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Buoyed by a December rally, the S&P 500 managed to close out 2020 with a gain of
more than 16%. The surge in stocks has sparked fears that markets have gone too
far, too fast. Although some elements of the market bear the hallmarks of a frothy
environment, we believe that these excesses are mostly limited to select areas.
In our Feature article, we investigate the conditions that led to previous bubbles, such
as cheap financing, easy access to investments, the incentive to engage in speculative
activity, and a technological or political “spark.” Some of these elements do exist
today, but although we see pockets of speculation, the broader equity market is not in
a bubble, in our view. We believe the equity market overall still looks appealing relative
to bonds.
In this month’s Asset allocation implementation section, we walk through our
positive outlook on risk assets, which are supported by an improving economic recovery
and accommodative policy. With COVID-19 vaccinations expected to be well underway
by late 2Q, we expect economic activity to normalize by roughly the middle of the
year. We keep equity and credit as the most preferred asset classes, being that equity
provides good upside in the economic recovery and credit should hold steady in the
new year. We prefer higher beta asset classes, such as small- and mid-caps, which
typically outperform early in periods of expansion.
In the Thematic Spotlight, we discuss how the events in 2020 will create long-lasting
effects and investment implications in the decade ahead. The “Blue Sweep” election
outcome—as well as the acceleration of technology integration stemming from the
pandemic—have paved the way for sustainability and digitalization transformation to
further disrupt industries in the decade ahead.
We hope you enjoy this edition of the House View.
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Sparkles and bubbles

Equity excess?

Bond bubble?

Irrational exuberance?

Asset allocation

Some elements of the current rally are consistent with
bubbles according to our
framework. We see pockets of speculation, but the
broader equity market is not
in a bubble, in our view.

By some measures, bond
markets can be described as
a bubble. But central banks
have almost unlimited capacity to maintain their policies.

The cryptocurrency markets
are exhibiting signs of excessive speculation and the IPO/
SPAC markets are the hottest
in two decades. But these
markets do not yet pose
a broader systemic risk.

We retain a pro-risk stance.
We move our preference for
UK equities back to neutral
after their recent good performance and shift focus toward
emerging market stocks.

I have some gray hairs. I am glad there are people in this world who lovingly call them
“sparkles.” If you have sparkles, too, then you have also lived through some market
bubbles. The experience that brought about those sparkles has taught me that market
environments that feature cheap financing, easy access to investments, the incentive to
engage in speculative activity, and a technological or political “spark” tend to lead to
bubbles. These conditions exist today.

Mark Haefele
Global Chief Investment Officer
Wealth Management
Follow me on LinkedIn
linkedin.com/in/markhaefele

Follow me on Twitter
twitter.com/UBS_CIO

Bond prices are so elevated that a quarter of all global bonds are trading with negative interest rates. Tesla now has a market cap bigger than all major listed automakers
in Europe, Japan, and the US combined. The US IPO market is the hottest in more
than two decades, with first-day performance averaging 40%. Tapping into investor
demand for new listings, special-purpose acquisition companies (SPACs) raised more
than USD 70bn in 2020, more than the entire prior decade combined. Bitcoin almost
quadrupled in just three months.
Last year, we noted that ultra-low interest rates and government stimulus would push
investors toward accepting the idea that “There Is No Alternative” to equities. This idea
is now more widely accepted, and is leading to individual speculative bubbles. But with
new fiscal stimulus being added to already accommodative monetary policy, we think
the equity market overall still looks appealing relative to bonds. We therefore retain a
pro-risk stance.
That said, we focus equity exposure away from some of 2020’s winners (particularly
US mega-caps), and toward lesser-valued emerging market stocks. We also move our
preference for UK equities back to neutral after their good recent performance. Within
fixed income, in the context of continued low yields, we like hard-currency emerging
market sovereign bonds and, for investors based outside the US, Asia high yield credit.
For long-term growth, we continue to see the best current opportunities in a diversified
exposure to companies positioned in 5G, fintech, greentech, healthtech, and within
private markets.
My sparkles also taught me that trees don’t grow to the sky, and in the months ahead
we will need to pay particular attention to risks of a monetary policy reversal, rising
equity valuations, and the rate of the post-pandemic recovery.
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In the remainder of this letter, we address some of the key questions we have been
asked about bubbles in today’s markets. Only one year ago, when markets were starting to crash, investors faced a seemingly different set of challenges than today. Yet by
dealing with their emotions, diversifying, and keeping a watchful eye, investors can
successfully protect and grow their wealth.

Where do you see bubbles today?
The presence of sufficient oxygen, heat, and fuel—the “fire triangle”—combined with a
spark, will trigger a fire. In Boom and Bust: A Global History of Financial B
 ubbles, authors William Quinn and John D. Turner argue that a similar principle applies to financial markets. Sufficient marketability, access to credit, and willingness to engage in speculative activity, combined
with technological or political “sparks,” are preconditions that tend to trigger market bubbles.
Today, all of the preconditions for
bubbles to emerge are in place.

Today, all of the bubble preconditions are in place. Financing costs are at record lows,
new participants are being drawn into markets, and the combination of high accumulated savings and low prospective returns on traditional assets create both the means
and the desire to engage in speculative activity. At the same time, accelerated digitalization has generated a compelling narrative about technological change, while elevated
debt levels create the political imperative to support asset markets.

Equities

Government bonds

Cryptocurrencies

IPOs and SPACs

Are prices high
relative to traditional
measures?

Yes. Equity valuations
are high based on
P/E ratios.

Yes. Financial repression
has pushed bond prices
above fair value implied
by expected growth
and inflation.

Yes. Traditional metrics
are not applicable, but a
fourfold increase in three
months looks excessive.

Yes. in terms of the size of
first-day IPO price rises and
the amount of capital raised
by SPACs.

Are prices discounting future
rapid price a ppreciation?

No. Valuations can be
justified in the context
of bond yields. Long-term
return expectations
are low.

No. Few investors, including central banks, own
government bonds in
the expectation of rising
prices.

Yes. Speculation appears to Yes. First-day IPO
performance is the highest in
be playing an important
around two decades.
role in rising prices.

Are purchases
being financed by
high leverage?

No. Margin lending is
currently lower than
historical norms.

Yes. Central bank balance
sheets grew by USD 8 trillion in 2020.

No. High levels of volatility No. IPOs are generally not
mean leverage is difficult to funded by leverage.
employ.

Are buyers or
companies making
forward purchases?

Yes. Call option volumes
are elevated.

Yes. Central banks have
made forward purchase
commitments.

Yes. The entire market is an Yes. SPACs are an effective
“forward purchase” on a
effective “forward
future investment
purchase.”
opportunity.

Have new participants entered
the market?

Yes, as seen from new
account openings on digital platforms and
increased share of capital
flows from retail investors.

Yes. New wallet growth
Yes. Central banks now
indicates increased
own more of the government bond market; the Fed participation.
owns 24% of US Treasuries, up from 9% in 2009.

Is there broad bullish
sentiment?

Yes. The bull-bear spread
of investor sentiment
from the American Association of Individual Investors (AAII) is more than
twice the average (19 vs.
8 on average since 1990).

No. Consensus expects
yields to rise.

Yes. SPACs raised a record
Yes. Cryptocurrency
investors almost uniformly volume of new funds in
expect higher prices or user 2020.
adoption.

Does tightening risk p
 opping
the bubble?

Yes. Higher bond yields
or interest rates would
make valuations look less
appealing.

No. Central banks themselves control the path
of the bubble. Inflation
looks far off.

Yes. Higher interest rates
may not be meaningful,
but regulation or taxation is
a potential risk.

Yes. SPAC sponsors now
include politicians and
celebrities.

Yes. Higher yields would
likely reduce the appeal of
growth stocks, which make
up a high share of the IPO
and SPAC markets.

Source: UBS
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So, we should expect to see some bubbles emerging. Identifying bubbles while they
are occurring is notoriously challenging. However, drawing on attempts by economic
historian Charles Kindleberger and by Bridgewater Associates’ Ray Dalio to put a
rational framework around irrational exuberance, we list in the table above a number of
features of historic bubbles and attempt to apply them to various assets today.
In short, we do not think equities as a whole are in a bubble, although we see signs of
irrational exuberance in the crypotcurrency markets, and note that IPO and SPAC markets look hot. Government bonds can be considered to be in a bubble by many metrics,
though this bubble is unlikely to “pop,” given that it is supported by policymakers
themselves.

Are equities in a bubble?
Even though there are reasons
for concern, we do not believe equities as a whole are in a bubble.

There are reasons for concern, but we do not believe that equities as a whole are in a
bubble.
The 21% return on US equities and 16% return on global equities in 2020 have left
stocks looking expensive on price-to-earnings ratio (P/E) metrics. The S&P 500 trades on
a forward P/E of 22.5x and the Nasdaq at 33.5x. Since 1880, the US market’s cyclically adjusted P/E (CAPE) has only been higher in 1929 and 1999–2000, prior to stock
market crashes.

Figure 1

Figure 2

Nasdaq forward P/E

S&P 500 forward P/E

80x

25x
23x
21x
19x
17x
15x
13x
11x
9x
7x
5x
1985

70x
60x
50x
40x
30x
20x
10x
0x
1989

1997

2005

2013

2021

1991

1997

2003

2009

2015

2021

Average since 1985
Source: Reﬁnitiv Datastream, as of 6 January 2021

New participants are entering
the market.
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There are also elements of the rally that are consistent with bubbles according to our
framework. The rally has coincided with new participants entering the market: Platforms like Robinhood, which added more than 3 million users in 2020, have contributed to broadening the accessibility of stocks. Retail investors now account for a full 20%
of US equity order flow, up from just 10% in 2010, and roughly equivalent to flows
from banks, hedge funds, and long-only funds combined.
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Figure 3

US equity order ﬂows, by source
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Options activity and the growth in the SPAC market also suggest a willingness to “buy
forward.” Average trading in call options has more than doubled over the course of
2020, and put-to-call ratios are indicative of prevailing bullish sentiment. This is also
backed up by equity flows. Global equities recorded USD 46.4 billion of weekly inflows
in the week ending 16 December, exceeding a prior record of USD 45 billion, which
itself was only set on 11 November. As of 11 January, net inflows into equities over the
past three months had reached USD 213 billion.
Figure 4

Figure 5

Call option volumes, in thousands,
20-day moving average
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Options activity and the growth
in the SPAC market also suggest
a willingness to “buy forward.”

Source: Bloomberg, UBS, as of 11 January 2021

However, although these signals bear monitoring, we do not think that equities as
a whole are in a bubble.
First, although leverage can increase rapidly, it remains contained for now. Persistently
high levels of equity market volatility through 2020 have helped prevent hedge funds
and risk parity funds from adding leverage through the rally, although recently there
have been indications that leverage is rising. Meanwhile, margin debt relative to the
S&P 500 market cap is at lower levels then the norm for much of the past decade.
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Figure 6

Figure 7

Margin debt as a % of
S&P 500 market cap
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Stripping out the rally in mega-cap
tech stocks, the S&P 500 only rose
6% in 2020.

Source: Bloomberg, UBS, as of 11 January 2021

Second, we can point to large parts of the market that are not expensively valued by historical comparison. For example, stripping out the FAAMNG stocks (Facebook, Amazon,
Apple, Microsoft, Netflix, and Google), the S&P 500 only rose 6% last year.
Excluding IT and the IT-related parts of consumer discretionary, the forward P/E for
global stocks drops from 20.2x to 17.7x. On a cyclically adjusted basis, P/E ratios are
close to, or below, long-term averages in all major markets except for the US, where
valuations have been skewed higher by mega-cap tech stocks.

Valuations of equity indexes look
more reasonable if we consider
the backdrop of low interest rates.

Finally, valuations of equity indexes look more reasonable if we consider the backdrop
of low interest rates. Nobel laureate Robert Shiller’s “excess CAPE yield” implies a
forward-looking excess return of equities over bonds of around 3.8%, consistent with
long-term averages. An equity risk premium (ERP) approach, comparing equity earnings
yields with benchmark yields, shows similar results, with stocks looking cheap relative to
bonds.
Of course, collapsing bubbles can, in the right circumstances, drive broader economic
weakness and impact the equity market even if the market itself is not in a bubble.
However, the parts of the market that may be experiencing bubbles today (such as cryptocurrencies) do not appear to be highly interconnected with the financial system and
are not particularly capital- or labor-intensive. This should limit the broader economic
fallout and impact on corporate earnings more broadly, in the event of any individual
bubbles collapsing.
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Figure 8

Figure 9

Excess CAPE yield and
annualized subsequent 10-year
total excess return
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Source: Factset, UBS, as of 11 January 2021

Are government bonds in a bubble?
Talk of a bond bubble is hardly new: Yields on 10-year US yields have been in a secular
downtrend since the early 1980s. But with central banks around the world printing
more than USD 8 trillion in 2020 to support economic recovery, fears of a bond market
bubble are rising.
We currently do not see conditions that could change central
banks’ minds about keeping monetary policy ultra-loose over our
medium-term investment horizon.

By some measures, the current setup can be described as a bubble: It involves new market participants (in the form of central banks), leverage (of central bank balance sheets),
an element of speculation (that the easing will work), forward commitments, and prices
that are at record highs. But whereas other bubbles are prone to collapsing because
of a sudden shift in buyers’ sentiment, a lack of new funds, or changes in regulation,
central banks have almost unlimited capacity to maintain their policies, if they see fit.
So the question becomes: When will central banks, and most importantly the Federal
Reserve, take away the punchbowl? We currently do not see conditions that could
change their minds about keeping monetary policy ultra-loose over our medium-term
investment horizon:
– Inflation is not a threat. After the global financial crisis, the Fed did not hit its inflation
target sustainably even after a decade-long expansion, and the COVID-19 pandemic
has now delivered an additional severe disinflationary shock. Given elevated unemployment and ample spare capacity, a prolonged rise in inflation is likely to be years
off.
– The Fed’s reaction function has changed, even if inflation rises. In the past, the Fed
acted under the assumption that inflation has momentum and that, in order to prevent an undesired overshooting, it needed to hike proactively in advance of inflation
rising to target. But the Fed has now shifted to an average inflation target approach,
meaning it will deliberately wait until inflation is overshooting 2% before hiking rates.
Fiscal policymakers are also committed to running the economy “hot” to support the
recovery.
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– The yield curve is unlikely to steepen much further. One of the main arguments
for steeper curves is the increased bond issuance required to fund the deficit. But
there is no empirical evidence from the past several decades to support the idea that
greater supply leads to higher yields in the US. Increasing debt means peak Fed funds
continues to move lower each cycle—last cycle’s equilibrium appeared to be about
1.6%. And the appointment of former Fed chair Janet Yellen as US Treasury Secretary
could also suggest increased willingness to use fiscal stimulus in combination with
easy monetary policy.
By design, policymakers have chosen to make safe assets expensive,
and risky assets relatively appealing. There are reasons to believe
this policy environment may
persist for years.

By design, policymakers have chosen to make safe assets expensive, and risky assets
relatively appealing. This may lead to higher valuations relative to history, but there are
reasons to believe this policy environment may persist for years.

Are cryptocurrencies a bubble?
Recently, the UK’s financial regulator, the Financial Conduct Authority, warned that
cryptocurrency investors should be prepared to accept total loss. With the weekly
volatility in Bitcoin exceeding that of the annual volatility in stocks, we think investors
looking to protect and grow their wealth over the long term should maintain discipline
and exercise extreme caution on cryptocurrency speculation. Read more in our recent
publication on Bitcoin.

We think investors looking to protect and grow their wealth over
the long term should maintain
discipline and exercise extreme
caution on cryptocurrency speculation.

Given the absence of cash flows or widespread use cases for cryptocurrencies, valuing
these assets in a traditional way is challenging. Indeed, one could view cryptocurrencies
as an effective “forward purchase” (one of the hallmarks of a bubble) on future use
cases being developed. Yet whatever these uses might be, it would seem improbable
that they could have changed so dramatically as to drive a fourfold increase in price in
just three months.
Publicly available data from blockchain.com, the world’s leading Bitcoin wallet provider,
shows 1 million new wallets were created in the past three months, as many as were
created in the prior year, meaning that new users appear to have been attracted by
rising prices. It also shows a significant increase in the number of addresses used
(roughly equivalent to daily users), likely indicative of an increase in speculative trading activity. While still in its infancy, the open interest in the Bitcoin futures market has
also increased more than threefold since October. All this, and with 95% of coins held
by just 2.5% of addresses (note that one user can also have multiple addresses), the
potential for price “squeezes” should also be evident.
Of course, finding signs of speculation and timing a collapse are different things. In the
past, regulatory fears have contributed to declines in cryptocurrency prices. Prices have
also fallen sharply without an obvious catalyst (for example, the 69% drop following
the December 2017 bubble). But the history of bubbles should teach us that they can
also inflate further and for longer than seems plausible. Changes in the way assets are
perceived can also mean that bubbles may never fully deflate, and this could hold true
for cryptocurrencies, too. Remember that gold has been described as the world’s oldest
bubble.
That said, with prices currently likely being driven more by speculation than fundamentals, investors looking to protect and grow their wealth should exercise extreme caution.
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Figure 10

Figure 11

Bitcoin price, in USD
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Figure 12

Figure 13
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Do the hot IPO and SPAC markets pose a risk?
Even if sentiment changed and
the IPO and SPAC markets cooled,
we don’t think they are currently
big enough to have systemic consequences.

Since few will invest in every new IPO and SPAC, it is hard to talk about the valuation of
the IPO and SPAC markets. But even if sentiment changed and the IPO and SPAC markets cooled, we don’t think they are currently big enough to have systemic consequences. In the US, a record of over USD 65 billion was raised in IPOs in 2020 (plus more than
70 billion in SPACs), with average first-day returns around 40% (AirBnB, for example,
jumped 113% on day 1). The Chinese IPO market was even hotter, with around USD
100 billion raised and first-day returns for China-domiciled IPOs close to 80%. Reminders of the dotcom era are clear.
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Figure 14

Figure 15

Average US IPO ﬁrst-day return,
in %
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Yet the total money invested in IPOs is negligible in the context of the overall equity
market. A crash in the IPO market might destroy several hundred billion dollars in total
wealth, compared with a USD 34 trillion total market cap for US equities. Limited leverage used to make these investments also means the systemic risk is low.
Second, financial bubbles are costly for an economy if they entail a significant mis
allocation of capital to unproductive investments. But with the current batch of IPOs
focused on relatively capital-light businesses, and with the roughly USD 65 billion raised
in 2020 equivalent to just over 0.25% of US GDP, even if capital is being misallocated, it
doesn’t appear to be particularly large in scale.
Finally, frothy IPO prices would be a larger concern if they were indicative of a buildup
of excesses in the overall equity market. But as discussed earlier, we do not think that
equity markets as a whole are in a bubble.

How should I think about investing in a speculative environment?
With certain assets soaring, there
are temptations to try and hitch a
ride. But getting rich and staying
rich require different attitudes to
fear and greed.

1) Face your fear of missing out (“FOMO”). We chose to take on the bubble question directly in this letter not to scare investors out of equities, but to help create better
conversations around the emotional side of investing. With certain assets soaring, there
are temptations to try and hitch a ride. But getting rich and staying rich require different
attitudes to fear and greed. In a speculative environment, investors looking to protect
and grow their wealth over the long term will need to remain disciplined. Our Liquidity.
Longevity. Legacy.* approach to wealth management should help investors right-size
risky investments and keep their portfolios aligned with their financial goals.
2) Think beyond the bubbles. One reason that bubbles can be so deceptive is that
there is often a grain of truth behind their narratives. The dotcom bubble, for example,
correctly anticipated the impact of the internet. Many of the narratives linked to today’s
bubbles may also prove to be correct. Investors may be able to capture some upside but
reduce the risk associated with bubbles by identifying the narrative, yet investing in a
more diversified way. Today, investor excitement about fintech, industry disruptors, and
green technology is contributing to individual asset price bubbles. But when investing

* Time frames may vary. Strategies are subject to individual client goals, objectives, and
suitability. This approach is not a promise or guarantee that wealth, or any financial
results, can or will be achieved.
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in them is done in a diversified way, we think each of these themes represent attractive
opportunities for the decade ahead.
3) Invest around the bubbles. Some assets do look expensive, and may even be “in
a bubble.” But this clearly does not apply to every single listed equity. We continue to
see attractive opportunities among more cyclical companies, sectors, and markets as
the post-pandemic recovery gains ground. We maintain a preference for global smalland mid-caps, and this month we shift our preference for global equities to focus on
emerging market stocks, which are cheaper and should benefit from a global economic
recovery. This is consistent with the “Diversify for the Next Leg” message discussed in
our Year Ahead outlook.

Key scenarios and asset class impact
Investment ideas

Scenario

Upside

Central

Downside

Top ideas

1. Position for a weaker dollar
2. Invest in “The Next Big Thing”
(5G, fintech, h
 ealthtech, greentech)

1. Go cyclical for the recovery
(including EM equities)
2. Hunt for yield (including
dividends and credit)
3. Buy into sustainability
4. Diversify into private markets

1. Protect against the downside
(using gold, dynamic allocation
strategies, long duration, and
option structures)
2. Ease into markets

Description

Developed countries’ GDP returns
to prepandemic levels by end2021

Developed countries’ GDP returns
to prepandemic levels in 2022

Developed countries’ GDP returns
to prepandemic levels in 2023
or later

Central banks stay accommodative, but start to consider tightening in late 2021 or early 2022

Real rates remain low and stable
over the next 12 months

Discretionary fiscal impulse continues to support the economy
Lower real rates and a weaker dollar boost global growth over the
next 12 months
Vaccine rollout accelerates; sufficient part of the key risk group are
vaccinated in 1Q
A partial rollback of existing trade
tariffs raises global growth

Central banks stay accommodative

Fiscal impulse fades moderately
and gradually, as governments
adapt to economic recovery
Recurring COVID-19 waves are
likely, but limited public fear
and restrictions fade gradually
with sufficient vaccinations by
mid-2021
Global trade policy is more
nuanced and the US takes a
targeted approach

Diminishing fiscal impulse is unable
to compensate for economic
weakness
Initially, monetary policy is
supportive, but eventually tapers as
inflation rises (bad tapering)
Vaccine availability is delayed, or
vaccines show lower efficacy than
initially thought
Heightened public fear of
COVID-19 and strict restrictions on
business activity keep recurring
throughout 2021
Growth is hurt by renewed
global trade tensions
An asset price bubble inflates and
then bursts

Asset class
impact
(targets for
December
2021)

Spot*
S&P 500

3,794

4,300

4,000

3,200

Euro Stoxx 50

3,612

4,100

3,800

3,000

MSCI EM

1,350

1,600

1,450

1,050

SMI

10,875

USD IG spread** 67
USD HY spread** 382

12,000

11,300

9,500

50bps / +1.5%

80bps / +1%

200bps / –3%

320bps / +6%

400bps / +4.5%

700bps / –10.5%

EMBIG spread**

349

280bps / +9.5%

340bps / +6,5%

550bps / –7%

EUR USD

1.22

1.32

1.27

1.22

Gold

1,843

USD 1,500 –1,600/oz

USD 1,800/oz

USD 2,000 –2,100/oz

* Spot prices as of 12 January 2021.
** During periods of market stress, credit bid-offer spreads tend to widen and result in larger ranges. Percentage changes refer to expected
total return (t.r.) for the indicated spread levels.
Note: asset class targets above refer to the respective macro scenarios. Individual asset prices can be influenced by factors not reflected in the macro
scenarios.
Source: UBS, as of January 2021
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FEATURE

One risk with the presence of bubbles is that fear of collapse leads
investors to forgo opportunities,
and structural shifts often look like
bubbles in their early stages.

4) Be prepared to ride the waves. One risk with the presence of bubbles is that fear
of collapse leads investors to forgo opportunities, and structural shifts often look like
bubbles in their early stages. For example, Apple stock has risen six times since this
article declared it was a bubble, Amazon stock has risen tenfold since this pronouncement, and even the broad S&P 500 has more than doubled since these comments were
made. Provided investors diversify well and keep a long-term view, we think it will pay
to remain invested in a diversified portfolio of stocks. With interest rates set to stay
low for an extended period, sitting in cash out of fear of being caught in a collapsing
bubble is likely to be more costly than being invested over the long term, in our view.

Top investment ideas for the year and decade ahead
We see further upside for equities,
particularly those with exposure to
a cyclical recovery.

Go cyclical for the recovery
We see further upside for equities, particularly those with exposure to a cyclical recovery. At this time we like global small-caps, and have added a preference for financials
in the Eurozone, given their low valuations and solid earnings prospects. Regionally, we
continue to see better relative performance prospects outside the US. That said, after a
strong performance that narrowed the UK market’s valuation discount to global equities, we have closed our preference for UK stocks.
We have shifted our preference toward emerging markets, where we see valuations as
more attractive than global stocks. In Asia, we have a preference for Chinese equities,
given strong EPS trends, reduced domestic and international policy uncertainties, and
supportive monetary policy. Within the Chinese tech space, while the bipolar technology race should continue between the US and China, unilateral actions like delisting are
less likely under the new US administration. In an extreme scenario of delisting, affected
stocks might experience sharp corrections (15–20%) as a knee-jerk reaction, but focus
should eventually shift back to medium- to long-term fundamentals. In our view, recent
share price corrections have discounted most of the concerns over tighter regulation of
the Chinese internet space.

We retain our view for further
US dollar weakness in 2021 and
prefer more cyclical currencies.

Position for a weaker dollar
We retain our view for further US dollar weakness in 2021. We think that as the recovery gathers pace, driven by vaccine rollouts, more cyclical currencies (euro, the British
pound, select oil-linked currencies) have upside potential. We expect a corresponding
decline in demand for safe-haven assets, such as the US dollar.
Invest in “The Next Big Thing”
The next decade will likely reward investing in the companies using technology to
disrupt other sectors. We expect “The Next Big Thing”—market segments where
over the next decade earnings could triple due to a large potential market (over
USD 200bn), a disruptive catalyst to spur growth, and a cyclical catalyst to kick-start
things in 2021—to materialize from the 5G rollout, fintech, healthtech, or greentech.

While we expect economic normalization to put some upward pressure on long-term rates, we expect
increases to remain modest.
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Hunt for yield
The Fed continues to anchor short-term rates close to zero. In our base case, policy
rates remain unchanged for several years, facilitated by a slow acceleration in inflation
expectations. While we expect economic normalization to put some upward pressure
on long-term rates, we expect increases to remain modest. We still favor opportunities
in the riskier end of the bond market, including USD-denominated emerging market
sovereign bonds and, for investors based outside the US, Asian high yield credit. We
think there is room for further, though limited, spread compression, and yields remain
attractive at 4.8% and 7.2%, respectively. We also continue to recommend consider-

FEATURE

ing alternative strategies to boost income, including selling still-elevated volatility and
employing leverage if appropriate.

Many of the highest-growth opportunities in the decade ahead
are set to be sustainability-linked,
such as greentech.

Private markets, although not
without risk, may offer an effective way to enhance portfolio
returns and diversification in the
decade ahead.

Buy into sustainability
Sustainable investing remains our preferred solution for clients looking to invest globally. Governments, businesses, and individuals are driving a shift toward sustainable
investment, and many of the highest-growth opportunities in the decade ahead are
set to be sustainability-linked, such as greentech. In a post-pandemic world, we believe
companies that reduce their environmental footprint, strengthen their supply-chain
relationships, and embrace diversity are likely to benefit.
Diversify into private markets
We expect returns on traditional assets to be lower in the coming decade. In this
context, private markets, which come with a distinct set of opportunities and risks, may
offer an effective way to enhance portfolio returns and diversification. The asset class
has historically generated higher returns than listed markets, although it requires committing over a longer-term investment horizon. The current economic environment—
one shaped by the negative economic fallout of the pandemic, low interest rates, and
rapid technological change—offers a broad range of opportunities for private market
managers, including investing in dislocations, enhanced yield, and long-term growth.

Mark Haefele
Chief Investment Officer
Global Wealth Management
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ASSET ALLOCATION IMPLEMENTATION

Asset allocation implementation
The UBS House View is our current assessment of the global economy and financial
markets, with corresponding investment recommendations. The asset allocation
implementation of this view can vary based on the portfolio types and objectives.

Our tactical asset class preferences
Most preferred
• US mid-cap equities
• US small-cap equities
• International developed small-cap equities
• NEW Emerging market equities
• Senior loans
• Emerging market dollar-denominated sovereign bonds
• Oil
Least preferred
• US large-cap growth equities
• US large-cap value equities
• US government bonds
Neutral
Downgraded from

•
•
•
•

Most preferred

NEW Global

equities
NEW UK equities
NEW Treasury Inflation-Protected Securities (TIPS)
NEW Gold

Implementation guidance
The outlook for risk assets, especially equities, over the next
six to 12 months remains positive. Near-term slowing in the
recovery due to the rising number of COVID-19 cases should
give way to accelerating and above long-term-trend US and
global growth. After a disappointing start, the vaccination rollout is rapidly increasing and over half of the US population is
likely to receive the vaccine by mid-year, which should lead to
a normalization of economic activity. In addition, another fiscal
stimulus package of between USD 500bn and 1tr is likely, possibly before the end of 1Q, while we expect monetary policy
to maintain its current accommodative stance throughout the
year. This environment of improving growth and stimulative
policy has historically been very favorable for risk assets.
Consequently, we keep equities as a most preferred asset class,
while becoming more selective within fixed income as yields remain
very low and credit spreads have tightened further over the past
month. The market rotation observable in returns over the past few
months is likely to continue, favoring economically sensitive assets
that typically outperform early in the expansion phase of the cycle
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and which have lagged the past few years. Equity volatility should
moderate in 2021, although the markets now have to price for
both upside and downside risks, which could keep volatility from
fully normalizing. The rise in Treasury yields and inflation expectations over the past month is indicative of the market pricing in the
expected improvement in growth and ongoing policy support. After sizable moves in a matter of weeks, it’s likely that the pace of a
further increases in both will be much more moderate.
Equities
With the tailwinds of economic recovery, vaccine rollout, and
ample policy support, we continue to expect good upside for
equities in all regions during 2021, with total returns near 10%
based on CIO year-end price targets. Consequently, we maintain
equities as our most preferred asset class. But we shifted our
most preferred regional status from global equities to emerging
markets (EM). Global equities are a market capitalizationweighted allocation to equities in all regions, with slightly more
than 50% in the US, which meant we didn’t have a regional
preference. The shift to favor EM is based on the expected
global recovery benefiting the economically sensitive EM stocks,
supported by an improving earnings outlook, likely further depreciation in the USD, and a bounce-back in China’s tech sector.
To position for the market rotation, we keep small- and mid-cap
US and international developed market equities as the most preferred sizes. Faster earnings growth and valuations discounts for
small- and mid-caps relative to large-cap equities should lead
to outperformance over the next six months. They also typically
outperform in the early stages of the expansion. For now, we
maintain a neutral view on growth vs. value, but do recommend
that investors allocate to sectors and styles that have lagged in
the recovery this year.
Among US equity sectors, we continue to recommend a cyclical tilt, preferring financials (we expect a sharp reversal from
the weak 2020 earnings that were driven by collapsing interest rates), consumer discretionary (key beneficiary of economic
reopening), industrials (recovery in economic data points to outperformance historically), and healthcare (political risks priced
in, cheaper valuations). Our least preferred sectors remain consumer staples (relatively expensive defensive sector), real estate
(some segments will continue to face very challenging business
conditions), and utilities (defensive sector likely to lose investor
interest as the recovery continues).

ASSET ALLOCATION IMPLEMENTATION

Internationally, we moved UK equities back to neutral. While
they remain attractively valued relative to other regions, they
have priced in an earnings recovery and lack near-term catalysts
for outperformance as the country deals with an escalating COVID-19 crisis. Within emerging market, we like value equities,
which should benefit from the improving global economy and
the catch-up performance by regions that have lagged this year.

Our preferences

Most of the rise in the 10-year yield has been due to higher inflation expectations, which now exceed 2%. Consequently, we
downgraded Treasury Inflation-Protected Securities (TIPS) from
most preferred to neutral status. The markets are pricing in the
recovery in growth and inflation, as market-implied expectations
are now higher than actual inflation. While we expect inflation
to rise modestly over the medium term, TIPS already reflect this
outcome.

US HY Corp FI

Real assets
This month we shifted gold from most preferred status to neutral. Gold benefited from the rise in inflation expectations, but
higher Treasury yields are now likely to be driven primarily by higher
real rates, which hit record lows at the start of the year. Gold has
moved inversely with real rates, so a rise in the latter diminishes
gold's full-year outlook. Investor flows into gold have also eased as
a number of potential risks related to policy and the vaccines have
declined. Our year-end price target for gold is USD 1800/oz.
We are neutral on other commodities, except for oil, which remains most preferred. We continue to see upside in the price of
oil this year as the global economy recovers, but after a strong
rebound over the past couple of months, it may be range bound
until the recovery fully takes hold.

Most
preferred

Fixed Income
US Gov't FI

Additionally, we maintain a preference for green bonds. Their
spreads are comparable to investment grade corporate bonds,
but have a more defensive tilt due to their sector composition.

Neutral

Cash

Fixed income
Over the past month, the 10-year Treasury yield surpassed 1% for
the first time since the pandemic began, while credit spreads tightened to post-pandemic lows. In the near term, we expect Treasury
yields to be range bound on lingering pandemic and growth concerns, but to drift modestly higher by year-end, with the 10-year
yield around 1.3%. As a result, we have a relatively neutral view on
duration and do not favor any particular part of the Treasury curve.
A larger move higher in the 10-year above 1.5% is possible in a “taper tantrum” scenario caused by the Fed unexpectedly dialing back
its bond purchases, but we view this as unlikely.

After a very strong year in 2020, we expect credit to be a “clip
the coupon” asset class in 2021. We don’t expect spreads
to tighten any further during the year, with the exception of
emerging market US dollar-denominated sovereign bonds and
senior loans in the US. Thus, we maintain a neutral view on investment grade and high-yield corporate credit. Senior loans
offer more credit risk protection than high-yield bonds and are
floating rate instruments, and will not be adversely affected by
rising interest rates.

Least
preferred

US Gov't Short
US Gov't Intermediate
US Gov't Long
TIPS
US MBS
US Municipal
US IG Corp FI

Senior Loans
Preferreds
CMBS
EM Hard Currency FI
EM Local Currency FI

Equity
Global Equity
US Equity
US Large Cap Growth
US Large Cap Value
US Mid Cap
US Small Cap
Int'l Developed Markets
Int‘l Developed Small Cap
UK
Eurozone
Emerging Markets

Other
Commodities
Gold
Oil
MLPs
US REITs
Note: See explanations about asset classes in the Appendix.
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BULL MARKET MONITOR

Bull Market Monitor
Equity markets have hit new record highs, confirming the bear market in 1Q20 as the
shortest in history. Sustaining the rally from this point will be difficult without positive
trends in the economy.
Current status
Economic conditions have improved, but activity remains far below
normal levels in some sectors and payrolls are ten million below the
prepandemic level. More social distancing restrictions have been imposed and some measures of mobility have deteriorated.

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

What‘s new?
Recent data has been a mixture of good and bad news, which overall
indicates that the economic recovery is slowing as new COVID-19
cases hit record highs. Nonfarm payrolls fell by 140,000 in December after strong gains in previous months. Congress finally passed
another fiscal package at the end of December, and in our view,
this reduces downside risks in the near term. The Federal Reserve is
indicating that it expects to keep rates near zero at least through the
end of 2023, but tapering of its asset purchases could begin much
sooner. Vaccinations got off to a slow start, but are now ramping up.
Financial conditions are extremely easy. The yield curve has steepened
with the short end near zero and the long end rising. Spreads on
corporate debt have narrowed to prepandemic levels. Mobility has
deteriorated, but is still much better than at the peak of lockdowns
last April.

Previous

Economic indicators
Growth (relative to potential)

Below

Above

Labor market

Shrinking

Growing

Mobility (relative to normal)

Restricted

Unrestricted

Inflation (relative to 2%)

What are we watching?
We are carefully monitoring the spread of the virus and its impact on
the economy, as well as the pace of vaccinations and the approval of
more vaccines. It will be difficult for the recovery to make progress
unless COVID-19 case counts decline and restrictions can be lifted.
Successfully reopening schools would be an important step in getting
more people back to work. We will watch the take-up of Paycheck
Protection Program funds as this could give the labor market a boost.
The Biden administration will push for quick passage of further fiscal
measures. We will try to read the political tea leaves that will determine the contents and timing of the next package making it through
Congress.

Below

Financial indicators
Monetary policy

Accommodative

Restrictive

Yield curve

Steep

What are the investment implications?
We expect strong global growth in 2021. We have a positive view
on emerging market stocks, and within US equities favor small- and
mid-caps. Within fixed income, we prefer emerging market dollardenominated sovereign bonds.

Above

Inverted

Credit conditions

Loose

Tight

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

Questions we‘re tracking

Month in review

Will the dollar’s decline continue?
The US dollar has fallen to a multiyear low in the wake of positive COVID-19 vaccine
news and less US political uncertainty. While residual risks around the path of the
pandemic and the US fiscal outlook may cushion the greenback’s decline in the near
term, we expect a recovering global economy and a diminished interest rate differential to weigh on the US currency in 2021. To position for a weaker dollar, we think
investors should diversify across G10 currencies, into select commodity currencies,
and gold.

Will the “Blue Sweep” deliver a green leap?
A surprise double-win in the Georgia Senate runoffs has returned effective control of
the Senate to Democrats, leading investors to again rapidly reevaluate the US green
agenda under President-elect Biden. A razor-thin margin of control may preclude the
most far left of climate priorities, but it will smooth the path for green-friendly appointments, policies, and legislation that supports sustainable investing (SI) strategies.

Will the COVID-19 vaccine rollout fuel markets?
The continued spread of COVID-19, and renewed mobility restrictions in several
countries to slow its advance, are counterbalancing optimism about the arrival of vaccines. But we believe markets will continue to focus on the medium-term potential
for a return to economic normalcy, facilitated by widespread vaccine availability in
2Q21 and ample policy support. So, we see further upside for global equities, and
recommend that investors diversify into more cyclical areas of the market to position
for the recovery.

Why is now the time for private markets?
We think the current economic environment, shaped by the negative economic
fallout of the pandemic, low interest rates, and rapid technological change, offers a
unique set of opportunities for private market investing. Through private markets,
investors can support firms seeking a path to recovery, while potentially accessing opportunities that may be the next big thing. In a portfolio, with returns on traditional
investments likely to be lower in the future, such investments are becoming increasingly important when seeking to enhance returns, diversify, and in some cases even
generate income. For investors who can tolerate some illiquidity, we think now is the
time to invest.

How can I invest in the “Next Big Thing”?
The tech sector dominated the last decade of investments. We think the next decade
will reward investing in the companies using technology to disrupt other sectors. We
expect the “Next Big Thing” to materialize within the fintech, healthtech, or greentech spaces, or to be enabled and accelerated by the global rollout of 5G technology.

Despite falling on the first trading
day of 2021, the market quickly
recovered as investors looked to
supportive monetary and fiscal
policy, reduced political uncertainty,
and vaccine distribution. Last year,
the technology sector benefited
greatly from stay-at-home trends
caused by the pandemic, but a
rotation into more cyclical areas
of the market continued to gain
momentum to start the month as
markets remained optimistic about
the economic recovery.
On the political front, the Senate
runoff elections in Georgia finished
with narrow victories for Democrats
Raphael Warnock and Jon Ossoff,
giving the party control of the Senate and the upper hand in pushing
President-elect Biden’s agenda.
Markets also reacted positively to
the passage of a USD 900bn stimulus package, which included USD
600 in direct payments to most
Americans. Democratic control of
the Senate improves prospects for
larger payments to be enacted after
Biden’s inauguration. Meanwhile,
on 13 January, President Trump was
impeached for a second time following the attack on the US Capitol
the week prior.
There were several new developments in the COVID-19 pandemic.
Deaths hit new highs in the US and
several other countries. But on a
positive note, vaccinations are now
underway, and are picking up speed
after a slower-than-expected start in
the US. A new faster-spreading strain
of the virus emerged in many countries, but health experts suggested
that the vaccines would still be effective against the new strain. Investors
stayed focused on the long-term
positive outlook for vaccines to bring
the pandemic under control.
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TOP THEMES

Looking back to move forward

Laura Kane, CFA, CPA
Head Thematic Research Americas

Michelle Laliberte, CFA
Thematic Investment Associate

While we expect to defeat COVID-19 in
2021, some effects of this pandemic will
be long-lasting and carry implications for
portfolio positioning in the decade ahead.
The pandemic brought overwhelming and
ongoing loss, devastated global economies,
and quickly upended life as we knew it. After
a year marked by tragedy, it can be refreshing to reflect on the lessons learned along
the way that will likely spur innovation going
forward. In our report “Year Ahead 2021: A
year of renewal,” we outlined our vision for
the next decade. While we expect returns in
traditional asset classes to be generally lower
compared to recent years, we see opportunity for higher growth in thematic assets tied
to sustainability and the digitalization transformation. We discuss below some of the
ways technology helped us through 2020,
and highlight industries where we expect
to see ongoing innovation and disruption.
Based on this analysis, we have identified
four key themes that could be the “next
big thing” in the decade ahead: healthtech,
fintech, greentech, and 5G.
Healthtech innovations rose to the
challenge
The pandemic accelerated innovation in the
healthcare sector. For example, telemedicine
utilization rose as patients sought virtual
care to minimize risk of infection. We expect
this trend toward digitalized care to stick as
we emerge from the pandemic. Separately,
robots were deployed to help feed patients
and disinfect rooms at short-staffed hospitals, and 3D printing was used to manufacture medical devices at record speed. These
examples only scratch the surface of what’s
possible in the healthtech space. Overall,
healthtech should help improve efficiency,
expand access to care, and reduce costs.
We see investment opportunities across the
healthtech universe, including telehealth
and pharmaceutical service providers.
Fintech supported soaring e-commerce
demand
Fintech solutions helped reduce physical
interactions with contactless payment options, and electronic payments allowed
consumers to purchase just about anything
online—from entertainment to groceries.
Rising e-commerce adoption and a continued shift away from checks and cash should
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support long-term earnings growth in digital
payments. We expect the fintech industry to
be among the fastest growing globally and
believe many verticals will be transformed
from payments to insurance to lending.
Progress was made toward a more
sustainable energy mix
After years of technological advancements, continued cost declines have
made renewables more attractive relative
to fossil fuels, and clean energy shined in
2020. In fact, in a recent report, the IEA
predicted renewables will overtake coal in
share of electricity generation by 2025. In
addition to falling costs, the global policy
outlook for clean energy turned more
supportive in 2020. Over the past year,
Japan, China, and the European Union
have committed to accelerating the transition toward net zero emissions. We also
believe the blue sweep election outcome
in the US should open the door for more
climate-friendly regulation and green
spending initiatives. Beyond support from
policymakers, private sector interest in
sustainability is growing as well. For these
reasons, we see significant opportunities
in clean energy, energy efficiency, smart
mobility, and semiconductors—four industries we have identified as “greentech.”
Apple released its first 5G iPhone
We view Apple’s release of its first 5Genabled iPhone as just one milestone in the
rollout of 5G, whose capabilities stretch far
beyond mobile applications. With remote
monitoring and telehealth in the spotlight,
and as many cooped-up consumers turned
to gaming for entertainment, 2020 brought
the future use cases for 5G into focus.
Potential applications enabled by 5G’s
high speeds and low latency include immersive augmented and virtual reality (AR/
VR), telesurgery, and autonomous driving.
In order to maintain and expand upon the
digital transformation already underway, we
see the rollout of 5G as inevitable. In addition to these secular tailwinds, 5G is well
positioned for the economic recovery this
year, as it offers a way to diversify technology exposure to more cyclical companies.
Currently, we prefer companies with exposure to 5G infrastructure, such as network
equipment and tower companies.

Click any theme title to go to the full report.

TOP THEMES

Themes universe
Technology
Automation and robotics
A fourth industrial revolution is underway,
which we believe will transform the future
of manufacturing.
Digital data
Companies that both enable digital data and
invest their infrastructure will likely continue
strong earnings growth over the coming years.
E-commerce
E-commerce is altering the global retail landscape and omnichannel companies should lead
the way forward.
Enabling technologies
We identify five enabling technologies that
should offer solid long-term growth amid irreversible technological disruption.
Fintech
The global fintech industry is at an inflection
point and set to drive a major digital transformation in the financial services industry.
Health Tech
Aging populations are straining global healthcare
budgets, spurring healthcare providers to explore
new technologies that could improve efficiency.
Medical devices
The medical device industry has matured but
opportunities exist for increased penetration in
emerging markets (EMs).
Oncology
Advances in cancer therapeutics will create
new opportunities for successful drugs.
Security and safety
Growing trends such as urbanization, digital
data growth, and increased regulation support
demand for security and safety.
Smart Mobility
Global urbanization will call for structural
changes in technology that will alter the way
we “consume” mobility in the coming decades.

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

Food revolution
Greater technology utilization and investment
throughout the food supply chain will be needed
to create a healthy, sustainable food system.
Renewables
Increasing energy demand from urbanization and
population growth will benefit renewable energy as
lower costs drive competitiveness with fossil fuels.

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

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

Society

Equity

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

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

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

India profits and reforms reloaded
Promarket policy measures and relatively strong
earnings growth should be supportive of equities.

Emerging market infrastructure
Growing urbanization and high economic
growth rates will drive demand for infrastructure investment in EMs.
Genetic Therapies
Genetic therapies could revolutionize medicine
by removing the fundamental causes of inherited genetic conditions.
Obesity
Urbanization and rising per-capita GDP in EMs
will contribute to an ever-greater prevalence of
global obesity.

Space

Retirement planning
Changing demographics are increasing
demand for retirement planning.

Resources

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

Energy efficiency
Stricter regulation and corporate competition to improve product efficiency are driving
demand for energy-efficiency solutions.
Energy transition

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

Taxable munis
Taxable munis can be attractive to taxable
fixed income buyers for three principal reasons.
US senior loans
Senior loans offer attractive floating-rate coupons with low correlation to other asset classes
and lower volatility than high-yield bonds.

Growing private sector investment and lower
entry barriers to the space economy are causing an inflection point.

Clean air and carbon reduction
Rising populations and urbanization are fueling the need for clean-air technologies.

A theme constructed around a basket of Latin
American bonds that have the potential to
outperform the ICE BofA Corporate IG index
on a 6-12 month horizon.

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

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

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

Yield opportunities in Latin America

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

Master limited partnership bonds offer attractive coupon income relative to other investment-grade sectors.

Pricing power standouts
Companies with pricing power should be better
insulated from the headwinds of slowing growth.
Reopening America
We identify companies well positioned for the
economic recovery as well as long-term winners of a post-pandemic economy.

Equity–ESG
Sustainable value creation in EM
Incorporating ESG considerations into EM equity
investment decisions may provide a competitive edge.
Gender lens
Evidence suggests that gender-diverse companies are more profitable and tend to outperform their less-diverse peers.
EM Value: the next leg of the rally
Looking ahead, we believe emerging market value stocks have good catch-up potential and less concentration risk relative to the
broader EM equity universe.

Alternatives
Event-driven strategies
Event-driven strategies can represent attractive
ways to capitalize on companies‘ corporate
actions.
Opportunities in dislocated credit markets
Stress in the credit market has expanded the
opportunity for hedge fund and private managers to deploy capital toward dislocations.

KEY
Sustainable longer-term investment theme
Longer-term investments = Multi-business cycle
Shorter-term investments = Current business cycle
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ECONOMIC OUTLOOK SUMMARY

Global
economic
outlook
The COVID-19 pandemic has worsened, causing many
countries to impose additional restrictions that are
weighing on economic activity. However, vaccinations
should help to bring the pandemic under control in
2021, especially in the advanced economies. China
demonstrates that the economy can bounce back
quickly once restrictions are removed, and we expect a
strong rebound in global growth. In the US, with more
support from fiscal policy, we look for the best growth
rate since 1984.
Global growth in 2021 expected to be
Real GDP growth in %
2020F
2021F
2022F
US

–3.5

5.0

4.3

6.1%

2020F
1.2

2.0

Canada

–5.5

4.1

4.7

0.7

1.4

1.8

Brazil

–4.2

3.5

3.0

3.2

5.1

3.5

Japan

–5.3

2.7

2.6

0.0

–0.1

0.5

Australia

–2.8

3.8

4.2

0.8

1.7

1.6

China

2.1

8.2

6.0

2.5

1.7

2.4

India

–7.5

11.5

6.0

6.3

4.4

4.5

Eurozone

–7.2

5.0

5.4

0.3

1.1

1.3

Germany

–5.5

4.0

4.7

0.4

1.4

1.2

France

–9.1

6.3

5.4

0.5

0.9

0.9

Italy

–8.9

5.0

5.1

–0.1

0.5

0.7

Spain

–11.3

5.3

6.2

–0.3

0.7

1.0

–10.5

3.8

5.8

0.8

1.6

2.1

UK
Switzerland

–3.2

3.6

3.0

–0.7

0.2

0.3

Russia

–3.5

3.4

3.5

3.3

4.3

4.1

World

–3.5

6.1

5.0

2.5

2.8

2.9

Source: Reuters EcoWin, IMF, UBS, as of 13 January 2021
Note: In developing the CIO economic forecasts, CIO economists work in collaboration
with economists employed by UBS Investment Research. Forecasts and estimates are
current only as of the date of this publication and may change without notice.
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House view
Probability: 60%*
Economic recovery, with some
interruptions
Consumers appear to have less fear of the
virus than was the case in early 2020.
Consumers and corporates have also learned
to adapt to the restrictions that have been
put in place. The start of vaccination
programs may also encourage optimism that
a turning point has been reached in the
pandemic. At the moment, consumption patterns have shifted away from services and
toward goods. This has benefited manufacturing exporters and supported a recovery in
global trade. However, once restrictions are
lifted and fear of the pandemic eases further,
the pattern of consumption may well swing
back in favor of services. Inflation is not likely
to be a problem, but there will be a shortterm increase during the first half of 2021
caused by base effects (the low oil price last
year). Consumers may believe that there is an
inflation problem because their inflation
perceptions tend to be shaped by highfrequency purchases (food and energy in
particular). Central bank policy is unlikely to
change with regard to interest rates, though
bond buying programs may be in focus.

 Positive scenario

Inflation in %
2021F
2022F
1.9

Economic outlook
summary

Probability: 20%*
Stronger bounce-back
Structural damage to the labor markets is
less than expected, allowing for a faster
normalization of economic activity.
Optimism about a vaccine leads to a more
rapid normalization of behavior.

 Negative scenario
Probability: 20%*
Fear or fiscal policy creates a new
downturn
Rising cases in the US lead to changing
consumer behavior or lockdowns. In the
absence of additional fiscal measures,
consumers with jobs increase precautionary
savings. In Europe, restrictions on economic
activity last longer and become more severe.
* Scenario probabilities are based on qualitative
assessment.
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Equities
David Lefkowitz, CFA; Matt Tormey

Global equities finished 2020 on a positive note, buoyed by improving sentiment surrounding vaccine developments, the completion of a Brexit deal, and further fiscal
stimulus from the US. The reduction in downside risk provided key support for the cyclical segments of the equity market. Going forward, as economies reopen and fiscal and
monetary policy remain accommodative, we expect a sharp rebound in earnings this year.
Although P/Es look stretched, ex-growth stocks, valuations look more reasonable. And in
a world of low interest rates, we still see equities as more attractive than bonds.

Eurozone

Emerging markets

Neutral

Most preferred

After performing well over the last few months, Eurozone equity
valuations are now trading at a premium to historical averages
on both P/E and price-to-book measures. While accommodative
monetary policy is supportive of above-average multiples, we
expect that stock market returns from here are likely to come
from an improvement in earnings rather than additional multiple
expansion. The recent rise in COVID-19-related mobility restrictions dampens near-term earnings growth, but we still expect
full-year 2021 earnings to rebound 47%, followed by a further
15% in 2022.
EURO STOXX (index points, current: 3,617)
House view
 Positive scenario
 Negative scenario

December 2021 target
3,800
4,100
3,000

Japan

EM equities are now rated most preferred in our asset class
preferences. Within the EM complex, we recommend looking to
segments that lagged in 2020. In terms of valuation, the MSCI
EM Index trades at 15.7x 12-month forward P/E, which looks attractive compared to the US and DM peers. Fundamental drivers
of EM returns will be the economic recovery as vaccines are distributed, a rebound in commodity prices, and a weaker US dollar.
We also see scope for less US foreign policy uncertainty with the
new Biden administration. We expect EM earnings to rebound
28% from 2020 numbers.
MSCI EM (index points, current: 1,364)
House view
 Positive scenario
 Negative scenario

December 2021 target
1,450
1,600
1050

UK

Neutral

Neutral

During the last few months of 2020, Japanese equities were supported by strong international investor demand. Going forward,
we see modest upside after the recent rally, based on continued
monetary and fiscal support, but we believe that volatility is also
likely to remain elevated. Corporate earnings are likely to fall 7%
in the 2020 fiscal year, but we expect a 40% earnings rebound in
fiscal year 2021. We see the most upside in the more cyclically oriented segments of the market where earnings are likely to benefit
from the global economic recovery and increased mobility.

UK equities outperformed in the month of December in anticipation of the completion of Brexit negotiations. Earnings revisions
have improved on the back of a rebound in oil prices and the
increase in global trade. We expect a 55% rebound in corporate
earnings in 2021, as well as the return of UK dividends, which
will likely be supportive of the UK index in the coming months.
However, we expect that much of this positive momentum
has already been priced into the market and the subsequent
strengthening of GBP will act as a headwind. We therefore move
UK equities from most preferred to neutral.

TOPIX (index points, current: 1,864)

FTSE 100 (index points, current: 6,746)

House view
 Positive scenario
 Negative scenario

December 2021 target
1,900
2,100
1,500

House view
 Positive scenario
 Negative scenario

December 2021 target
7,300
7,900
5,500

Note: All current values as of 13 January 2021.
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US Equities
US equities are off to a solid start and we believe there is more upside ahead. We expect a
strong earnings recovery, supportive Fed, and additional fiscal stimulus to be key drivers of additional market gains. Aggregate valuations don’t appear to be excessive given low interest rates,
but we do acknowledge there are probably select pockets of froth. Our S&P 500 price targets
for June and December 2021 are 3,900 and 4,000, respectively.

US equities overview

US equities – size

Neutral
As fourth-quarter earnings season begins, we continue to believe
consensus estimates are too low. Nearly all early reporters are
beating sales and earnings expectations and aggregate earnings are coming in 16% better than expected. It’s still early, but
we expect beats to remain healthy. While valuations are high in
absolute terms, they are reasonable relative to low interest rates.
Still, we do expect some valuation compression over the balance of the year, consistent with prior periods of rapid earnings
growth. We expect S&P 500 earnings to rise 26% y/y (USD 175)
in 2021 and increase 11% y/y (USD 195) in 2022.

US equities – sectors
We continue to have a cyclical bias in our sector positioning.
Additional fiscal stimulus, secular trends in e-commerce, and
a broadening economic recovery should benefit consumer discretionary, while the recent rise in rates also bodes well for a
rebound in financials earnings. Industrials should benefit from a
ramp-up in global manufacturing activity and a recovery in aerospace. Political risks have weighed on healthcare valuations, but
we expect further clarity to lift the overhang throughout the first
half of the year. In a recovery, utilities and consumer staples typically lag. Real estate continues to face headwinds in office and
retail segments.

We maintain a preference for small- and mid-caps relative to
large-caps. We continue to believe smaller size segments will
outperform throughout the year as vaccines are rolled out, more
stimulus is injected into the economy, and economic activity
returns to normal. Smaller size segments are more cyclical and
should enjoy outsize earnings growth as economic activity normalizes. This is why smaller size segments tend to outperform in
the early stages of an economic expansion. Valuations for smaller
companies remain appealing.

US equities – style
We remain neutral growth versus value. Trends accelerated by COVID-19 have unequivocally benefited growth companies, while a low
interest rate environment and an uncertain oil demand outlook have
negatively impacted value companies. This has led to a wider spread
between the earnings outlook for growth and value. While the outlook for value stocks is improving on the prospects of a broadening
out of economic activity, some value segments may continue to face
longer-term structural headwinds, which may limit valuation expansion potential. For now, we maintain a neutral allocation between
growth and value and prefer to take cyclical risk in size segments.
S&P 500 (index points, current: 3,810)

December 2021 target

House view
 Positive scenario
 Negative scenario

4,000
4,300
3,200

Note: All current values as of 13 January 2021.

Figure 1

Maintain a cyclical tilt in our sector preferences
Tactical preferences from benchmark

Figure 2

Higher interest rates: tailwinds for cyclicals, headwinds for defensives

Consumer discretionary
Healthcare

Correlation between relative sector performance and changes in 10-year Treasury yields

Industrials

Financials

Financials
Communication services

Energy

Energy

Industrials

Materials

Materials

Technology

Info. Tech.

Real estate

Cons. Disc.

Utilities

Comm Services

Consumer staples

Healthcare
–––

new
old

––
–
Least preferred

– moderately least preferred
– – less preferred
– – – least preferred

n

+ moderately preferred
+ + preferred
+ + + most preferred

+
++
Most preferred
n = neutral

Note: Scale represents degree of preference relative to the S&P 500 benchmark allocation.
Source: UBS, as of 13 January 2021
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Source: FactSet, UBS, as of 13 January 2021
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Bonds
Leslie Falconio; Kathleen McNamara, CFA, CFP; Barry McAlinden, CFA; Frank Sileo, CFA

With US interest rates moving higher on the back of positive vaccine news and the
potential of additional fiscal stimulus, we have moved our year-end target higher. We
continue to view the Fed as accommodative as it maintains a monthly buy program of
USD 120bn while maintaining a dovish fed funds rate. We believe the economy continues to improve during the 2H21 as the vaccine becomes widely disseminated and
regions continue to reopen.

US investment grade corporate bonds

Government bonds

Neutral

Least preferred
US 10-year yields reached 1.18% in the first two weeks of the
year as the fiscal optimism from a blue wave administration took
hold. We continue to believe rates will trend higher in 2021;
however, we do anticipate pockets of vulnerability during 1Q21.

US IG bond spreads have moderately tightened over the past
month. While fundamentals have deteriorated rapidly as a result
of the pandemic, we expect credit metrics to improve this year as
economic growth and earnings recover. We favor the shorter end
of the IG curve in 1–5 year maturities as a way to manage interest
rate risk. We see greater potential for BBBs to squeeze out some
more spread tightening over their A-rated counterparts.

US 10-YEAR YIELD (current: 1.08%)

US IG SPREAD (current: 100bps*)

December 2021 target

House view
 Positive scenario
 Negative scenario

1.0%
0.5%
1.3%

House view
 Positive scenario
 Negative scenario

December 2021 target
110bps
90bps
225bps

*Data based on ICE BofA IG corporate index.

Emerging market bonds

US high yield corporate bonds

Most preferred

Neutral
The search for yield will likely be a persistent supportive factor
for the asset class, reinforced by accommodative global central
bank policies. In December, the USD HY issuer-weighted default
rate dropped for the first time since February 2020 to 9.5%,
from 9.7% one month before. We expect defaults to start normalizing this year as the economic rebound continues. We favor
senior loans that should have an edge due to their comparable
yield, secured status (higher recoveries), and floating-rate coupon, which serves as a duration balance.

USD HY SPREAD (current: 384bps)
House view
 Positive scenario
 Negative scenario

December 2021 target
400bps
320bps
700bps

USD-denominated EM bond spreads have behaved well despite the
backup in US yields, the reacceleration of COVID-19 globally, and
US political jitters. EM sovereign and corporate spreads compressed
meaningfully in recent months, retracing much of the virus-induced
widening they suffered in March of last year. The near-term economic outlook remains uncertain, but our baseline scenario calls
for affected countries to bring the disease under control, multiple
vaccines to be successfully developed and rolled out, commodity
prices to grind higher, and US external policy uncertainty to fade in
the coming quarters, all of which should help EM spreads remain at
relatively tight levels in our forecast horizon. We maintain USD-denominated sovereign bonds as a most preferred bond segment.
EMBIG DIV. / CEMBI DIV. SPREAD
(current: 358bps / 313bps)
House view
 Positive scenario
 Negative scenario

December 2021 target
340bps / 320bps
280bps / 280bps
550 bps / 500 bps

Note: Current values as of 13 January 2021.
Most preferred is to EM hard-currency sovereign bonds.
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Municipal bonds

Non-US developed fixed income

Neutral

Neutral

Munis proved resilient in 2020. After sustaining deep losses with
the onset of the pandemic, tax-exempt munis rebounded rather
rapidly and ended the year with a total return in excess of 5%.
Taxables did even better, with a total return above 10%. The incoming Biden administration appears motivated to provide more
aid for states and local governments, representing a supportive
development for municipal credit. We also expect high yield municipals to benefit from further spread compression.

Over the past month, bond yields in non-US developed markets
moved modestly higher on optimism that economic growth will
rebound as vaccines help bring the COVID-19 pandemic under
control. On foreign exchange markets, the dollar stabilized after trending lower in previous months. On net, the asset class
showed little change for the month. With yields negative on
many bonds, non-US developed fixed income remains unattractive. We do not recommend a strategic asset allocation position
on the asset class.

Current AAA 10-year muni-to-Treasury yield ratio: 72.6% (last
month: 76.9%).

Additional US taxable fixed income (TFI) segments
Agency bonds

Preferred securities

There has been a lack of supply in agency bullets and the tightening in spreads is not helping. With short-end bullets only
offered at around 2bps to Treasuries and 5-year around 5bps,
the value within the sector is essentially zero, in our view. The
callable market and step-up has much more value; however,
even those sectors have been squeezed in terms of spreads versus Treasury. Again, we believe investors are much better off in
short-end corporates or up-in-coupon in agency MBS.
Current spread is +5bps to the 5-year (versus +16bps in November).

Preferred spreads over Treasuries are near historical averages.
This should enable the sector to absorb a gradual, modest rise in
rates (and steep yield curve) throughout 2021, given Fed policy
and the likelihood of more fiscal stimulus. However, the rapid
rate moves in the first few days of the year have been abrupt,
suggesting a more volatile backdrop in the year ahead. Repeat
episodes of rate volatility may lead to sustained spread widening.
We favor fixed-rate preferreds with coupons at or above 5% and
fixed-to-floats (F2Fs) and fixed-rate resets (FRRs) with higher reset
spreads and more call protection. We expect preferreds to post
modest gains in 2021.

Mortgage-backed securities (MBS)

Treasury Inflation-Protected Securities (TIPS)

We remain neutral on Agency MBS as we have learned to accept
a rich asset class. Current coupon MBS spreads reached their 18
month low of 67bps to Treasuries on the heels of continued fiscal
stimulus and buying from the Fed. From a relative value standpoint MBS are rich, however AA-rated IG is more expensive and
we continue to see bank demand for MBS which keeps us at a
neutral stance. Given our outlook for rising interest rates in 2021
and a steepening yield curve, we continue to recommend the upin-coupon allocation combined with 15-year collateral to mitigate
potential duration drift over the next few months.

We have moved our allocation from preferred to neutral in 10year TIPS. As renewed fiscal stimulus has entered the market
alongside positive news on the vaccine front, sentiment has shifted toward a rising inflation outlook. The breakeven inflation rates
have taken the brunt of this outlook, rising to 2.1% as 10-year
real yields reached a historic low of -1.1%. Given this outperformance, we moved back to neutral on TIPS.

Current spread is +71bps to the 5-year and 10-year Treasury
blend (versus +87bps last publication)

Current 5-year breakeven inflation rate of 2.06% (1.52% last
publication)

Figure 2

10-year breakeven inﬂation rate at 2018 high as real yield reaches
historic low
In %

Figure 1

2.25

UBS CIO interest rate forecast
UST

1.75
1.25

Current

Mar-21

Jun-21

Sep-21

Dec-21

2-year

0.1

0.2

0.2

0.2

0.2

0.25

5-year

0.5

0.4

0.5

0.5

0.6

–0.25

10-year

1.1

0.9

1.0

1.0

1.0

30-year

1.8

1.7

1.8

1.8

1.8

Source: Bloomberg, UBS, as of 13 January 2021
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Commodities and other asset classes
Dominic Schnider, CFA, CAIA; Giovanni Staunovo; Thomas Veraguth; Wayne Gordon

Our view for above-trend global economic growth and a weaker USD sets the stage for
firmer commodity prices in 2021. As supply and demand balances across cyclical commodities tighten further and the market focuses on growth and reflation opportunities,
investors’ interest in commodities should stay high and keep commodity prices well supported in 2021. However, like in 2020, we expect the asset class’s continued recovery to
remain uneven and driven by several idiosyncratic supply and demand themes. So, we
advise investors to employ a more sector-oriented focus in 2021 to best capture the return
opportunities and to efficiently manage the underlying risks.

Commodities
Neutral
Precious metals A continuation of the global reflation trade, with
central banks staying highly accommodative and fiscal deficits beyond
sustainable levels again in 2021, provides a favorable environment for
higher precious metal prices at the start of 2021, in our view. But we
also urge investors to temper their return expectations for the sector
and hold a very nuanced approach to the different precious metals.
As the year progresses, we believe that gold will struggle to attract
sufficient ETF inflows to keep prices north of USD 1,900/oz, with the
metal likely coming under pressure in 2H21.
GOLD (current: USD 1,846/oz)
House view
 Positive scenario
 Negative scenario

December 2021 target
USD 1,800/oz
USD 2,000–2,100/oz
USD 1,500–1,600/oz

Crude oil With oil demand expected to rise by 5–6mbpd yearover-year in 2021 and potentially hitting again the 100/mbpd mark
in 2H21, and OPEC and its allies still trying to prevent too much oil
from returning on the market, we see prices rising further in 2021.
As such, we expect the oil market to be undersupplied by around
1.5mbpd during 2021, with global inventories further declining as
a result. We target a Brent crude oil price of USD 63/bbl in 2H21 as
pricing power shifts in favor of oil producers (OPEC+).
BRENT (current: USD 56.06/bbl)
House view
 Positive scenario
 Negative scenario

December 2021 target
USD 63/bbl
USD 70–85/bbl
USD 30–45/bbl

Base metals Unlike during other economic downturns, mine supply
has been adversely affected by COVID-19 alongside scrap availability.
If the supply recovery disappoints while demand gears up further on
strong policy impulses and industrial activity, base metal prices could
be in for a broad price overshoot. We foresee market deficits across
all base metals, with the exception of aluminum. But the risks to that
view in the short run makes us hesitant to chase the sector now. Instead, we prefer to wait for price pullbacks. Our metals of choice for
more trading-oriented investors in a pullback are zinc, lead, and copper, where prices could still reach new highs in 2021.

Agriculture Market tightness in agriculture is likely to persist in
1H21, alongside bullish supply and demand risks.Weather concerns
related to La Niña should linger in early 2021, and demand linked to
food security considerations should provide a constant bid for prices
as well—soybean and corn prices could rise to their highest levels
since 2013. While all this tilts the near-term price risks to the upside
for grains, the ability of supply to respond to higher row crop prices
over time should not be underestimated with benign US crop conditions. Supply clarity for Australia and South America and planting
activity in the Northern Hemisphere potentially pointing to strong
acreage expansions in 2021 will determine whether market tightness
eases in 2H21, in our view. We believe this, together with elevated
non-commercial long positions in the futures market, favors a price
correction in agriculture prices in the latter part of 2021.

Other asset classes
Listed real estate We expect earnings to fall by around 5% in
2019–20 and to grow 6.6% in 2020–21 and by 5.8% in 2021–
22 (ex. emerging markets), driven by improving rent collection
and diminishing value impairment risks. Overall, earnings are
supported by attractive development projects and stabilizing
occupancy rates. Retail landlords are deleveraging, and we see
progress toward balance sheet consolidation. We believe the
overall financial situation will improve in the coming quarters
as access to financing remains attractive. Some companies’ risk
spreads have expanded amid sharper structural uncertainties in
their specific markets (lodging, retail, US healthcare), while others are enjoying decent refinancing conditions and increased
tenant demand (industrial and logistics, data-center and selfstorage, residential, and some well-located CBD offices). We
don’t expect overall occupancy rates to deteriorate further, aside
from perhaps in some suburban office space and retail. Rental
income remains supported by the economic rebound.
RUGL Index (current: USD 5,278)
House view
 Positive scenario
 Negative scenario

December 2021 target
USD 5,570
USD 5,700
USD 4,600

Note: Current values as of 13 January 2021.
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Foreign exchange
Thomas Flury, Strategist

Among G10 currencies, we remain bearish on the US dollar. We expect pro-cyclical currencies like the euro, commodity-producer currencies, and the pound to profit.

USD
Least preferred

CHF
Least Preferred

Among G10 currencies, we remain bearish on the USD. The
incoming Biden administration will likely pursue policy changes
on trade and tariffs, taxes, and regulations that, in our view, will
tend to reduce support for the USD.

We think the downside for USDCHF is limited and expect a 0.85–
0.90 range for the remainder of the year. We expect the SNB to
pick up interventions again as soon as the Swiss franc gets too
strong. The CHF should weaken slightly against the euro.

EUR

JPY

Most preferred
We expect EURUSD to continue its rise in 2021, but at a slower
pace than in previous quarters. For the time being, the exchange
rate is likely to fluctuate around 1.20–1.25. Confirmation that
tough lockdown measures are no longer needed would be the
precondition for EURUSD to jump to the 1.25–1.30 range.

GBP
Most preferred
We don’t rule out short-term downward pressure as investors
continue to assess the Brexit deal. But sterling remains fundamentally undervalued, and the coming global recovery could
provide the long-awaited trigger for a more vigorous repricing
of the pound higher.
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Neutral
We expect demand for the safe-haven Japanese yen to decline,
and the currency might even underperform the USD as the global investor community prepares for a world after COVID-19.

Other developed market currencies
Neutral
Commodity-producer currencies like the Australian dollar,
Norwegian krone, Canadian dollar, and Russian ruble should
benefit from stronger economic growth globally and higher oil
prices over the course of this year.
USDCAD will likely continue to fall toward 1.25 by end-June
and settle in a 1.20–1.25 range by end-2021. Investors wishing
to diversify away from the USD should consider the loonie as
an alternative.

Key forecasts

Most preferred
Neutral
Least preferred

Asset class

Change
this
Preference month

Benchmark

Value

m/m
perf.
in %1

Forecast (December 2021)
House
View

Positive
scenario

Negative
scenario

EQUITIES
US

–

S&P 500

3810

3.9%

4000

4300

3200

Eurozone

–

Euro Stoxx

3617

2.7%

3800

4100

3000



FTSE 100

6746

2.2%

7300

7900

5500

UK
Japan

–

Topix

1864

5.0%

1900

2100

1500

Switzerland

–

SMI

10847

4.3%

11300

12000

9500

1364

8.7%

1450

1600

1050

Emerging Markets



MSCI EM

BONDS

–

US Government bonds

–

10yr Treasury yield

1.08%

–0.9%

1.00%

0.5%

1.3%

US Corporate bonds (IG)

–

ICE BofA IG spread

100

–0.3%

110 bps

90 bps

225 bps

US High-yield bonds

–

ICE BofA US HY spread

384

1.0%

400 bps

320 bps

700 bps

EM Sovereign

–

EMBI Diversified spread

358

–0.2%

340bps

280 bps

550 bps

EM Corporate

–

CEMBI Diversified spread

313

1.0%

320 bps

280 bps

500 bps

1800 2000-2100

1500-1600

OTHER ASSET CLASSES


Spot price

1846 /oz.

0.5%

Brent crude oil

–

Spot price

56.06 /bbl.

11.6%

63

70-85

30-45

Listed real estate

–

RUGL Index

5278

0.7%

5570

5700

4600

NA

NA

NA

NA

NA

Gold

CURRENCIES

Currency pair

USD

–

USD

EUR

–

EURUSD

1.22

0.2%

1.27

NA

NA

GBP



GBPUSD

1.36

2.6%

1.43

NA

NA

JPY

–

USDJPY

104

–0.3%

107

NA

NA

CHF

–

USDCHF

0.89

0.2%

0.87

NA

NA

Source: Bloomberg, UBS. Current values as of 14 January 2021.
1
Month over month.
Past performance is no indication of future performance. Forecasts are not a reliable indicator of future performance.
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APPENDIX

Investment committee
Global Investment Process and Committee description
The UBS investment process is designed to achieve replicable, high-quality
results through applying intellectual rigor, strong process governance,
clear responsibility, and a culture of challenge.
Based on the analyses and assessments conducted and vetted throughout
the investment process, the Chief Investment Officer (CIO) formulates the
UBS Wealth Management Investment House View at the Global Investment Committee (GIC). Senior investment professionals from across UBS,
complemented by selected external experts, debate and rigorously challenge the investment strategy to ensure consistency and risk control.
Global Investment Committee composition
The GIC comprises top market and investment expertise from across all
divisions of UBS:
•
•
•
•
•
•
•
•

US Investment Strategy Committee description
We recognize that a globally derived house view is most effective when
complemented by local perspective and application. As such, UBS has
formed a Wealth Management Americas US Investment Strategy Committee.
US Investment Strategy Committee:
•
•
•
•
•
•

Solita Marcelli
Jason Draho (chair)
Leslie Falconio
David Lefkowitz
Brian Rose
Daniel Scansaroli

(*) Business area distinct from Chief Investment Office Global Wealth
Management

Mark Haefele (Chair)
Solita Marcelli
Paul Donovan
Tan Min Lan
Themis Themistocleous
Bruno Marxer (*)
Adrian Zuercher
Mark Andersen

Cautionary statement regarding
forward-looking statements
This report contains statements that constitute “forward-looking state
ments,” including but not limited to statements relating to the current and
expected state of the securities market and capital market assumptions.
While these forward-looking statements represent our judgments and future
expectations concerning the matters discussed in this document, a number of
risks, uncertainties, changes in the market, and other important factors could
cause actual developments and results to differ materially from our expectations. These factors include, but are not limited to (1) the extent and nature
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of future developments in the US market and in other market segments; (2)
other market and macro-economic developments, including movements in
local and international securities markets, credit spreads, currency exchange
rates and interest rates, whether or not arising directly or indirectly from the
current market 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.
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APPENDIX

Explanations about asset classes
Our preferences represent the longer-term allocation of assets that is
deemed suitable for a particular investor and were developed and
approved by the US Investment Strategy Committee. Our preferences are
provided for illustrative purposes only and will differ among investors
according to their individual circumstances, risk tolerance, return objectives and time horizon. Therefore, our preferences in this publication may
not be suitable for all investors or investment goals and should not be
used as the sole basis of any investment decision. Minimum net worth
requirements may apply to allocations to non-traditional assets. As always,
please consult your UBS Financial Advisor to see how our preferences
should be applied or modified according to your individual profile and
investment goals.
Our preferences do 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 fluctuations 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 federal,
state, local, and non-U.S. tax consequences of owning any securities referenced in this report.

Preferred securities - Prospective investors should consult their tax advisors
concerning the federal, state, local, and non-U.S. tax consequences of
owning preferred stocks. Preferred stocks are subject to market value 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 changes in the
credit quality of the issuer may negatively affect the market value of the
securities. Most preferred securities may be redeemed at par after five
years. If this occurs, holders of the securities may be faced with a reinvestment decision at lower future rates. Preferred stocks are also subject to
other risks, including illiquidity and certain special redemption provisions.
Municipal bonds - Although historical default rates are very low, all municipal bonds carry credit risk, with the degree of risk largely following the
particular bond‘s sector. Additionally, all municipal bonds feature valuation, return, and liquidity risk. Valuation tends to follow internal and external factors, including the level of interest rates, bond ratings, supply factors, and media reporting. These can be difficult or impossible to project
accurately. Also, most municipal bonds are callable and/or subject to earlier
than expected redemption, which can reduce an investor‘s total return.
Because of the large number of municipal issuers and credit structures, not
all bonds can be easily or quickly sold on the open market.
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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 liquidity conditions can abruptly worsen. CIO Americas, WM
generally recommends only those securities it believes have been registered
under Federal US registration rules (Section 12 of the Securities Exchange Act
of 1934) and individual State registration rules (commonly known as “Blue
Sky” laws). Prospective investors should be aware that to the extent permitted under US law, CIO Americas, WM may from time to time recommend
bonds that are not registered under US or State securities laws. These bonds
may be issued in jurisdictions where the level of required disclosures to be
made by issuers is not as frequent or complete as that required by US laws.

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.

For more background on emerging markets generally, see the CIO Americas,
WM Education Notes “Investing in Emerging Markets (Part 1): Equities,” 27
August 2007, “Emerging Market Bonds: Understanding Emerging Market
Bonds,” 12 August 2009 and “Emerging Markets Bonds: Understanding
Sovereign Risk,” 17 December 2009.

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

Investors interested in holding bonds for a longer period are advised to select
the bonds of those sovereigns with the highest credit ratings (in the investment-grade band). Such an approach should decrease the risk that an investor
could end up holding bonds on which the sovereign has defaulted. Subinvestment-grade bonds are recommended only for clients with a higher risk tolerance and who seek to hold higher-yielding bonds for shorter periods only.
Nontraditional Assets
Nontraditional asset classes are alternative investments that include
hedge funds, private equity, real estate, and managed futures (collectively, alternative investments). Interests of alternative investment
funds are sold only to qualified investors, and only by means of offering documents that include information about the risks, performance and expenses of
alternative investment funds, and which clients are urged to read carefully
before subscribing and retain. An investment in an alternative investment
fund is speculative and involves significant risks. Specifically, these investments (1) are not mutual funds and are not subject to the same regulatory
requirements as mutual funds; (2) may have performance that is volatile, and
investors may lose all or a substantial amount of their investment; (3) may
engage in leverage and other speculative investment practices that may
increase the risk of investment loss; (4) are long-term, illiquid investments;
there is generally no secondary market for the interests of a fund, and none is
expected to develop; (5) interests of alternative investment funds typically will
be illiquid and subject to restrictions on transfer; (6) may not be required to
provide periodic pricing or valuation information to investors; (7) generally
involve complex tax strategies and there may be delays in distributing tax
information to investors; (8) are subject to high fees, including management
fees and other fees and expenses, all of which will reduce profits.
Interests in alternative investment funds are not deposits or obligations of, or
guaranteed or endorsed by, any bank or other insured depository institution,
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In addition to the risks that apply to alternative investments generally, the following are additional risks related to an investment in these strategies:
Hedge Fund Risk: There are risks specifically associated with investing in
hedge funds, which may include risks associated with investing in short sales,
options, small-cap stocks, “junk bonds,” derivatives, distressed securities,
non-US securities and illiquid investments.

Real Estate: There are risks specifically associated with investing in real estate
products and real estate investment trusts. They involve risks associated with
debt, adverse changes in general economic or local market conditions,
changes in governmental, tax, real estate and zoning laws or regulations,
risks associated with capital calls and, for some real estate products, the risks
associated with the ability to qualify for favorable treatment under the federal
tax laws.
Private Equity: There are risks specifically associated with investing in private
equity. Capital calls can be made on short notice, and the failure to meet
capital calls can result in significant adverse consequences including, but not
limited to, a total loss of investment.
Foreign Exchange/Currency Risk: Investors in securities of issuers located
outside of the United States should be aware that even for securities denominated in US dollars, changes in the exchange rate between the US dollar and
the issuer‘s “home” currency can have unexpected effects on the market
value and liquidity of those securities. Those securities may also be affected by
other risks (such as political, economic or regulatory changes) that may not be
readily known to a US investor.
Options and futures disclaimer
Options and futures are not suitable for all investors, and trading in these
instruments is considered risky and may be appropriate only for sophisticated
investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive a copy of "The Characteristics and Risks of
Standardized Options." You may read the document at http://www.optionsclearing.com/about/publications/character-risks.jsp or ask your financial advisor for a copy.

DISCLAIMER

Disclaimer
UBS Chief Investment Office’s (“CIO”) investment views are
prepared and published by the Global Wealth Management
business of UBS Switzerland AG (regulated by FINMA in
Switzerland) or its affiliates (“UBS”).
The investment views have been prepared in accordance with
legal requirements designed to promote the independence of
investment research.
Generic investment research – Risk information:
This publication is for your information only and is not
intended as an offer, or a solicitation of an offer, to buy or sell
any investment or other specific product. The analysis contained
herein does not constitute a personal recommendation or take
into account the particular investment objectives, investment
strategies, financial situation and needs of any specific recipient.
It is based on numerous assumptions. Different assumptions
could result in materially different results. Certain services and
products are subject to legal restrictions and cannot be offered
worldwide on an unrestricted basis and/or may not be eligible
for sale to all investors. All information and opinions expressed in
this document were obtained from sources believed to be reliable
and in good faith, but no representation or warranty, express or
implied, is made as to its accuracy or completeness (other than
disclosures relating to UBS). All information and opinions as well
as any forecasts, estimates and market prices indicated are current
as of the date of this report, and are subject to change without
notice. Opinions expressed herein may differ or be contrary to
those expressed by other business areas or divisions of UBS as a
result of using different assumptions and/or criteria.
In no circumstances may this document or any of the information
(including any forecast, value, index or other calculated amount
(“Values”)) be used for any of the following purposes (i) valuation
or accounting purposes; (ii) to determine the amounts due or
payable, the price or the value of any financial instrument or
financial contract; or (iii) to measure the performance of any
financial instrument including, without limitation, for the purpose
of tracking the return or performance of any Value or of defining
the asset allocation of portfolio or of computing performance
fees. By receiving this document and the information you will be
deemed to represent and warrant to UBS that you will not use
this document or otherwise rely on any of the information for any
of the above purposes. UBS and any of its directors or employees
may be entitled at any time to hold long or short positions in
investment instruments referred to herein, carry out transactions
involving relevant investment instruments in the capacity of
principal or agent, or provide any other services or have officers,
who serve as directors, either to/for the issuer, the investment
instrument itself or to/for any company commercially or financially
affiliated to such issuers. At any time, investment decisions
(including whether to buy, sell or hold securities) made by UBS
and its employees may differ from or be contrary to the opinions
expressed in UBS research publications. Some investments may
not be readily realizable since the market in the securities is illiquid
and therefore valuing the investment and identifying the risk to
which you are exposed may be difficult to quantify. UBS relies on

information barriers to control the flow of information contained
in one or more areas within UBS, into other areas, units, divisions
or affiliates of UBS. Futures and options trading is not suitable
for every investor as there is a substantial risk of loss, and losses
in excess of an initial investment may occur. Past performance
of an investment is no guarantee for its future performance.
Additional information will be made available upon request. Some
investments may be subject to sudden and large falls in value
and on realization you may receive back less than you invested
or may be required to pay more. Changes in foreign exchange
rates may have an adverse effect on the price, value or income
of an investment. The analyst(s) responsible for the preparation
of this report may interact with trading desk personnel, sales
personnel and other constituencies for the purpose of gathering,
synthesizing and interpreting market information.
Tax treatment depends on the individual circumstances and may
be subject to change in the future. UBS does not provide legal or
tax advice and makes no representations as to the tax treatment
of assets or the investment returns thereon both in general or with
reference to specific client’s circumstances and needs. We are of
necessity unable to take into account the particular investment
objectives, financial situation and needs of our individual clients
and we would recommend that you take financial and/or tax
advice as to the implications (including tax) of investing in any of
the products mentioned herein.
This material may not be reproduced or copies circulated without
prior authority of UBS. Unless otherwise agreed in writing UBS
expressly prohibits the distribution and transfer of this material to
third parties for any reason. UBS accepts no liability whatsoever
for any claims or lawsuits from any third parties arising from the
use or distribution of this material. This report is for distribution
only under such circumstances as may be permitted by applicable
law. For information on the ways in which CIO manages conflicts
and maintains independence of its investment views and
publication offering, and research and rating methodologies,
please visit www.ubs.com/research. Additional information on the
relevant authors of this publication and other CIO publication(s)
referenced in this report; and copies of any past reports on this
topic; are available upon request from your client advisor.
Options and futures are not suitable for all investors, and trading in
these instruments is considered risky and may be appropriate only
for sophisticated investors. Prior to buying or selling an option,
and for the complete risks relating to options, you must receive
a copy of “Characteristics and Risks of Standardized Options”.
You may read the document at https://www.theocc.com/about/
publications/character-risks.jsp or ask your financial advisor for a
copy.
Investing in structured investments involves significant risks. For
a detailed discussion of the risks involved in investing in any
particular structured investment, you must read the relevant
offering materials for that investment. Structured investments are
unsecured obligations of a particular issuer with returns linked to
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the performance of an underlying asset. Depending on the terms
of the investment, investors could lose all or a substantial portion
of their investment based on the performance of the underlying
asset. Investors could also lose their entire investment if the issuer
becomes insolvent. UBS Financial Services Inc. does not guarantee
in any way the obligations or the financial condition of any issuer
or the accuracy of any financial information provided by any
issuer. Structured investments are not traditional investments and
investing in a structured investment is not equivalent to investing
directly in the underlying asset. Structured investments may have
limited or no liquidity, and investors should be prepared to hold
their investment to maturity. The return of structured investments
may be limited by a maximum gain, participation rate or other
feature. Structured investments may include call features and, if
a structured investment is called early, investors would not earn
any further return and may not be able to reinvest in similar
investments with similar terms. Structured investments include
costs and fees which are generally embedded in the price of the
investment. The tax treatment of a structured investment may be
complex and may differ from a direct investment in the underlying
asset. UBS Financial Services Inc. and its employees do not provide
tax advice. Investors should consult their own tax advisor about
their own tax situation before investing in any securities.
Important Information About Sustainable Investing
Strategies: Sustainable investing strategies aim to consider
and incorporate environmental, social and governance (ESG)
factors into investment process and portfolio construction.
Strategies across geographies and styles approach ESG analysis
and incorporate the findings in a variety of ways. Incorporating
ESG factors or Sustainable Investing considerations may inhibit
the portfolio manager’s ability to participate in certain investment
opportunities that otherwise would be consistent with its
investment objective and other principal investment strategies.
The returns on a portfolio consisting primarily of sustainable
investments may be lower or higher than portfolios where ESG
factors, exclusions, or other sustainability issues are not considered
by the portfolio manager, and the investment opportunities
available to such portfolios may differ. Companies may not
necessarily meet high performance standards on all aspects of
ESG or sustainable investing issues; there is also no guarantee that
any company will meet expectations in connection with corporate
responsibility, sustainability, and/or impact performance.
Distributed to US persons by UBS Financial Services Inc. or UBS
Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG,
UBS Europe SE, UBS Bank, S.A., UBS Brasil Administradora de
Valores Mobiliarios Ltda, UBS Asesores México, S.A. de C.V., UBS
Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and
UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial
Services Incorporated of Puerto Rico is a subsidiary of UBS Financial
Services Inc. UBS Financial Services Inc. accepts responsibility
for the content of a report prepared by a non-US affiliate
when it distributes reports to US persons. All transactions
by a US person in the securities mentioned in this report
should be effected through a US-registered broker dealer

34 UBS House View February 2021

affiliated with UBS, and not through a non-US affiliate.
The contents of this report have not been and will not be
approved by any securities or investment authority in the
United States or elsewhere. UBS Financial Services Inc. is
not acting as a municipal advisor to any municipal entity or
obligated person within the meaning of Section 15B of the
Securities Exchange Act (the “Municipal Advisor Rule”) and
the opinions or views contained herein are not intended to
be, and do not constitute, advice within the meaning of the
Municipal Advisor Rule.
External Asset Managers / External Financial Consultants:
In case this research or publication is provided to an External
Asset Manager or an External Financial Consultant, UBS expressly
prohibits that it is redistributed by the External Asset Manager or
the External Financial Consultant and is made available to their
clients and/or third parties.
For country information, please visit ubs.com/cio-countrydisclaimer-gr or ask your client advisor for the full disclaimer.
Version B/2020. CIO82652744
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and unregistered trademarks of UBS. All rights reserved.
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