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S&P 500 Index price level, with callouts for newsworthy events 

Growing pains, trade fears have unsettled markets... 
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Oct 13 The U-M Consumer 
Sentiment Index surges to 
13-year high 

Mar 17 Facebook suspends 
Cambridge Analytica after 
they exploit data from 50 
million profiles  

Nov 15 US House of 
Representatives  
passes tax reform bill 

Nov 30 German 
coalition talks stall 

Jan 9 The 10-year 
Treasury yield rises 
above 2.5% 

Jan 22 Congress passes  
a short-term fix to  
re-open the government 

Feb 2 Average 
hourly earnings 
post a 2.9% y/y 
increase in January 

Feb 6 Short-covering 
volatility strategies 
drive VIX over 50 
intraday 

Feb 14 January core CPI inflation 
rises a faster-than-expected  
0.3% m/m 

Mar 9 February payroll report 
shows more jobs than 
expected, with less wage 
growth 

Mar 22 Pres. Trump orders 
tariffs against up to USD 60 
billion of Chinese imports 

Nov 2 Jerome 
Powell is nominated 
to replace Janet 
Yellen as Federal 
Reserve Chair 

Dec 8 EU-UK reach 
agreement on the 
"Brexit divorce bill"  

Dec 13 Fed raises 
rates for the third 
time in 2017 

Dec 22 President 
Trump signs the tax 
reform bill into law 

Source: Bloomberg, UBS, as of 2 April 2018 
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US PMIs are consistent with moderate growth 
ISM Purchasing Managers' Indices 
 
 
 
 

1Q 2018 economic review 

 Economic data were positive in 1Q. In the US, the ISM 
manufacturing and non-manufacturing PMI readings 
remained in expansion territory (above 50), and even 
approached record levels. Similarly, consumer sentiment 
readings have remained near post-crisis highs. US real 
GDP registered a strong 2.9% in 4Q 2017, and the St. 
Louis Fed GDP tracker points to 2.8% growth for 1Q 
2018. 

 The US labor market has remained robust. US nonfarm 
payrolls grew 313k in February – the fastest pace of job 
gains since mid-2016, and unemployment has fallen to 
4.1%. An increasingly tight labor market is beginning to 
generate wage pressure, as evidenced by 2.6% year-over-
year growth in average hourly earnings. Even so, core PCE 
inflation remains below the 2% Fed's target, but has 
climbed from 1.3% in August 2017 to 1.6% in February 
2018.  

 On 21 March, the Federal Reserve raised its target rate 
range for the sixth time since 2015. In our view, this 
marks the halfway point for the Fed's current rate-hike 
cycle. We expect three further hikes in 2018, followed by 
three final hikes in 2019. 

 

Macroeconomic indicators and reactions  

Source: Bloomberg, UBS, as of 2 April 2018. 
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1Q 2018 equity review 

Volatility returned to equities due to trade tensions and "growing pains" 

Markets have stumbled after a strong 2017 
Total return for select asset classes 

 
 

 
 
 After a nearly non-stop equity market rally, volatility 

returned with a vengeance in the first quarter. 
Following one of its strongest-ever January rallies, 
the S&P 500 reversed and quickly entered correction 
territory – falling 10% peak-to-trough – by early 
February. An early March rally similarly fizzled out, 
leaving equity markets largely unchanged year-to-
date.  
 
 

 Emerging market equities generally outperformed 
their developed-world peers – in both the rally and 
the selloff – but this has amounted to only a minor 
year-to-date outperformance. 
 
 

 

Source: Bloomberg, UBS, as of 31 March 2018 
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1Q 2018 fixed income review 

Bonds were hit by higher yields due to rising inflation expectations 

Relatively weak performance across the board 
Total return for select asset classes 

 
 

 
 
 Interest rate exposure was the primary driver of fixed 

income returns in 1Q, with bond yields continuing 
to rally. The US 10-year Treasury yield rose as high as 
2.94% before moderating back to 2.74% by the 
end of March.  
 
 

 Corporate bond spreads have remained low and 
even compressed slightly, but investment-grade 
corporate bonds' duration exposure resulted in a 
modestly negative total return for the quarter.  

 

Source: Bloomberg, UBS, as of 31 March 2018 
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Domestic Equity Style & Market Capitalization 

Q1-2018 

Source: Morningstar, UBS, as of 31 March 2018 

1-Year 

LARGE (2.8) (0.7) 1.4  

MID CAP (2.5) (0.5) 2.2  

SMALL (2.6) (0.1) 2.3  

VALUE BLEND GROWTH 

LARGE 6.9  14.0  21.3  

MID CAP 6.5  12.2  19.7  

SMALL 5.1  11.8  18.6  

VALUE BLEND GROWTH 

3-Year 5-Year 

LARGE 7.9  10.4  12.9  

MID CAP 7.2  8.0  9.2  

SMALL 7.9  8.4  8.8  

VALUE BLEND GROWTH 

LARGE 10.8  13.2  15.5  

MID CAP 11.1  12.1  13.3  

SMALL 10.0  11.5  12.9  

VALUE BLEND GROWTH 

Representative Indices Used in Style Grid: 
 
Large Cap Value:  Russell 1000 Value Index 
Large Cap Blend: Russell 1000 Index  
Large Cap Growth: Russell 1000 Growth Index 

FOR INSTITUTIONAL USE ONLY. This document is prepared by the UBS Manager Research Group at UBS Financial Services Inc. and is for informational purposes only and is not a recommendation to buy or sell any securities.  The information 
contained herein has been obtained from third parties and has not been verified by UBS Financial Services Inc.  Please note any index performance presented does not reflect any transaction costs or management fees.  An actual investment in 
the securities included in the index would require an investor to incur fees, which would lower the performance results. Indexes are not available for direct investing. Past performance is no guarantee of future results. 

 
Mid Cap Value: Russell MidCap Value Index 
Mid Cap Blend: Russell MidCap Index 
Mid Cap Growth: Russell MidCap Growth Index 

 
Small Cap Value: Russell 2000 Value Index 
Small Cap Blend: Russell 2000 Index 
Small Cap Growth: Russell 2000 Growth Index 
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Sector Performance S&P 500 and MSCI ACWI ex-US 

Sector performance (weight) 

 

Source: FactSet, UBS, as of 31 March 2018 
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2Q 2018 economic & market outlook  

 
 Central bank policy – With economic momentum remaining solid 

and inflation pressures contained, global central banks can remain 
pragmatic and gradual in normalizing monetary policy. We expect 
the Federal Reserve to raise rates three more times in 2018, while 
also gradually shrinking its balance sheet. The European Central 
Bank and Bank of Japan are still pursuing their own bond-buying 
programs, but are gradually reducing the size of their purchases. 
Even so, global central banks will still be net purchasers of bonds 
through September 2018 at the earliest.  
 

 Earnings – Boosted by tax reform benefits, the 1Q earnings 
season could see S&P 500 EPS growth of around 20%, and we 
expect solid progress toward our 2018 EPS growth target of 16%.  
 

 Markets – Solid growth and contained inflation risks continue to 
support our tactical overweight to global and emerging market 
equities relative to US government bonds. We continue to 
recommend an overweight to US large-cap value over growth, 
which should benefit from cyclical acceleration. We also 
recommend a tactical overweight to the US 10-year Treasury, 
which should also help offset equity market weakness if volatility 
persists. We expect the 10-year Treasury yield to remain around 
2.8–2.9% as the yield curve gradually flattens. 

The US continues to lead a global growth reacceleration 

Source: UBS, as of 2 April 2018 

We expect solid growth and contained inflation 
UBS forecasts for US real GDP and CPI inflation, in % 
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What trends and catalysts are we watching? 

Our House View Briefcase reports address questions on the top of investors' minds 

 

Source: UBS, as of 10 April 2018 

Equities 
Will markets regain their composure?  
Volatility is unlikely to return to unusually low levels, but 
strong fundamentals should drive further equity gains. 

Policy 
Is the end of easing a cause for concern?  
Markets can withstand gradual monetary policy 
normalization in the US and abroad.  

Comm-
odities 

Will oil resume its decline? 
With supply growth outpacing demand growth, we 
think oil prices will fall. 

Curren-
cies 

Will the US dollar slide continue?  
Despite interest rate support, the dollar's slide should 
continue. Within our FX strategy, we recommend an 
overweight to the euro and the Canadian dollar.  

Other 
Is Bitcoin entering the mainstream? 
Blockchain technology has potential, but cryptocurrencies 
appear to be a bubble. 

Equities Should investors consider portfolio insurance? 
Hedging may help offset risks to our risk-on stance, but it 
is important to be selective because insurance can be 
costly. 

Fixed 
Income 

Should rising bond yields spook equities? 
We believe the rise in government bond yields 
is mostly over, and equities will look past higher-rate 
concerns and focus on solid growth fundamentals. 

Policy 
What do Brexit negotiations mean for markets? 
The UK's talks to exit the EU have been fractious 
and complicated. But they are ultimately still likely 
to result in a deal. 

Equities 
Can emerging markets power ahead this year?  
A repeat of 2017's stellar returns would be a tall order, 
but strong growth fundamentals should fuel further EM 
equity gains.  

Policy 
US fiscal deficit a worry to investors? 
America's rising deficit is a long-term concern, not 
a short-term crisis. 
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Long-term market view 

Source: Bloomberg, UBS, as of 31 March 2018 
 

Annual and 10-year return statistics for select asset classes 

Highest 
return 

Lowest 
return 

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

66.5% 13.2% 8.4% 11.5% 55.8% 25.6% 34.0% 32.1% 39.4% 12.4% 78.5% 26.9% 9.0% 18.2% 38.8% 13.2% 0.9% 21.3% 37.3% 

27.0% 11.6% 7.2% 10.3% 47.3% 20.2% 13.5% 26.3% 11.2% 5.2% 58.2% 25.5% 7.8% 17.3% 34.8% 13.2% 0.9% 17.1% 25.0% 

21.3% 8.2% 5.3% -1.4% 40.1% 20.2% 12.7% 18.4% 8.7% -21.8% 40.5% 18.9% 5.0% 17.3% 33.1% 6.4% 0.5% 13.8% 21.7% 

20.9% 0.2% 2.5% -4.2% 38.6% 18.3% 8.0% 15.5% 7.3% -26.2% 31.8% 16.1% 1.8% 16.4% 22.8% 6.0% 0.1% 12.1% 18.5% 

18.2% -3.0% -2.6% -6.2% 29.9% 11.4% 6.3% 15.3% 7.0% -33.8% 28.4% 15.1% 1.5% 16.3% 11.8% 4.9% -0.8% 11.2% 14.6% 

13.5% -5.9% -3.6% -15.9% 29.0% 11.1% 4.6% 13.0% 5.8% -37.6% 27.2% 9.2% -1.5% 15.8% 7.4% 4.9% -2.4% 5.2% 14.4% 

2.4% -7.8% -5.6% -16.2% 21.9% 10.8% 2.7% 11.8% 5.6% -41.5% 24.8% 7.8% -4.2% 11.7% -2.0% 2.5% -4.4% 2.6% 7.5% 

-0.8% -14.2% -12.4% -20.5% 4.1% 4.3% 2.7% 4.3% 1.9% -43.4% 5.9% 6.5% -12.1% 4.2% -2.6% -2.2% -4.5% 1.0% 3.5% 

-2.2% -30.8% -21.4% -21.7% 2.4% 3.5% 2.4% 3.5% -1.6% -53.3% -2.2% 5.5% -18.4% 2.0% -2.6% -4.9% -14.9% 1.0% 2.3% 

        

2018 

Cum. 10-
year return 

(ann.) 

10-year 
standard 
deviation 

1.4% 7.0% 23.2% 

-0.1% 6.9% 20.9% 

-0.1% 6.8% 19.8% 

-0.5% 6.6% 21.2% 

-0.7% 5.8% 12.1% 

-0.9% 5.2% 3.0% 

-1.1% 4.9% 4.7% 

-1.5% 4.5% 22.0% 

-1.5% 4.4% 35.4% 

Note: The Moderate Diversified Portfolio performance calculations are a hypothetical analysis based on historical asset class returns. This backward-looking illustration assumes an 
investment in asset class indexes represented by the current Strategic Asset Allocation (SAA) for a moderate risk profile investor in a taxable portfolio without non-traditional assets. 
Performance calculations assume annual rebalancing, don't take into account any prior SAA for this investor profile, and include time periods before the SAA was created. See the 
latest UBS House View: Investment Strategy Guide (ISG) for the detailed SAA of the taxable portfolio without non-traditional assets. These calculations will not match the performance 
measurement published in the ISG, which reflects a monthly rebalancing. For periods prior to 2009, this illustration assumes that the Bloomberg Barclays EM Local Currency 
Government Total Return Index allocation (inception date of 4 July 2008) was invested fully in the Bloomberg Barclays EM USD Aggregate Total Return Index.  
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Index Flash Report – US Equities 

FOR INSTITUTIONAL USE ONLY. This document is prepared by the UBS Manager Research Group at UBS Financial Services Inc. and is for informational purposes only and is not a recommendation to buy or sell any securities.  The information 
contained herein has been obtained from third parties and has not been verified by UBS Financial Services Inc.  Please note any index performance presented does not reflect any transaction costs or management fees.  An actual investment in 
the securities included in the index would require an investor to incur fees, which would lower the performance results. Indexes are not available for direct investing. Past performance is no guarantee of future results. 

Source: Morningstar, UBS, as of 10 April 2018 

M ONTH YTD Q1 2018 1 Yr 3 Yrs 5 Yrs 7 Yrs 10 Yrs

S&P 500 (2.5) (0.8) (0.8) 14.0 10.8 13.3 14.3 9.5

DJIA (3.6) (2.0) (2.0) 19.4 13.5 13.3 14.8 9.9

NASDAQ Comp (2.8) 2.6 2.6 20.8 14.3 18.1 16.9 13.2

Wilshire 5000 (2.1) (0.8) (0.8) 13.7 10.5 13.1 14.0 9.6

Russell 3000 (2.0) (0.6) (0.6) 13.8 10.2 13.0 14.0 9.6

Russell 3000G (2.4) 1.5 1.5 21.1 12.6 15.3 15.3 11.3

Russell 3000V (1.5) (2.8) (2.8) 6.8 7.9 10.7 12.6 7.8

Russell 1000 (2.3) (0.7) (0.7) 14.0 10.4 13.2 14.1 9.6

Russell 1000G (2.7) 1.4 1.4 21.3 12.9 15.5 15.5 11.3

Russell 1000V (1.8) (2.8) (2.8) 6.9 7.9 10.8 12.7 7.8

Russell 2000 1.3 (0.1) (0.1) 11.8 8.4 11.5 12.1 9.8

Russell 2000G 1.3 2.3 2.3 18.6 8.8 12.9 13.0 11.0

Russell 2000V 1.2 (2.6) (2.6) 5.1 7.9 10.0 11.0 8.6

Russell Mid Cap 0.1 (0.5) (0.5) 12.2 8.0 12.1 13.0 10.2

Russell Mid CapG (0.2) 2.2 2.2 19.7 9.2 13.3 13.4 10.6

Russell Mid CapV 0.2 (2.5) (2.5) 6.5 7.2 11.1 12.8 9.8

Index
Annualized trailing returnsThrough 31 M arch 2018
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Index Flash Report – International Equities 

FOR INSTITUTIONAL USE ONLY. This document is prepared by the UBS Manager Research Group at UBS Financial Services Inc. and is for informational purposes only and is not a recommendation to buy or sell any securities.  The information 
contained herein has been obtained from third parties and has not been verified by UBS Financial Services Inc.  Please note any index performance presented does not reflect any transaction costs or management fees.  An actual investment in 
the securities included in the index would require an investor to incur fees, which would lower the performance results. Indexes are not available for direct investing. Past performance is no guarantee of future results. 

Source: Morningstar, UBS, as of 10 April 2018 

M ONTH YTD Q1 2018 1 Yr 3 Yrs 5 Yrs 7 Yrs 10 Yrs

EAFE (1.8) (1.5) (1.5) 14.8 5.6 6.5 6.4 2.7

EAFE Net (1.8) (1.5) (1.5) 14.8 5.6 6.5 6.4 2.7

EAFE Growth (1.2) (1.0) (1.0) 17.5 6.7 7.1 7.2 3.4

EAFE Value (2.4) (2.0) (2.0) 12.2 4.3 5.8 5.5 2.0

EAFE Ex-Japan (1.7) (2.3) (2.3) 13.3 4.7 5.8 6.1 2.3

MSCI World (2.1) (1.2) (1.2) 14.2 8.6 10.3 10.7 6.5

MSCI World Net (2.2) (1.3) (1.3) 13.6 8.0 9.7 10.0 5.9

MSCI World xUS Net (1.7) (2.0) (2.0) 13.9 5.3 6.0 6.0 2.6

MSCI Emerging Mkts (1.8) 1.5 1.5 25.4 9.2 5.4 4.5 3.4

MSCI Emerging Mkts Net (1.9) 1.4 1.4 24.9 8.8 5.0 4.1 3.0

MSCI ACWI (2.1) (0.8) (0.8) 15.4 8.7 9.8 9.9 6.1

MSCI ACWI Net (2.1) (1.0) (1.0) 14.8 8.1 9.2 9.3 5.6

MSCI ACWI xUS (1.7) (1.1) (1.1) 17.0 6.7 6.4 6.1 3.2

MSCI ACWI xUS Net (1.8) (1.2) (1.2) 16.5 6.2 5.9 5.6 2.7

MSCI United Kingdom (0.3) (3.9) (3.9) 11.9 3.1 3.9 5.6 2.3

MSCI Japan (2.1) 0.8 0.8 19.6 8.4 8.9 7.4 4.1

MSCI Germany (1.9) (3.6) (3.6) 13.6 4.7 7.8 7.4 2.7

MSCI France (1.5) 0.3 0.3 20.4 8.9 8.9 6.4 2.0

MSCI China (3.3) 1.8 1.8 38.9 10.5 11.3 8.9 6.0

MSCI India (3.6) (7.0) (7.0) 10.2 4.3 7.9 5.4 3.0

MSCI Korea 2.5 (0.5) (0.5) 25.4 12.6 7.3 5.9 5.1

MSCI Brazil (1.9) 12.4 12.4 26.4 16.8 (0.2) (2.6) (1.5)

MSCI Mexico 0.8 0.9 0.9 0.9 (2.5) (4.9) 0.4 0.2

MSCI Russia (3.7) 9.4 9.4 20.6 16.1 0.8 (1.3) (4.1)

EURO STOXX 50 (1.4) (1.5) (1.5) 13.0 4.0 7.0 4.5 (0.2)

Index
Annualized trailing returnsThrough 31 M arch 2018
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Index Flash Report – Fixed Income 

FOR INSTITUTIONAL USE ONLY. This document is prepared by the UBS Manager Research Group at UBS Financial Services Inc. and is for informational purposes only and is not a recommendation to buy or sell any securities.  The information 
contained herein has been obtained from third parties and has not been verified by UBS Financial Services Inc.  Please note any index performance presented does not reflect any transaction costs or management fees.  An actual investment in 
the securities included in the index would require an investor to incur fees, which would lower the performance results. Indexes are not available for direct investing. Past performance is no guarantee of future results. 

Source: Morningstar, UBS, as of 10 April 2018 

M ONTH YTD Q1 2018 1 Yr 3 Yrs 5 Yrs 7 Yrs 10 Yrs

BC Aggregate 0.6 (1.5) (1.5) 1.2 1.2 1.8 3.0 3.6

BC Int Aggregate 0.5 (1.1) (1.1) 0.5 1.0 1.4 2.4 3.2

CG Broad Inv Grd 0.6 (1.5) (1.5) 1.2 1.2 1.8 3.0 3.6

BoA-ML C/G 1-3 yr 0.2 (0.2) (0.2) 0.3 0.7 0.8 1.0 1.6

BC Int G/C 0.4 (1.0) (1.0) 0.3 0.9 1.3 2.3 2.9

BC GC 0.7 (1.6) (1.6) 1.4 1.2 1.8 3.2 3.7

BC US Tips 1.1 (0.8) (0.8) 0.9 1.3 0.0 2.8 2.9

BC US Treasury 0.9 (1.2) (1.2) 0.4 0.4 1.1 2.4 2.7

BC Gov 0.9 (1.1) (1.1) 0.4 0.5 1.1 2.3 2.7

BC US Credit 0.3 (2.1) (2.1) 2.6 2.2 2.8 4.6 5.1

BC Global Aggregate xUS 1.4 3.6 3.6 11.7 4.6 1.2 1.4 1.8

BC Global Aggregate 1.1 1.4 1.4 7.0 3.1 1.5 2.1 2.6

BC Muni 0.4 (1.1) (1.1) 2.7 2.3 2.7 4.6 4.4

BC Agency 0.6 (0.5) (0.5) 0.8 0.9 1.2 1.8 2.5

BC Mortgages 0.6 (1.2) (1.2) 0.8 1.1 1.8 2.5 3.5

BC ABS 0.2 (0.4) (0.4) 0.6 1.2 1.2 2.0 3.1

BoA-ML High Yield (0.6) (0.9) (0.9) 3.7 5.2 5.0 6.7 8.1

BoA-ML Treasury 1-5 yr 0.3 (0.4) (0.4) (0.1) 0.5 0.6 1.0 1.6

CG T-Bill (90 Day) 0.1 0.3 0.3 1.1 0.5 0.3 0.2 0.3

CG Wld Gov Bond 1.5 2.5 2.5 8.5 3.5 1.2 1.4 2.0

CG Wld Gov Bond xUS 1.8 4.4 4.4 12.9 5.0 1.4 1.2 1.8

Annualized trailing returns
Index

Through 31 M arch 2018
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Visit ubs.com/cio for the latest insights from the UBS Chief Investment Office 

Additional Resources 

http://www.ubs.com/cio
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1. Equity markets are difficult to forecast because of fluctuations in the economy, investor psychology, geopolitical conditions, and other important 

variables.  

2. 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.  

3. 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.  

4. 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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Emerging Market Investments 
Investors should be aware that Emerging Market assets are subject to, amongst others, potential risks linked to currency volatility, abrupt changes in the cost of capital and the economic 

growth outlook, as well as regulatory and socio-political risk, interest rate risk and higher credit risk. Assets can sometimes be very illiquid and liquidity conditions can abruptly worsen. 

WMR generally recommends only those securities it believes have been registered under Federal U.S. registration rules (Section 12 of the Securities Exchange Act of 1934) and individual 
State registration rules (commonly known as "Blue Sky" laws). Prospective investors should be aware that to the extent permitted under US law, WMR may from time to time recommend 

bonds that are not registered under US or State securities laws. These bonds may be issued in jurisdictions where the level of required disclosures to be made by issuers is not as frequent or 

complete as that required by US laws.  
For more background on emerging markets generally, see the WMR Education Notes "Investing in Emerging Markets (Part 1): Equities", 27 August 2007, "Emerging Market Bonds: 

Understanding Emerging Market Bonds," 12 August 2009 and "Emerging Markets Bonds: Understanding Sovereign Risk," 17 December 2009.  

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

higher risk tolerance and who seek to hold higher yielding bonds for shorter periods only. 

Non-Traditional Assets 
Non-traditional asset classes are alternative investments that include hedge funds, private equity, real estate, and managed futures (collectively, alternative investments). Interests of 

alternative investment funds are sold only to qualified investors, and only by means of offering documents that include information about the risks, performance and expenses of alternative 

investment funds, and which clients are urged to read carefully before subscribing and retain. An investment in an alternative investment fund is speculative and involves significant risks. 

Specifically, these investments (1) are not mutual funds and are not subject to the same regulatory requirements as mutual funds; (2) may have performance that is volatile, and investors 

may lose all or a substantial amount of their investment; (3) may engage in leverage and other speculative investment practices that may increase the risk of investment loss; (4) are long-

term, illiquid investments, there is generally no secondary market for the interests of a fund, and none is expected to develop; (5) interests of alternative investment funds typically will be 
illiquid and subject to restrictions on transfer; (6) may not be required to provide periodic pricing or valuation information to investors; (7) generally involve complex tax strategies and there 

may be delays in distributing tax information to investors; (8) are subject to high fees, including management fees and other fees and expenses, all of which will reduce profits. 

Interests in alternative investment funds are not deposits or obligations of, or guaranteed or endorsed by, any bank or other insured depository institution, and are not federally insured by 
the Federal Deposit Insurance Corporation, the Federal Reserve Board, or any other governmental agency. Prospective investors should understand these risks and have the financial ability 

and willingness to accept them for an extended period of time before making an investment in an alternative investment fund and should consider an alternative investment fund as a 

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

 Hedge Fund Risk: There are risks specifically associated with investing in hedge funds, which may include risks associated with investing in short sales, options, small-cap stocks, "junk 

bonds," derivatives, distressed securities, non-U.S. securities and illiquid investments. 
 Managed Futures: There are risks specifically associated with investing in managed futures programs. For example, not all managers focus on all strategies at all times, and managed 

futures strategies may have material directional elements. 

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

products, the risks associated with the ability to qualify for favorable treatment under the federal tax laws. 

 Private Equity: There are risks specifically associated with investing in private equity. Capital calls can be made on short no-tice, and the failure to meet capital calls can result in 
significant adverse consequences including, but not limited to, a total loss of investment. 

 Foreign Exchange/Currency Risk: Investors in securities of issuers located outside of the United States should be aware that even for securities denominated in U.S. dollars, changes in 

the exchange rate between the U.S. dollar and the issuer’s "home" currency can have unexpected effects on the market value and liquidity of those securities. Those securities may also 
be affected by other risks (such as political, economic or regulatory changes) that may not be readily known to a U.S. investor. 
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Disclaimer 
Research publications from Chief Investment Office Americas, Wealth Management, formerly known as CIO Wealth Management Research, are published by UBS Wealth 
Management and UBS Wealth Management Americas, Business Divisions of UBS AG or an affiliate thereof (collectively, UBS). In certain countries UBS AG is referred to as 
UBS SA. This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other specific product. 
The analysis contained herein does not constitute a personal recommendation or take into account the particular investment objectives, investment strategies, financial 
situation and needs of any specific recipient. It is based on numerous assumptions. Different assumptions could result in materially different results. We recommend that 
you obtain financial and/or tax advice as to the implications (including tax) of investing in the manner described or in any of the products mentioned herein. Certain 
services and products are subject to 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 prices indicated are current only as 
of the date of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed by other business areas or 
divisions of UBS as a result of using different assumptions and/or criteria. At any time, investment decisions (including whether to buy, sell or hold 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 
considered risky. Past performance of an investment is no guarantee for its future performance. Some investments may be subject to sudden and large falls in value and 
on realization you may receive back less than you invested or may be required to pay more. Changes in FX rates may have an adverse effect on the price, value or income 
of an investment. This report is for distribution only under such circumstances as may be permitted by applicable law. 

Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS Deutschland AG, UBS Bank, S.A., UBS 
Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and UBS Menkul 
Degerler AS are affiliates of UBS AG. UBS Financial Services Incorporated of Puerto Rico is a subsidiary of UBS Financial Services Inc. UBS Financial Services Inc. accepts 
responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to US persons. All transactions by a US person in the securities 
mentioned in this report should be effected through a US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this report 
have not been and will not be approved by any securities or investment authority in the United States or elsewhere. UBS Financial Services Inc. is not acting as a municipal 
advisor to any municipal entity or obligated person within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or 
views contained herein are not intended to be, and do not constitute, advice within the meaning of the Municipal Advisor Rule.  

UBS specifically prohibits the redistribution or reproduction of this material in whole or in part without the prior written permission of UBS.  UBS accepts no liability 
whatsoever for any redistribution of this document or its contents by third parties. 

Version as per September 2017. 

© UBS 2018. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. 


