Past performance is not an indication of future returns.
*PPP = Purchasing Power Parity

JPY  
 neutral  The Bank of Japan (BoJ) fixed the yield curve by set-

ting the target for the 10-year rate to around zero and keeping 
the policy rate at negative 10 basis points. We expect the BoJ 
to eventually lift the target for the 10-year yield and for the JPY 
to trend sideways versus the USD while weakening relative to 
the euro.

Other developed market currencies
 neutral  We continue to favor the Swedish krona (SEK) vs.  

the Canadian dollar (CAD). A sharp easing of monetary policy 
in Sweden in recent years led to robust economic growth, a 
stronger labor market and increasing inflation. We therefore 
expect the Riksbank to finish its quantitative easing program 
in June and potentially hike interest rates in 2H17. We expect 
a gradual economic recovery in Canada, but it may not be as 
strong as in Sweden.

ASSET CLASSES OVERVIEW
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Jason Draho, PhD
Head of Tactical Asset  
Allocation Americas, UBS 
Wealth Management Chief 
Investment Office

In the ongoing, and tedious, debate on 
active vs. passive fund management, 
staunch proponents from both camps 

recently had reason to cheer with the 
release of new performance data. Of 
course, the data isn’t going to resolve 
the debate. If anything, the results per-
petuate it because advocates from both 
sides likely succumb to confirmation 
bias-interpreting the data as supporting 
their views as to the superior method. 

So why bother to write about it? Two 
reasons: 1) to point out some important 
nuances affecting active manager per-
formance; and 2) to make the bigger 
point that the debate is misguided and 
focusing on it alone may cause investors 
to lose sight of what really matters for 
achieving their goals. 

The pros and cons
The S&P Indices Versus Active (SPIVA) 
2016 scorecard for US active fund man-
agers was released last week. They didn’t 
get a good grade. In 2016, 66% of large-
cap, 89% of mid-cap, and 86% of small-
cap managers underperformed their re-
spective S&P benchmarks. The results are 
worse when performance is evaluated 
over five years (see Fig. 1). It’s been over 
30 years since a meaningful majority of 
active equity managers consistently out-
performed. Many investors are rightly 
wondering if the pursuit of outperfor-
mance through active equity manage-
ment is a risk, and a cost, worth bearing.

On the other end of the spectrum, Yale 
University’s recently published annual en-
dowment report suggests that active in-
vesting can add significant value. Yale’s 

To be active or passive?  
That is not the question

message is pretty clear. The endowment  
has been very successful with active 
management and will continue to use it. 
Notable examples include 9.5% annual 
outperformance in international equities 
and 3% annual outperformance in do-
mestic equities over the last decade.

What’s an investor to make of these 
somewhat contradictory fact patterns? 
And more important, is it even worth 
spending much time on them?

Increasingly elusive alpha
Generating alpha is ever more difficult, 
as the SPIVA results make clear. The chal-
lenges that active managers face arise 
from both financial market efficiency 
and from managers’ incentives, or lack 
thereof, to take risk. 

As a broad statement, public equity mar-
kets have likely become too efficient for 
most managers to consistently beat their 
benchmarks. Doing so requires regu-
larly identifying mispriced stocks rela-
tive to their fundamentals and risks. But 
the combination of more “smart” inves-
tors with cheap and easy access to much 
greater information, computing power, 
and capital than ever before has made 
this task very difficult. Markets are simply 
doing a much better job of incorporating 
all information into stock prices. Greater 
dispersion in returns and lower correla-
tions between stocks do little to offset 
this trend. 

Many active managers aren’t helping 
themselves by not taking enough risk. 
This is evident in their lack of tracking er-
ror – the deviation between a manager’s 

Michael Crook
Head Americas UHNW and 
Institutional Strategy, UBS 
Wealth Management Chief 
Investment Office
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portfolio and his or her benchmark. In 
order to outperform, active manag-
ers have to actually deviate from their 
benchmarks. In the 1980s, tracking er-
ror averaged 6-8% per year, but has de-
clined to roughly 1% (see Fig. 2). Even 
in the best of times, a 1% tracking error 
isn’t sufficient to result in meaningful 
outperformance. 

Poor incentives may explain some of this 
closet indexing. Active managers have 
an incentive to “stay close to home” if 
a couple of underperforming quarters, 
which can be entirely random, trigger 
fund withdrawals. Yale’s use of 10-year 
returns as the benchmark for their ac-
tive equity fund managers likely contrib-
utes to its success. Reducing the risk of 
fund withdrawals after a brief period 
of underperformance should make ac-
tive managers more willing to take risks 
that may only be rewarded over long 
horizons. 

Yale’s annual report offers other les-
sons for investors interested in outper-
formance through security selection. 
In addition to using high tracking error 

managers – you can’t produce 9% an-
nual outperformance without signifi-
cant tracking error – Yale focuses on 
hiring managers that operate in less ef-
ficient/less liquid markets. Individual in-
vestors are more likely to find managers 
that meet those criteria in private mar-
kets, but some public equity managers 
will continue to offer a compelling value 
proposition. 

‘Active’ mis-defined
In our view, public equity implementa-
tion – whether through active or passive 
vehicles – gets too much attention from 
the media. We’re equally guilty by writ-
ing this article. A by-product is that ac-
tive management tends to be viewed as 
shorthand for active public equity fund 
management. That’s a narrow interpre-
tation of active management, one that 
greatly understates its scope and value 
to investors. 

At the end of the day, the goal of in-
vesting is achieving desired outcomes. 
In the grand scheme of investment 
value, public equity implementation 
falls low on the list. Worse yet, devoting 

time, energy, resources, and expenses 
to splitting hairs over active vs. passive 
can result in missed opportunities. Asset 
allocation, for instance, is significantly 
more important than equity implemen-
tation. The same can be said for as-
set location (holding the right assets in 
the right accounts) and active portfolio 
management (rebalancing and loss har-
vesting). Ultimately, after-tax, after-fee 
performance is what matters most, and 
for the majority of investors, a range 
of active and passive implementation 
within their portfolio will help achieve 
their goals. 

Source: S&P Dow Jones, UBS, as of 19 April 2017  
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Fig. 1: A tough five years for active managers

Percentage of US active equity mutual fund managers who 
underperformed their benchmark over a 5-year horizon, in %

Source: UBS, as of 19 April 2017
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Golden years for Baby Boomers
The Baby Boomers – who represent almost a quarter of the US population – are aging 
and entering their retirement years. This generation, by its sheer size, has always had an 
outsized influence on society. As the Boomers enter into their hard-earned retirement 
and set out to enjoy their golden years, we expect various segments of the economy 
to benefit disproportionately, particularly in the healthcare, consumer, and financial 
sectors.

Short  Medium  Long  Decade

Click for full report

Golden years for Baby Boomers

North American energy independence: Reenergized
We see investment opportunities around North America’s emerging energy indepen-
dence. The oil price downturn has been deep and long, but we believe the outlook 
has turned positive. We expect improving fundamentals to support resumption of 
growth in all phases of the US oil and gas business, including energy infrastructure, 
where capacity is lacking in some regions. We recommend that investors focus on 
the strongest operators with the highest-quality assets.

Short  Medium  Long  Decade

Click for full report

North American energy indepen-
dence: Reenergized

Transformational technologies
We believe innovation in digital data and automation and robotics will be driving forces 
behind productivity gains during the next decade. Both have the potential to transform 
the structure of our economy, disrupt business models, and create opportunities for 
those well-positioned to participate. Security underpins both digital data and industrial 
automation, and, in our view, is the key enabling technology for the next wave of innova-
tion in the technology and industrial sectors. Lastly, although it is still early, we do believe 
5G wireless will progress faster than expected and that this next generation of wireless 
technology will be critical in enabling new applications and services.

Short  Medium  Long  Decade

Click for full report

Beneficiaries of transformational 
technologies

US senior loans
We remain constructive on US loans based on their attractive yields, low default risks, 
and resilience to higher short-term rates. We see limited price upside from current levels 
but see senior loans as providing attractive coupon driven returns. A rising US 3-month 
LIBOR rate should support coupon income, offset somewhat by loans being refinanced 
at lower rates. Their yield of approximately 5% compares favorably with other fixed-
income alternatives. We recommend the asset class to investors who have a medium-
term investment horizon and can tolerate some illiquidity.

Short  Medium    

Click for full report

US senior loans

Top themes overview
Our Top themes list represents our currently recommended thematic ideas

https://www.ubs.com/content/dam/WealthManagementAmericas/documents/us-equities-2017-04-20-golden-years-for-baby-boomers.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/us-equities-2017-04-20-golden-years-for-baby-boomers.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/energy-2017-02-13-north-american-energy.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/energy-2017-02-13-north-american-energy.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/energy-2017-02-13-north-american-energy.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/us-equities.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/us-equities.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/us-equities.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/high-yield-bonds-2017-04-18-us-senior-loans-attractive-floating-yield.pdf
https://www.ubs.com/content/dam/WealthManagementAmericas/documents/high-yield-bonds-2017-04-18-us-senior-loans-attractive-floating-yield.pdf
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Top themes overview

Drivers behind Top themes

Resources/
Environment

Innovation/
Technology 

Demographics/
Society

Int’l trade and 
investment

Government/
Regulation

Cyclical factors Financial  
industry trends

Theme name

North American energy 
independence: 
Reenergized P P P P P

Transformational  
technologies P P P

US senior loans

P P

Golden years for Baby 
Boomers P P P

Source: UBS



  Overweight

  Neutral

  Underweight

Key forecasts
As of 19 April 2017

6-month forecast

Asset class              TAA1 Change Benchmark Value 
m/m perf.  

in %2  House View 
Positive 

scenario
Negative 
scenario

EQUITIES –

US – S&P 500 2338 0.0% 2450 2750 1900

Eurozone – Euro Stoxx 367 15.3% 387 425 285

UK – FTSE 100 7114 -4.2% 7400 8150 6200

Japan – Topix 1471 10.8% 1530 1700 1250

Switzerland – SMI 8532 4.1% 8825 9500 7300

Emerging Markets – MSCI EM 953 9.6% 1000 1100 775

BONDS 

US Government bonds – 10yr Treasury yield 2.2% 1.8% 2.5% 2.0% 2.80%

US Corporate bonds  – BAML IG spread 125 bps 2.1% 120-140 bps 115 bps 275 bps

US High yield bonds  – BAML US HY spread 401 bps 1.1% 380-420 bps 350 bps 1100 bps

EM Sovereign – EMBI Diversified spread 316 bps 1.6% 300 bps 280 bps 500 bps

EM Corporate – CEMBI Diversified spread 290 bps 0.6% 300 bps 280 bps 530 bps

OTHER ASSET CLASSES

Gold – Spot price 1280 /oz. -3.2% 1300 1450 1100

Brent crude oil – Spot price 52.93 /bbl. 15.8% 60 65-70 40-45

Listed real estate – RUGL Index 4717 -2.1% 4500 4850 4100

CURRENCIES Currency pair

USD – NA NA NA NA NA

EUR – EURUSD 1.07 -0.3% 1.15 NA NA

GBP – GBPUSD 1.28 -2.5% 1.30 NA NA

JPY – USDJPY 109 -3.4% 110 NA NA

CHF – USDCHF 1.00 0.0% 0.97 NA NA

Source: Bloomberg, UBS
1 TAA = Tactical asset allocation, 2 Month over month
Note: Current values as of 19 April 2017; currency values as of 20 April 2017.
Past performance is no indication of future performance. Forecasts are not a reliable indicator of future performance.
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DETAILED ASSET ALLOCATION

Detailed asset allocation 
taxable with non-traditional assets

Investor 
risk profile

Conservative Moderately 
conservative

Moderate Moderately  
aggressive

Aggressive
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p Cash 5.0  +0.0 +1.0 5.0  5.0  +0.0 +1.5 5.0  5.0  +0.0 +2.0 5.0  5.0  +0.0 +2.0 5.0  5.0  +0.0 +2.0 5.0  

q Fixed Income 69.0  -2.0 -1.0 67.0  50.0  -2.5 -1.5 47.5  33.0  -3.0 -2.0 30.0  17.0  -3.0 -2.0 14.0  5.0  -3.0 -2.0 2.0  

q    US Fixed Income 67.0  -2.0 -1.0 65.0  48.0  -2.5 -1.5 45.5  31.0  -3.0 -2.0 28.0  15.0  -3.0 -2.0 12.0  5.0  -3.0 -2.0 2.0  

      US Gov’t 17.0  -2.5 14.5  2.0  -2.0 0.0  2.0  -2.0 0.0  2.0  -2.0 0.0  2.0  -2.0 0.0  

      US Gov’t 10-year3 0.0  +0.0 -1.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

q       US Municipal 46.0  +0.0 46.0  42.0  -1.5 -1.5 40.5  27.0  -2.0 -2.0 25.0  11.0  -2.0 -2.0 9.0  3.0  -2.0 -2.0 1.0  

      US IG Corp 4.0  +0.0 4.0  2.0  +0.0 2.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

      US HY Corp 0.0  +0.5 0.5  2.0  +1.0 3.0  2.0  +1.0 3.0  2.0  +1.0 3.0  0.0  +1.0 1.0  

   Int’l Fixed Income 2.0  +0.0 2.0  2.0  +0.0 2.0  2.0  +0.0 2.0  2.0  +0.0 2.0  0.0  +0.0 0.0  

      Int’l Developed  Markets 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

      Emerging Markets 2.0  +0.0 2.0  2.0  +0.0 2.0  2.0  +0.0 2.0  2.0  +0.0 2.0  0.0  +0.0 0.0  

Equity 13.0  +2.0 15.0  27.0  +2.5 29.5  44.0  +3.0 47.0  64.0  +3.0 67.0  85.0  +3.0 88.0  

   Global Equity4 0.0  +1.0 1.0  0.0  +1.5 1.5  0.0  +2.0 2.0  0.0  +2.0 2.0  0.0  +2.0 2.0  

   US Equity 8.0  +1.0 9.0  16.0  +1.0 17.0  25.0  +1.0 26.0  37.0  +1.0 38.0  46.0  +1.0 47.0  

      US Large cap Growth 2.5  +0.5 3.0  5.5  +0.5 6.0  8.5  +0.5 9.0  13.0  +0.5 13.5  16.0  +0.5 16.5  

      US Large cap Value 2.5  +0.5 3.0  5.5  +0.5 6.0  8.5  +0.5 9.0  13.0  +0.5 13.5  16.0  +0.5 16.5  

      US Mid cap 2.0  +0.0 2.0  3.0  +0.0 3.0  5.0  +0.0 5.0  7.0  +0.0 7.0  9.0  +0.0 9.0  

      US Small cap 1.0  +0.0 1.0  2.0  +0.0 2.0  3.0  +0.0 3.0  4.0  +0.0 4.0  5.0  +0.0 5.0  

   International Equity 5.0  +0.0 5.0  11.0  +0.0 11.0  19.0  +0.0 19.0  27.0  +0.0 27.0  39.0  +0.0 39.0  

      Int’l Developed Markets 5.0  +0.0 5.0  8.0  +0.0 8.0  13.0  +0.0 13.0  19.0  +0.0 19.0  28.0  +0.0 28.0  

      Emerging Markets 0.0  +0.0 0.0  3.0  +0.0 3.0  6.0  +0.0 6.0  8.0  +0.0 8.0  11.0  +0.0 11.0  

Commodities 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

Non-traditional 13.0  +0.0 13.0  18.0  +0.0 18.0  18.0  +0.0 18.0  14.0  +0.0 14.0  5.0  +0.0 5.0  

   Hedge Funds 13.0  +0.0 13.0  18.0  +0.0 18.0  18.0  +0.0 18.0  14.0  +0.0 14.0  5.0  +0.0 5.0  

   Private Equity 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

   Private Real Estate 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

WMR tactical deviation legend: Overweight Underweight Neutral. Change legend: p Upgrade q Downgrade  
1 Change is the difference between the tactical deviation column in the previous month and the current month.
2 The current allocation column is the sum of the strategic asset allocation and the tactical deviation columns.
3 The Bloomberg Barclays US Treasury Bellwethers 10 Year Total Return Index is used as the benchmark for US government 10-year bonds.
4 The MSCI All Country World Index is used as the benchmark for global equity.
Source: WMA AAC, UBS, as of 20 April 2017. See appendix for information regarding sources of strategic asset allocations and their  
suitability, investor risk profiles, and the interpretation of the suggested tactical deviations from the strategic asset allocations.
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Detailed asset allocation
taxable without non-traditional assets

Investor 
risk profile

Conservative Moderately 
conservative

Moderate Moderately  
aggressive

Aggressive
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p Cash 5.0  +0.0 +1.0 5.0  5.0  +0.0 +1.5 5.0  5.0  +0.0 +2.0 5.0  5.0  +0.0 +2.0 5.0  5.0  +0.0 +2.0 5.0  

q Fixed Income 79.0  -2.0 -1.0 77.0  63.0  -2.5 -1.5 60.5  46.0  -3.0 -2.0 43.0  27.0  -3.0 -2.0 24.0  10.0  -3.0 -2.0 7.0  

q    US Fixed Income 77.0  -2.0 -1.0 75.0  61.0  -2.5 -1.5 58.5  44.0  -3.0 -2.0 41.0  25.0  -3.0 -2.0 22.0  10.0  -3.0 -2.0 7.0  

      US Gov’t 17.0  -2.5 14.5  2.0  -2.0 0.0  2.0  -2.0 0.0  2.0  -2.0 0.0  5.0  -4.0 1.0  

      US Gov’t 10-year3 0.0  +0.0 -1.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 -2.0 0.0  

q       US Municipal 56.0  +0.0 56.0  55.0  -1.5 -1.5 53.5  40.0  -2.0 -2.0 38.0  21.0  -2.0 -2.0 19.0  5.0  +0.0 5.0  

      US IG Corp 4.0  +0.0 4.0  2.0  +0.0 2.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

      US HY Corp 0.0  +0.5 0.5  2.0  +1.0 3.0  2.0  +1.0 3.0  2.0  +1.0 3.0  0.0  +1.0 1.0  

   Int’l Fixed Income 2.0  +0.0 2.0  2.0  +0.0 2.0  2.0  +0.0 2.0  2.0  +0.0 2.0  0.0  +0.0 0.0  

      Int’l Developed Markets 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

      Emerging Markets 2.0  +0.0 2.0  2.0  +0.0 2.0  2.0  +0.0 2.0  2.0  +0.0 2.0  0.0  +0.0 0.0  

Equity 16.0  +2.0 18.0  32.0  +2.5 34.5  49.0  +3.0 52.0  68.0  +3.0 71.0  85.0  +3.0 88.0  

   Global Equity4 0.0  +1.0 1.0  0.0  +1.5 1.5  0.0  +2.0 2.0  0.0  +2.0 2.0  0.0  +2.0 2.0  

   US Equity 10.0  +1.0 11.0  20.0  +1.0 21.0  28.0  +1.0 29.0  40.0  +1.0 41.0  46.0  +1.0 47.0  

      US Large cap Growth 3.5  +0.5 4.0  7.0  +0.5 7.5  10.0  +0.5 10.5  14.0  +0.5 14.5  16.0  +0.5 16.5  

      US Large cap Value 3.5  +0.5 4.0  7.0  +0.5 7.5  10.0  +0.5 10.5  14.0  +0.5 14.5  16.0  +0.5 16.5  

      US Mid cap 2.0  +0.0 2.0  4.0  +0.0 4.0  5.0  +0.0 5.0  8.0  +0.0 8.0  9.0  +0.0 9.0  

      US Small cap 1.0  +0.0 1.0  2.0  +0.0 2.0  3.0  +0.0 3.0  4.0  +0.0 4.0  5.0  +0.0 5.0  

   International Equity 6.0  +0.0 6.0  12.0  +0.0 12.0  21.0  +0.0 21.0  28.0  +0.0 28.0  39.0  +0.0 39.0  

      Int’l Developed Markets 6.0  +0.0 6.0  9.0  +0.0 9.0  15.0  +0.0 15.0  20.0  +0.0 20.0  28.0  +0.0 28.0  

      Emerging Markets 0.0  +0.0 0.0  3.0  +0.0 3.0  6.0  +0.0 6.0  8.0  +0.0 8.0  11.0  +0.0 11.0  

Commodities 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

WMR tactical deviation legend: Overweight Underweight Neutral. Change legend: p Upgrade q Downgrade  
1 Change is the difference between the tactical deviation column in the previous month and the current month.
2 The current allocation column is the sum of the strategic asset allocation and the tactical deviation columns.
3 The Bloomberg Barclays US Treasury Bellwethers 10 Year Total Return Index is used as the benchmark for US government 10-year bonds.
4 The MSCI All Country World Index is used as the benchmark for global equity.
Source: WMA AAC, UBS, as of 20 April 2017. See appendix for information regarding sources of strategic asset allocations and their  
suitability, investor risk profiles, and the interpretation of the suggested tactical deviations from the strategic asset allocations.
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Detailed asset allocation 
non-taxable with non-traditional assets

Investor 
risk profile

Conservative Moderately 
conservative

Moderate Moderately  
aggressive

Aggressive
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p Cash 5.0  +0.0 +1.0 5.0  5.0  +0.0 +1.5 5.0  5.0  +0.0 +2.0 5.0  5.0  +0.0 +2.0 5.0  5.0  +0.0 +2.0 5.0  

q Fixed Income 69.0  -2.0 -1.0 67.0  50.0  -2.5 -1.5 47.5  33.0  -3.0 -2.0 30.0  17.0  -3.0 -2.0 14.0  5.0  -3.0 -2.0 2.0  

q    US Fixed Income 64.0  -2.0 -1.0 62.0  45.0  -2.5 -1.5 42.5  29.0  -3.0 -2.0 26.0  14.0  -3.0 -2.0 11.0  5.0  -3.0 -2.0 2.0  

      US Gov't 35.0  -2.5 32.5  25.0  -3.5 21.5  16.0  -4.0 12.0  7.0  -4.0 3.0  5.0  -4.0 1.0  

q       US Gov’t 10-year3 0.0  +0.0 -1.0 0.0  0.0  +0.0 -1.5 0.0  0.0  +0.0 -2.0 0.0  0.0  +0.0 -2.0 0.0  0.0  +0.0 -2.0 0.0  

      US Municipal 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

      US IG Corp 24.0  +0.0 24.0  15.0  +0.0 15.0  8.0  +0.0 8.0  2.0  +0.0 2.0  0.0  +0.0 0.0  

      US HY Corp 5.0  +0.5 5.5  5.0  +1.0 6.0  5.0  +1.0 6.0  5.0  +1.0 6.0  0.0  +1.0 1.0  

   Int'l Fixed Income 5.0  +0.0 5.0  5.0  +0.0 5.0  4.0  +0.0 4.0  3.0  +0.0 3.0  0.0  +0.0 0.0  

      Int’l Developed Markets 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

      Emerging Markets 5.0  +0.0 5.0  5.0  +0.0 5.0  4.0  +0.0 4.0  3.0  +0.0 3.0  0.0  +0.0 0.0  

Equity 10.0  +2.0 12.0  25.0  +2.5 27.5  42.0  +3.0 45.0  62.0  +3.0 65.0  85.0  +3.0 88.0  

   Global Equity4 0.0  +1.0 1.0  0.0  +1.5 1.5  0.0  +2.0 2.0  0.0  +2.0 2.0  0.0  +2.0 2.0  

   US Equity 6.0  +1.0 7.0  14.0  +1.0 15.0  22.0  +1.0 23.0  33.0  +1.0 34.0  45.0  +1.0 46.0  

      US Large cap Growth 2.0  +0.5 2.5  5.0  +0.5 5.5  8.0  +0.5 8.5  12.0  +0.5 12.5  16.0  +0.5 16.5  

      US Large cap Value 2.0  +0.5 2.5  5.0  +0.5 5.5  8.0  +0.5 8.5  12.0  +0.5 12.5  16.0  +0.5 16.5  

      US Mid cap 1.0  +0.0 1.0  3.0  +0.0 3.0  4.0  +0.0 4.0  6.0  +0.0 6.0  8.0  +0.0 8.0  

      US Small cap 1.0  +0.0 1.0  1.0  +0.0 1.0  2.0  +0.0 2.0  3.0  +0.0 3.0  5.0  +0.0 5.0  

   International Equity 4.0  +0.0 4.0  11.0  +0.0 11.0  20.0  +0.0 20.0  29.0  +0.0 29.0  40.0  +0.0 40.0  

      Int’l Developed Markets 4.0  +0.0 4.0  8.0  +0.0 8.0  14.0  +0.0 14.0  21.0  +0.0 21.0  29.0  +0.0 29.0  

      Emerging Markets 0.0  +0.0 0.0  3.0  +0.0 3.0  6.0  +0.0 6.0  8.0  +0.0 8.0  11.0  +0.0 11.0  

Commodities 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

Non-traditional 16.0  +0.0 16.0  20.0  +0.0 20.0  20.0  +0.0 20.0  16.0  +0.0 16.0  5.0  +0.0 5.0  

   Hedge Funds 16.0  +0.0 16.0  20.0  +0.0 20.0  20.0  +0.0 20.0  16.0  +0.0 16.0  5.0  +0.0 5.0  

   Private Equity 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

   Private Real Estate 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

WMR tactical deviation legend: Overweight Underweight Neutral. Change legend: p Upgrade q Downgrade  
1 Change is the difference between the tactical deviation column in the previous month and the current month.
2 The current allocation column is the sum of the strategic asset allocation and the tactical deviation columns.
3 The Bloomberg Barclays US Treasury Bellwethers 10 Year Total Return Index is used as the benchmark for US government 10-year bonds.
4 The MSCI All Country World Index is used as the benchmark for global equity.
Source: WMA AAC, UBS, as of 20 April 2017. See appendix for information regarding sources of strategic asset allocations and their  
suitability, investor risk profiles, and the interpretation of the suggested tactical deviations from the strategic asset allocations.
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Detailed asset allocation 
non-taxable without non-traditional assets

Investor 
risk profile

Conservative Moderately 
conservative

Moderate Moderately  
aggressive

Aggressive
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p Cash 5.0  +0.0 +1.0 5.0  5.0  +0.0 +1.5 5.0  5.0  +0.0 +2.0 5.0  5.0  +0.0 +2.0 5.0  5.0  +0.0 +2.0 5.0  

q Fixed Income 79.0  -2.0 -1.0 77.0  63.0  -2.5 -1.5 60.5  46.0  -3.0 -2.0 43.0  27.0  -3.0 -2.0 24.0  10.0  -3.0 -2.0 7.0  

q    US Fixed Income 74.0  -2.0 -1.0 72.0  58.0  -2.5 -1.5 55.5  42.0  -3.0 -2.0 39.0  24.0  -3.0 -2.0 21.0  10.0  -3.0 -2.0 7.0  

      US Gov't 35.0  -2.5 32.5  25.0  -3.5 21.5  16.0  -4.0 12.0  7.0  -4.0 3.0  5.0  -4.0 1.0  

q       US Gov’t 10-year3 0.0  +0.0 -1.0 0.0  0.0  +0.0 -1.5 0.0  0.0  +0.0 -2.0 0.0  0.0  +0.0 -2.0 0.0  0.0  +0.0 -2.0 0.0  

      US Municipal 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

      US IG Corp 34.0  +0.0 34.0  28.0  +0.0 28.0  21.0  +0.0 21.0  12.0  +0.0 12.0  5.0  +0.0 5.0  

      US HY Corp 5.0  +0.5 5.5  5.0  +1.0 6.0  5.0  +1.0 6.0  5.0  +1.0 6.0  0.0  +1.0 1.0  

   Int’l Fixed Income 5.0  +0.0 5.0  5.0  +0.0 5.0  4.0  +0.0 4.0  3.0  +0.0 3.0  0.0  +0.0 0.0  

      Int’l Developed Markets 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

      Emerging Markets 5.0  +0.0 5.0  5.0  +0.0 5.0  4.0  +0.0 4.0  3.0  +0.0 3.0  0.0  +0.0 0.0  

Equity 16.0  +2.0 18.0  32.0  +2.5 34.5  49.0  +3.0 52.0  68.0  +3.0 71.0  85.0  +3.0 88.0  

   Global Equity4 0.0  +1.0 1.0  0.0  +1.5 1.5  0.0  +2.0 2.0  0.0  +2.0 2.0  0.0  +2.0 2.0  

   US Equity 10.0  +1.0 11.0  18.0  +1.0 19.0  26.0  +1.0 27.0  35.0  +1.0 36.0  45.0  +1.0 46.0  

      US Large cap Growth 3.5  +0.5 4.0  6.5  +0.5 7.0  9.0  +0.5 9.5  12.0  +0.5 12.5  16.0  +0.5 16.5  

      US Large cap Value 3.5  +0.5 4.0  6.5  +0.5 7.0  9.0  +0.5 9.5  12.0  +0.5 12.5  16.0  +0.5 16.5  

      US Mid cap 2.0  +0.0 2.0  3.0  +0.0 3.0  5.0  +0.0 5.0  7.0  +0.0 7.0  8.0  +0.0 8.0  

      US Small cap 1.0  +0.0 1.0  2.0  +0.0 2.0  3.0  +0.0 3.0  4.0  +0.0 4.0  5.0  +0.0 5.0  

   International Equity 6.0  +0.0 6.0  14.0  +0.0 14.0  23.0  +0.0 23.0  33.0  +0.0 33.0  40.0  +0.0 40.0  

      Int’l Developed Markets 6.0  +0.0 6.0  10.0  +0.0 10.0  17.0  +0.0 17.0  24.0  +0.0 24.0  29.0  +0.0 29.0  

      Emerging Markets 0.0  +0.0 0.0  4.0  +0.0 4.0  6.0  +0.0 6.0  9.0  +0.0 9.0  11.0  +0.0 11.0  

Commodities 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

WMR tactical deviation legend: Overweight Underweight Neutral. Change legend: p Upgrade q Downgrade  
1 Change is the difference between the tactical deviation column in the previous month and the current month.
2 The current allocation column is the sum of the strategic asset allocation and the tactical deviation columns.
3 The Bloomberg Barclays US Treasury Bellwethers 10 Year Total Return Index is used as the benchmark for US government 10-year bonds.
4 The MSCI All Country World Index is used as the benchmark for global equity.
Source: WMA AAC, UBS, as of 20 April 2017. See appendix for information regarding sources of strategic asset allocations and their  
suitability, investor risk profiles, and the interpretation of the suggested tactical deviations from the strategic asset allocations.
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DETAILED ASSET ALLOCATION

Detailed asset allocation 
all equity and all fixed income models

Publication note 
The All Equity and All Fixed Income portfo-
lios complement our balanced portfolios and 
offer more granular implementation of our 
House View. While we generally do not rec-
ommend that investors hold portfolios con-
sisting of only stocks or only bonds, the All 
Equity and All Fixed Income portfolios can be 
used by investors who want to complement 
their existing holdings.  

In the All Equity portfolio, tactical tilts will be 
based on the corresponding tilts to the Equity 
asset classes in our balanced portfolio (mod-
erate risk profile, taxable without alternative 
investments). The amount of cash in the All 
Equity portfolio will vary one-for-one with 
the overall overweight/underweight on equi-
ties in the balanced portfolio, subject to a 3% 
maximum tilt from the 5% cash allocation. 
This allows us to use the cash allocation to 
express a tactical preference between stocks 
and fixed income. A special feature of the 
All Equity portfolio is that it includes “carve-
outs”: 3% allocations to our preferred sectors 
within US large-caps as well as our preferred 
countries within both international developed 
markets and the emerging markets. A maxi-
mum of two sectors/countries of each type 
may be selected for carve-outs.
 
The All Fixed Income portfolios include both 
taxable and non-taxable versions. In addi-
tion to the fixed income asset classes in the 
balanced portfolios, the non-taxable version 
incorporates an additional allocation to Mort-
gage Backed Securities. Tactical tilts will be 
based on the corresponding tilts to the Fixed 
Income asset classes in our balanced portfo-
lios (moderate risk profile without alternative 
investments, taxable or non-taxable respec-
tively), but only when there is a preference 
between the fixed income asset classes. For 
example, an overweight on high yield cor-
porate bonds offset by an underweight on 
government bonds in the balanced portfo-
lio would be applied to the All Fixed Income 
portfolios. However, an overweight on US eq-
uities versus US government bonds in the bal-
anced portfolio would not be reflected in the 
All Fixed Income portfolios. Further, the tilts 
in the All Fixed Income portfolios will typically 
be scaled up to twice the size of the tilts in 
the balanced portfolio. 

All equity All fixed income, 
taxable

All fixed income,  
non-taxable

All figures in %
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Cash 5.0  -3.0 2.0  5.0  +0.0 +3.0 5.0  5.0  +0.0 +3.0 5.0  

Fixed Income 0.0  +0.0 0.0  95.0  +0.0 -3.0 95.0  95.0  +0.0 -3.0 95.0  

   US Fixed Income 0.0  +0.0 0.0  92.5  +0.0 -3.0 92.5  89.0  +0.0 -3.0 89.0  

US Gov’t 0.0  +0.0 0.0  19.0  -2.0 +1.0 17.0  33.0  -2.0 +1.0 31.0  

US Gov’t 10-year3 0.0  +0.0 0.0  0.0  +0.0 -4.0 0.0  0.0  +0.0 -4.0 0.0  

US MBS 0.0  +0.0 0.0  0.0  +0.0 0.0  9.0  +0.0 9.0  

US Municipal 0.0  +0.0 0.0  71.0  +0.0 71.0  0.0  +0.0 0.0  

US IG Corp 0.0  +0.0 0.0  0.0  +0.0 0.0  41.0  +0.0 41.0  

US HY Corp 0.0  +0.0 0.0  2.5  +2.0 4.5  6.0  +2.0 8.0  

Int’l Fixed Income 0.0  +0.0 0.0  2.5  +0.0 2.5  6.0  +0.0 6.0  

Int’l Developed Markets 0.0  +0.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

Emerging Markets 0.0  +0.0 0.0  2.5  +0.0 2.5  6.0  +0.0 6.0  

Equity 95.0  +3.0 98.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

  Global Equity4 0.0  +2.0 2.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

   US Equity 53.0  +1.0 54.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

US Large cap Growth 7.0  +0.5 7.5  0.0  +0.0 0.0  0.0  +0.0 0.0  

US Large cap Value 7.0  +0.5 7.5  0.0  +0.0 0.0  0.0  +0.0 0.0  

US Large-cap total market 23.0  -3.0 20.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

             Energy Sector 0.0  +3.0 3.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

US Mid cap 10.0  +0.0 10.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

US Small cap 6.0  +0.0 6.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

   International Equity 42.0  +0.0 42.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

Int’l Developed Markets 30.0  +0.0 30.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

Emerging Markets 12.0  -6.0 6.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

      China 0.0  +3.0 3.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

      India 0.0  +0.0 -3.0 0.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

      Brazil 0.0  +3.0 +3.0 3.0  0.0  +0.0 0.0  0.0  +0.0 0.0  

WMR tactical deviation legend: Overweight Underweight Neutral. Change legend: p Upgrade q Downgrade  
1 Change is the difference between the tactical deviation column in the previous month and the current month.
2 The current allocation column is the sum of the strategic asset allocation and the tactical deviation columns.
3 The Bloomberg Barclays US Treasury Bellwethers 10 Year Total Return Index is used as the benchmark for US government 10-year bonds.
4 The MSCI All Country World Index is used as the benchmark for global equity.
Source: WMA AAC, UBS, as of 20 April 2017. See appendix for information regarding sources of strategic asset allocations and their  
suitability, investor risk profiles, and the interpretation of the suggested tactical deviations from the strategic asset allocations. 
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In order to create the analysis shown, the rates of return for 
each asset class are combined in the same proportion as the 
asset allocations illustrated (e.g., if the asset allocation indi-
cates 40% equities, then 40% of the results shown for the al-
location will be based upon the estimated hypothetical return 
and standard deviation assumptions shown below).

You should understand that the analysis shown and assump-
tions used are hypothetical estimates provided for your gen-
eral information. The results are not guarantees and pertain 
to the asset allocation and/or asset class in general, not the 
performance of specific securities or investments. Your actual 
results may vary significantly from the results shown in this 
report, as can the performance of any individual security or 
investment.

Portfolio analytics
The portfolio analytics shown for each risk profile’s bench-
mark allocations are based on estimated forward-looking  
return and standard deviation assumptions (capital market as-
sumptions), which are based on UBS proprietary research. The 
development process includes a review of a variety of factors, 
including the return, risk, correlations and historical perfor-
mance of various asset classes, inflation and risk premium. 
These capital market assumptions do not assume any particu-
lar investment time horizon. Please note that these assump-
tions are not guarantees and are subject to change. UBS has 
changed its risk and return assumptions in the past and may 
do so in the future. Neither UBS nor your Financial Advisor is 
required to provide you with an updated analysis based upon 
changes to these or other underlying assumptions. 

Risk 
Profile ==>>                       Conservative

Moderately 
conservative

 
Moderate

Moderately 
aggressive

 
Aggressive

Taxable with  
non-traditional assets

Estimated Return 3.2% 4.3% 5.4% 6.5% 7.4%

Estimated Risk 3.9% 6.1% 8.6% 11.3% 13.9%

Taxable without  
non-traditional assets

Estimated Return 2.9% 3.9% 5.0% 6.2% 7.2%

Estimated Risk 4.0% 6.1% 8.5% 11.2% 13.6%

Non-taxable with  
non-traditional assets

Estimated Return 3.6% 4.6% 5.6% 6.6% 7.4%

Estimated Risk 4.2% 6.1% 8.6% 11.3% 13.8%

Non-taxable without  
non-traditional assets

Estimated Return 3.5% 4.4% 5.4% 6.5% 7.3%

Estimated Risk 4.5% 6.5% 8.8% 11.6% 13.6%

Asset Class                                                                 Capital Market Assumptions

Annual total return Annual risk

US Cash 2.1% 0.5%

US Government Fixed Income 1.9% 4.0%

US Municipal Fixed Income 1.8% 4.1%

US Corporate Investment Grade Fixed Income 2.8% 5.0%

US Corporate High Yield Fixed Income 4.8% 9.2%

International Developed Markets Fixed Income 1.8% 7.9%

Emerging Markets Fixed Income 4.2% 10.5%

US Large-cap Equity 7.1% 15.7%

US Mid-cap Equity 7.6% 18.3%

US Small-cap Equity 7.8% 20.1%

International Developed Markets Equity 9.4% 16.5%

Emerging Markets Equity 8.8% 24.1%

Commodities 4.4% 19.2%

Hedge Funds 5.5% 6.7%

Private Equity 12.0% 12.7%

Private Real Estate 9.8% 10.5%
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Asset Class                                                                 Capital Market Assumptions

Annual total return Annual risk

US Cash 2.1% 0.5%

US Government Fixed Income 1.9% 4.0%

US Municipal Fixed Income 1.8% 4.1%

US Corporate Investment Grade Fixed Income 2.8% 5.0%

US Corporate High Yield Fixed Income 4.8% 9.2%

International Developed Markets Fixed Income 1.8% 7.9%

Emerging Markets Fixed Income 4.2% 10.5%

US Large-cap Equity 7.1% 15.7%

US Mid-cap Equity 7.6% 18.3%

US Small-cap Equity 7.8% 20.1%

International Developed Markets Equity 9.4% 16.5%

Emerging Markets Equity 8.8% 24.1%

Commodities 4.4% 19.2%

Hedge Funds 5.5% 6.7%

Private Equity 12.0% 12.7%

Private Real Estate 9.8% 10.5%

DETAILED ASSET ALLOCATION

Additional asset allocation models

International developed markets (non-US) equity module, in %

Benchmark CIO WMR tactical deviation2 Current allocation3

allocation1 Previous Current

EMU / Eurozone 28.0 +0.0 +0.0 28.0

UK 17.0 +0.0 +0.0 17.0

Japan 22.0 +0.0 +0.0 22.0

Australia 7.0 +0.0 +0.0 7.0

Canada 9.0 +0.0 +0.0 9.0

Switzerland 8.0 +0.0 +0.0 8.0

Other 9.0 +0.0 +0.0 9.0

NOTE: Previous refers to the April 2017 ISG. Source: UBS, as of 20 April 2017

International developed markets (non-US) fixed income module, in %

Benchmark CIO WMR tactical deviation2 Current allocation3

allocation1 Previous Current

EMU / Eurozone 42.0 +10.0 +10.0 52.0

UK 9.0 +0.0 +0.0 9.0

Japan 32.0 -5.0 -5.0 27.0

Other 17.0 -5.0 -5.0 12.0

NOTE: Previous refers to the April 2017 ISG. Source: UBS, as of 20 April 2017

Footnotes
1 For the first table on this page, the benchmark allocation is based on S&P 500 weights. For the second and third tables on this page, the benchmark allocation refers 
to a moderate risk profile and represents the relative market capitalization weights of each country or region.
2 See “Deviations from strategic asset allocation or benchmark allocation” in the appendix for an explanation regarding the interpretation of the suggested tactical de-
viations from benchmark. The “current” column refers to the tactical deviation that applies as of the date of this publication. The “previous” column refers to the tacti-
cal 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 current allocation column is the sum of the CIO WMR tactical deviation columns and (the S&P 500 benchmark allocation for the first table on this page) (the 
benchmark allocation for the second and third tables on this page).

US equity sector allocation, in %

For US equity subsector 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.

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

allocation1 Previous Current Previous Current

Consumer Discretionary 12.4 +0.0 +0.0 n n 12.4

Consumer Staples 9.5 -2.0 -2.0 – – – – 7.5

Energy 6.5 +2.0 +2.0 ++ ++ 8.5

Financials 14.1 +1.0 +1.0 + + 15.1

Healthcare 13.8 +1.0 +1.0 + + 14.8

Industrials 10.1 -1.0 -1.0 – – 9.1

Information Technology 22.1 +1.0 +1.0 + + 23.1

Materials 2.8 +0.0 +0.0 n n 2.8

Real Estate 3.0 +0.0 +0.0 n n 3.0

Telecom 2.4 +0.0 +0.0 n n 2.4

Utilities 3.3 -2.0 -2.0 – – – – 1.3

NOTE: The benchmark allocations, as well as the tactical deviations, are intended to be applicable to the US equity portion of a portfolio across investor risk profiles.
Source: UBS, as of 20 April 2017.
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The performance calculations shown in Table A commence on 25 
January 2013, the first date upon which the Investment Strategy 
Guide was published following the release of the new UBS WMA 
strategic asset allocation (SAA) models. The performance is based 
on the SAA without non-traditional assets for a moderate risk 
profile investor, and the SAA with the tactical shift (see detailed 
asset allocation tables where the SAA with the tactical shift is re-
ferred to as “current allocation”). Performance is calculated utiliz-
ing the returns of the indices identified in Table B as applied to the 
respective allocations in the SAA and the SAA with the tactical 
shift. For example, if US mid cap equity is allocated 10% in the 
SAA and 12% in the SAA with the tactical shift, the US mid cap 
equity index respectively contributed to 10% and 12% of the re-
sults shown. Prior to 25 January 2013, CIO Wealth Management 
published tactical asset allocation recommendations in the In-
vestment Strategy Guide using a different set of asset classes and 
sectors. The performance of these tactical recommendations is 
reflected in Table C of the February 2017 House View Investment 
Strategy Guide.

The performance attributable to the CIO WMR tactical devia-
tions is reflected in the column in Table A labeled “Excess return,” 

Tactical asset allocation  
performance measurement

which shows the difference between the performance of the SAA 
and the performance of the SAA with the tactical shift. The “In-
formation ratio” is a risk-adjusted performance measure, which 
adjusts the excess returns for the tracking error risk of the tactical 
deviations. Specifically the information ratio is calculated as the 
ratio of the annualized excess return over a given time period and 
the annualized standard deviation of daily excess returns over the 
same period. Additional background information regarding the 
computation of the information ratio figures provided below are 
available upon request.

The calculations assume that the portfolios are rebalanced upon 
publication of the models in the CIO Letter or House View Up-
date. The computations assume portfolio rebalancing upon such 
intra-month changes as well. Performance shown is based on to-
tal returns, but does not include transaction costs, such as com-
missions, fees, margin interest, and interest charges. Actual to-
tal returns adjusted for such transaction costs will be reduced. A 
complete record of all the recommendations upon which this per-
formance report is based is available from UBS Financial Services 
Inc. upon written request. Past performance is not an indication 
of future results.

Table A: Moderate risk profile performance measurement (25 January 2013 to present) – See NOTE next page

SAA SAA with
tactical shift

Excess
return

Information  
ratio

(annualized)

Russell 3000
stock index

(total return)

Barclays Capital
US Aggregate bond
index (total return)

25 January 2013 to 31 March 2013 0.79% 0.83% 0.04% 0.9 5.59% 0.11%

2Q 2013 -2.18% -2.14% 0.04% 0.3 2.69% -2.33%

3Q 2013 3.60% 3.86% 0.26% 2.4 6.35% 0.57%

4Q 2013 3.05% 3.23% 0.18% 2.9 10.10% -0.14%

1Q 2014 2.56% 2.53% -0.03% -0.2 1.97% 1.84%

2Q 2014 3.44% 3.49% 0.05% 0.3 4.87% 2.04%

3Q 2014 -1.54% -1.71% -0.16% -1.2 0.01% 0.17%

4Q 2014 0.47% 0.73% 0.26% 1.3 5.24% 1.79%

1Q 2015 1.38% 1.69% 0.31% 2.1 1.80% 1.61%

2Q 2015 -0.18% -0.19% -0.01% -0.1 0.14% -1.68%

3Q 2015 -4.67% -5.08% -0.41% -2.4 -7.25% 1.23%

4Q 2015 1.61% 1.67% 0.06% 0.5 6.27% -0.57%

1Q 2016 2.11% 1.72% -0.39% -3.7 0.97% 3.03%

2Q 2016 2.81% 2.88% 0.08% 1.1 2.63% 2.21%

3Q 2016 2.50% 2.60% 0.10% 1.5 4.40% 0.46%

4Q 2016 -1.33% -1.13% 0.21% 3.4 4.21% -2.98%

2017 year to date 4.03% 4.13% 0.10% 2.4 4.77% 1.93%

Since inception (25 January 2013) 19.57% 20.34% 0.77% 0.4 69.60% 9.48%

Note: Performance after 27 February 2017 based on updated SAA weights as shown in Table B.
Source: UBS, as of 19 April 2017

PERFORMANCE MEASUREMENT
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PERFORMANCE MEASUREMENT

Table B: SAA for moderate risk profile investor, and underlying indices (all figures in %)

25 Jan 2013 to present
Previous SAA weights
(25 Jan 2013 – 27 Feb 2017)

New SAA weights
(27 Feb 2017 onward)

US cash (Barclays Capital US Treasury – Bills [1–3 M]) 0.0 5.0

US Large Cap Growth (Russell 1000 Growth) 7.0 10.0

US Large Cap Value (Russell 1000 Value) 7.0 10.0

US Mid Cap (Russell Mid Cap) 6.0 5.0

US Small Cap (Russell 2000) 3.0 3.0

International Dev. Equities (MSCI EAFE) 10.0 15.0

Emerging Markets Equities (MSCI EMF) 7.5 6.0

US Government Fixed Income (BarCap US Agg Government) 5.0 2.0

US Municipal Fixed Income (BarCap Municipal Bond) 35.0 40.0

US Investment Grade Fixed Income (BarCap US Agg Credit) 3.0 0.0

US Corporate High Yield Fixed Income (BarCap US Agg Corp HY) 4.0 2.0

International Dev. Fixed Income (BarCap Global Agg xUS) 4.0 0.0

Emerging Markets Fixed Income (50% BarCap EM Gov and 50% BarCap Global EM (USD)) 3.5 2.0

Commodities (Dow Jones-UBS Commodity Index) 5.0 0.0

Tactical asset allocation  
performance measurement

Note: The performance of our tactical overweight on TIPS will be measured by the Bloomberg Barclays US Inflation Linked Bonds 1 to 10 Year Total Return Index, and the 
tactical overweight on Global Equity by the MSCI All Country World Index.
Source: UBS

Table A NOTE  
Historical performance measurement

Prior to 25 January 2013, CIO WMR published tactical as-
set allocation recommendations in the Investment Strategy 
Guide using a different set of asset classes and sectors. 
The performance of these tactical recommendations is re-
flected in Table C of the February 2017 House View Invest-
ment Strategy Guide. You can obtain a copy of the Febru-
ary 2017 House View from Online Services, or from your 
UBSFS financial advisor.
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APPENDIX

Global Investment Process and Committee description
The UBS investment process is designed to achieve replica-
ble, 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 vet-
ted throughout the investment process, the Chief Investment 
Officer (CIO) formulates the UBS Wealth Management Invest-
ment House View (e.g., overweight, neutral, underweight 
stances for asset classes and market segments relative to their 
benchmark allocation) at the Global Investment Committee 
(GIC). Senior investment professionals from across UBS, com-
plemented by selected external experts, debate and rigorously 
challenge the investment strategy to ensure consistency and 
risk control.

Global Investment Committee composition
The GIC is comprised of 10 members, representing top market 
and investment expertise from across all divisions of UBS:

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

Investment committee
WMA Asset Allocation Committee description
We recognize that a globally derived house view is most ef-
fective when complemented by local perspective and applica-
tion. As such, UBS has formed a Wealth Management Ameri-
cas Asset Allocation Committee (WMA AAC). WMA AAC 
is responsible for the development and monitoring of UBS 
WMA’s strategic asset allocation models and capital market 
assumptions. The WMA AAC sets parameters for the CIO 
WMR Americas Investment Strategy Group to follow during 
the translation process of the GIC’s House Views and the in-
corporation of US-specific asset class views into the US-spe-
cific tactical asset allocation models. 

WMA Asset Allocation Committee composition
The WMA Asset Allocation Committee is comprised of five 
members:

• Mike Ryan 
• Michael Crook  
• Richard Hollmann (*) 
• Brian Rose
• Jeremy Zirin

(*) Business areas distinct from Chief Investment Office/
Wealth Management Research

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 fu-
ture expectations concerning the matters discussed in this document, a 
number of risks, uncertainties, changes in the market, and other impor-
tant factors could cause actual developments and results to differ materi-
ally from our expectations. 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 develop-

ments, 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 whether as a result of new 
information, future events, or otherwise.

Cautionary statement regarding  
forward-looking statements
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APPENDIX

Explanations about asset classes

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

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 ap-
proved by the WMA AAC. 

The strategic asset allocations are provided for illustrative purposes only 
and were designed by the WMA 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 
tolerance, return objectives and time horizon. Therefore, the strategic as-
set 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 ac-
cording to your individual profile and investment goals.

The process by which the strategic asset allocations were derived is de-
scribed in detail in the publication entitled “Strategic Asset Allocation 
(SAA) Methodology and Portfolios.” 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 Committee and 
the Investment Strategy Group within CIO Wealth Management Research 
Americas. They reflect the short- to medium-term assessment of market op-
portunities and risks in the respective asset classes and market segments. 
Positive/zero/negative tactical deviations correspond to an overweight/neu-
tral/underweight stance for each respective asset class and market segment 
relative to their strategic allocation. The current allocation 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 in-
vestors carry the underlying currency risk of such investments) unless other-
wise stated. Thus, the deviations from the strategic asset allocation reflect 
the views of the underlying equity and bond markets in combination 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.

Statement of risk
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 advi-
sors concerning the federal, state, local, and non-U.S. tax consequences 
of owning preferred stocks. Preferred stocks are subject to market value 

fluctuations, given changes in the level of interest rates. For example, if 
interest rates rise, the value of these securities could decline. If preferred 
stocks are sold prior to maturity, price and yield may vary. Adverse chang-
es 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 re-
investment decision at lower future rates. Preferred stocks are also subject 
to other risks, including illiquidity and certain special redemption provi-
sions.

Municipal bonds - Although historical default rates are very low, all mu-
nicipal 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 exter-
nal factors, including the level of interest rates, bond ratings, supply fac-
tors, and media reporting. These can be difficult or impossible to project 
accurately. Also, most municipal bonds are callable and/or subject to ear-
lier than expected redemption, which can reduce an investor’s total re-
turn. 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.
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Nontraditional Assets
Nontraditional asset classes are alternative investments that 
include hedge funds, private equity, real estate, and man-
aged 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 invest-
ment 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 per-
formance 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 in-
vestment loss; (4) are long-term, illiquid investments; there is gen-
erally 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 infor-
mation to investors; (7) generally involve complex tax strategies and 

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 sociopolitical risk, interest rate risk and 
higher credit risk. Assets can sometimes be very illiquid and liquid-
ity conditions can abruptly worsen. WMR 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 permitted under US law, WMR may from time to time rec-
ommend bonds that are not registered under US or State securities 
laws. These bonds may be issued in jurisdictions where the level 
of required disclosures to be made by issuers is not as frequent or 
complete as that required by US laws.

For more background on emerging markets generally, see the WMR 
Education Notes “Investing in Emerging Markets (Part 1): Equities,” 
27 August 2007, “Emerging Market Bonds: Understanding Emerg-
ing 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 rat-
ings (in the investment-grade band). Such an approach should de-
crease the risk that an investor could end up holding bonds on which 
the sovereign has defaulted. Subinvestment-grade bonds are recom-
mended only for clients with a higher risk tolerance and who seek to 
hold higher-yielding bonds for shorter periods only.

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 obliga-
tions 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 gener-
ally, 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-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 strategies at all times, and managed fu-
tures 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 un-
der the federal tax laws. 

• Private Equity: There are risks specifically associated with in-
vesting in private equity. Capital calls can be made on short no-
tice, 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 is-
suers located outside of the United States should be aware that 
even for securities denominated 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.
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Chief Investment Office (CIO) Wealth Management (WM) Research 
is published by UBS Wealth Management and UBS Wealth Manage-
ment Americas, Business Divisions of UBS AG (UBS) or an affiliate 
thereof. CIO WM Research reports published outside the US are 
branded as Chief Investment Office WM. In certain countries UBS 
AG is referred to as UBS SA. This publication is for your information 
only and is not intended as an offer, or a solicitation of an offer, to 
buy or sell any investment or other specific product. The analysis 
contained herein does not constitute a personal recommendation 
or take into account the particular investment objectives, invest-
ment strategies, financial situation and needs of any specific recipi-
ent. It is based on numerous assumptions. Different assumptions 
could result in materially different results. We recommend that you 
obtain financial and/or tax advice as to the implications (including 
tax) of investing in the manner described or in any of the products 
mentioned herein. Certain services and products are subject to le-
gal restrictions and cannot be offered worldwide on an unrestricted 
basis and/or may not be eligible for sale to all investors. All informa-
tion and opinions expressed in this document were obtained from 
sources believed to be reliable and in good faith, but no represen-
tation or warranty, express or implied, is made as to its accuracy or 
completeness (other than disclosures relating to UBS and its affili-
ates). All information and opinions as well as any prices indicated are 
current only as of the date of this report, and are subject to change 
without notice. Opinions expressed herein may differ or be contrary 
to those expressed by other business areas or divisions of UBS as 
a result of using different assumptions and/or criteria. At any time, 
investment decisions (including whether to buy, sell or hold securi-
ties) made by UBS AG, its affiliates, subsidiaries and 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 in-
vestment 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 op-
tions trading is considered risky. Past performance of an investment 
is no guarantee for its future performance. Some investments may 
be subject to sudden and large falls in value and on realization you 
may receive back less than you invested or may be required to pay 
more. Changes in FX rates may have an adverse effect on the price, 
value or income of an investment. This report is for distribution only 
under such circumstances as may be permitted by applicable law.

Distributed to US persons by UBS Financial Services Inc. or UBS 
Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS 
Deutschland AG, UBS Bank, S.A., UBS Brasil Administradora de Va-
lores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS Se-
curities Japan Co., Ltd, UBS Wealth Management Israel Ltd and 
UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial 
Services Incorporated of PuertoRico 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 dis-
tributes 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.

UBS specifically prohibits the redistribution or reproduction of this 
material in whole or in part without the prior written permission of 
UBS and UBS accepts no liability whatsoever for the actions of third 
parties in this respect.

Version as per September 2015.

© UBS 2017. The key symbol and UBS are among the registered and 
unregistered trademarks of UBS. All rights reserved.

Disclaimer
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POTUS 45
The acronym POTUS 
(President of the United 
States) came into use  
during the late 1800s by 
telegraph operators and 
is now commonly used in 
media. Donald Trump is 
the 45th POTUS.

Above – the US Capitol. 
Both chambers of Con-
gress met in the US Capi-
tol for the first time on 
18 November 1800.

Quick guide

Introduction    Below The implications of regulatory reform 

Orders to action Page 4 A review of Trump’s orders and the next steps

Strategist  
interviews

Page 5 Financials  Easing the burden
Healthcare  The outlook for “repeal and replace”
Energy  What’s in the pipeline

Implication matrix Page 8 Summarizing the likelihood and impact of potential policy changes

POTUS 45

A businessman in the White House
Donald Trump is no stranger to being in charge. 
But his elevation to president of the most pow-
erful country in the world will test his leadership 
capabilities in a completely new domain. Trump 
is the first US president in history to come from 
an exclusively private sector background. During 
the campaign, candidate Trump used his politi-
cal inexperience to his advantage, winning over 
disgruntled voters with his unfiltered, unconven-
tional rhetoric and vows to run the country like 
it were a business. He appealed to the interests 
of American business owners, with promises to 
eliminate red tape and create a friendlier envi-
ronment for homegrown companies to prosper. 

Video Laura Kane  
discusses this report’s 
highlights. Click to watch.

So far, President Trump has remained on point 
in this regard by making regulatory reform a top 
priority. While the process of implementing this 
reform will be fraught with political obstacles, it 
is clear, no matter what form the ultimate regu-
latory relief takes, that corporate America will be 
operating under a new set of rules. Certain sec-
tors of the economy – namely, energy, financial 
services, and healthcare – will be disproportion-
ately affected by these policy changes, giving rise 
to important investment implications.

A tall order
Almost immediately after taking office, President 
Trump took action on changing the rulebook 
for US businesses. On the day of his inaugura-
tion, the new president released an executive 
order focused on reducing the economic and 
regulatory burdens of the Patient Protection and 
Affordable Care Act (the ACA or Obamacare). 
Days later, he issued memoranda paving the 
way for continued construction of the Keystone 
XL and Dakota Access pipeline projects. And by 
the end of his first two weeks, he had ordered 

By Laura Kane, CFA, CPA, Thematic Research




