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ClOview -Iw -3m ytd

S&P 500 29% -25% -2.4%
Euro Stoxx 50 oW 47% -9.5% -7.5%
MSCI EM UW  4.6% -57% -3.0%
FTSE 100 24% -0.9% -0.4%
SMI 23% -8.7% -8.4%
NIKKEI 225 5.1% —14.7% —10.8%
US high grade bonds UW -07% 2.2% 2.0%
Euro high grade bonds UW  0.0% 34% 3.4%

US investment grade bonds  OW -03%  0.7% 0.9%
Euro investment grade bonds OW  0.3% 0.9%  1.1%

US high yield bonds oW 37% -14% 1.2%
European high yield bonds ~ OW  1.6% -2.7% —0.8%
EM sovereign bonds 14% 15% 23%
EM corporate bonds 0.8% 02% 1.4%

Source: Bloomberg, UBS as of 3 March 2016
OW = tactical overweight
UW = tactical underweight

Market comments
Calculations are based on the past five days

B Global stock prices climbed higher over
the past five days, with European equities
(+4.7%) and Japanese stocks (+5.1%)
particularly strong. Emerging market stocks
are now outperforming developed market
counterparts this year (by around 1%), but
we expect this trend to reverse given relative
earnings expectations.

B In commodity markets, WTI oil prices
climbed 8%, as data pointed to a sixth-
straight week of US production cuts and the
lowest level of output since November 2014.

B Investor risk appetite improved thanks to
stabilization in economic lead indicators. High-
er-rated fixed income was less sought after,
with US high grade bonds declining 0.7%.
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In focus

Eurozone inflation numbers

were weaker than expected on
Monday, increasing the likelihood
of European Central Bank action
on 10 March. The estimate of Euro-
zone consumer prices slipped 0.2%
year-on-year in January versus the
prior month’s 0.3% gain, missing
expectations for a flat headline figure.
Core prices rose 0.7% y/y in January
vs a 1% y/y gain in December, below
consensus expectations of a 0.9%
rise. CIO believes it highly likely that
the ECB will take further easing mea-
sures at its March policy meeting to
support recovery in economic growth
and bring prices back towards the
central bank’s target of inflation at or
below 2%.

On a brighter note, European
unemployment data releases were
positive. The region’s seasonally
adjusted unemployment rate dropped
to 10.3%, its lowest since August
2011. Recuperating labor markets and
stronger private consumption should
continue to boost economic recovery
in the Eurozone.

European manufacturing PMis
softened at the final reading. The
headline Eurozone composite PMI
reading was slightly ahead of the flash
reading on 22 February (51.2 vs 51)
but below the 52.3 level in January.
Along with indicating a possible decel-
eration in manufacturing growth, the
output price measure fell to its lowest
level since June 2013.

Although still in contraction terri-
tory, the US ISM manufacturing
index beat market expectations
in February, with a headline reading
of 49.5, ahead of the 48.2 print in
January. The production sub-index

Europe
Chief Investment Office WM

was particularly positive, as the read-
ing increased to 52.8 from 50.2. For
the first time in seven months, produc-
ers also indicated that their customer
inventories were “too low.” ClO
believes US economic growth is mod-
erating, but that the economy is not
headed towards recession.

Moody’s lowered China’s credit
rating outlook from stable to
negative on rising government debt,
falling currency reserves and uncer-
tainty over the authorities’ ability to
carry out reforms. Last week PBoC
Governor Zhou sought to raise confi-
dence in China’s ability to manage its
economy, emphasizing that policy-
makers have monetary policy tools
available and that fiscal policy will be
more proactive.

China delivered additional mone-
tary support on Tuesday, in line
with Governor Zhou's comments.
Policymakers decided to cut bank
reserve requirement ratios by 50bps
in a bid to boost domestic liquidity
conditions. C/O still believes that China
can use monetary and fiscal easing to
avert a growth hard landing, and will
not aggressively devalue the Chinese
yuan.

Japanese consumer prices were
flat y/y in January, in line with
forecasts but far from the 2% target.
The nation’s industrial output declined
3.8% y/y in January, below the prior
month’s reading, and retail trade data
missed expectations of a 0.1% expan-
sion, posting a 0.1% y/y decline in
January. CIO is neutral on Japanese
equities, as more mixed economic
data and an earnings drag from recent
yen strength may weigh on the market
over the next six months.
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Deeper dive

“Should I stay or
should | go?" —
the Brexit debate

The date of the UK’s referendum on EU membership has
been set for June 23. Campaigning has now begun in
earnest, and key political figures have declared whether
they want to stay in or leave the EU (the so-called British
exit or Brexit). Global investors are asking two key ques-
tions:

1. Has the likelihood of a Brexit risen?

In our view, no. We still assign it a 30% probability,
though we remain watchful as public opinion will likely
shift during the campaign. Our base case is for the UK to
stay in the EU. At this stage, the opinion polls still show
more UK voters wishing to remain than leave. And just
under one-fifth of the voting population has yet to pick a
side of the battle. These “don’t know" voters could swing
the results day, and are likely to choose the status quo,

in our view. We expect UK economic momentum to slow
ahead of the referendum (as uncertainty weighs on confi-
dence) but rebound once the votes are counted.

In an alternate scenario, a UK economic recession before
year's end may follow from postponed business invest-
ment and hiring, and more cautious consumers. Uncer-
tainty about trade channels across the channel could
dampen external demand too - the EU, by far Britain’s
largest trading partner, is the end destination for 44%
of UK exports. And longer term, we think that potential
growth would suffer.

2. What are the portfolio implications
of “staying” or “going”?

Volatility: In our view, UK-linked assets may experience
higher price turbulence over the next four months, as
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investors demand a premium for uncertainty. Sterling has
already borne the brunt of such price swings.

Currencies: The pound has declined 4%-5% against
the US dollar, euro and Swiss franc this year. Sterling
exchange rates seem to have overshot interest rate differ-
ences, implying that a risk premium is already in the price.
Under our base case of a vote to remain, sterling should
start to recover some lost ground after June 23. But addi-
tional downside is likely if the UK leaves.

A further consideration is the reaction of the euro.
Markets seem to have not yet priced in the potential con-
sequences of the EU losing its second-largest economy,
implying that downside risks to the euro could increase

if the UK opts to leave.

Equities: We recently moved to a neutral UK stock stance
in our global tactical asset allocation, funded by reducing
the size of our Eurozone equities overweight position. UK
earnings revisions are improving relative to European and
global stocks, and a cheaper pound means that foreign
exchange is no longer hindering internationally exposed
UK large cap stocks.

In the event of a Brexit, the domestically biased

FTSE 250 Index (which generates 49% of its sales at
home) could underperform if domestic activity suffers.
Given the possibility that European end demand may
suffer too, investors might look to avoid Brexit risk by
investing in UK equities that rely most on US sales or
generate the lion’s share of their revenues in US dollars.

Dean Turner and Matthew Carter
Global Investment Office

Bottom line

The UK has set a date for its referendum on EU member-
ship, and at this stage polls suggest that Britain prefers to
“stay” rather than “go.” ClO attaches a 30% probability
to a Brexit and is keeping a watchful eye on the polls. Short
term, economic confidence may soften on uncertainty, and
UK asset prices may stay volatile. But sterling has already

re-priced to reflect the risks, and opportunities may arise
for UK stocks relative to other global equities. For more
information, please see CIO’s latest cross-asset report:
“BREXIT — into the final furlong,” 22 February 2016, and
ClO’s UK equity update: “BREXIT risk — what it means for
UK equities,” 24 February 2016.


https://www.ubs.com/global/en/wealth_management/chief-investment-office/investment-views/house-view-weekly
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Regional view

ECB to respond to
global slowdown

Ricardo Garcia
Head, European Macroeconomics

Amid the global slowdown last
year, the Eurozone economy stood
out for its firmness. But the decline
of equity markets since December
has taken its toll as investors suf-
fered losses in wealth, and conse-
guently business and consumer
surveys gave lackluster readings.
There has been evidence of spillover
effects that suggest real activity
might be decelerating as companies
adjust their inventory management,
orders and hiring plans.

But all is not lost. The survey read-
ings remain at comfortable levels,
and consumption has started the
year strongly. Still, downside risks
have intensified, warranting a more
cautious policy. European Central
Bank (ECB) President Mario Draghi
recently confirmed these concerns
before the European Parliament.
The ECB reacted to downside risks
in December, suggesting that it is
not looking through them. Accord-
ingly, further easing is now widely
expected when the ECB meets on
10 March. There is less consensus
on the degree of its response in the
key areas of inflation expectations,
currency and credit conditions.

On inflation expectations, the
renewed slide in oil should keep
consumer prices declining in the
coming months, although they
should recover come summer. The
ECB will need to protect inflation
expectations by means of its short-

term response. The general uncer-
tainty regarding oil prices, however,
may extend the need for measures
into next year. We think that the
ECB will increase its monthly quan-
titative easing (QE) purchases to
tackle inflation expectations by
EUR 10bn or more, and corporate
bonds may now be included among
the assets eligible for purchase. If
deemed necessary, the ECB may
even lengthen the QE program
beyond March of next year should
its new quarterly inflation outlook,
to be presented at the upcoming
meeting, fail to show a fast recov-
ery by next year.

Regarding the currency, inflation
data has shown that the benefits
for manufacturers’ pricing power
from the euro’s decline are fizzling
out. So we expect at least a 0.1%
deposit rate cut. A greater reduc-
tion would depend on the ECB
finding solutions to mitigate the
impact of the cut on banks. And as
for credit conditions, the ECB must
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prevent the effects of higher bank
bond spreads from spilling over to
bank loan rates to safequard the
economic recovery. The easing
package may therefore contain an
extension of the TLTRO program to
at least March of next year.

Investors have been asking us what
our base case for this meeting is.
We expect EUR 10bn or more in
additional asset purchases per
month, and at least a 0.1% cut in
the deposit rate, although more
measures are likely. In contrast to
our cautious stance before the
December press conference, this
time we think that the chances for
a market-friendly surprise are sub-
stantial.

Kind regards,
Ricardo Garcia



UBS House View Weekly — 3 March 2016

UBS Chief Investment Office WM's investment views are prepared and published by Wealth Management and Retail & Corporate or Wealth Management Americas, Business Divisions of UBS AG (regulated by FINMA in
Switzerland), its subsidiary or affiliate (“UBS”). In certain countries UBS AG is referred to as UBS SA. This material 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. 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 infor-
mation and opinions expressed in this material 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 as of the date of this report, and are subject to change without notice. The market prices provided in performance
charts and tables are closing prices on the respective principal stock exchange. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially different results. 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. 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 considered risky. Past performance of an investment is no guarantee for its future perfor-
mance. 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. 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 distri-
bution only under such circumstances as may be permitted by applicable law. In developing the Chief Investment Office (CIO) economic forecasts, CIO economists worked 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. For information on the ways in which UBS CIO WM 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.

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 redistrib-
uted by the External Asset Manager or the External Financial Consultant and is made available to their clients and/or third parties. Australia: 1) Clients of UBS Wealth Management Australia Ltd: This notice is issued
by UBS Wealth Management Australia Ltd ABN 50 005 311 937 (Holder of Australian Financial Services Licence No. 231127): This Document is general in nature and does not constitute personal financial product advice.
The Document does not take into account any person'’s objectives, financial situation or needs, and a recipient should obtain advice from an independent financial adviser and consider any relevant offer or disclosure
document prior to making any investment decisions. 2) Clients of UBS AG: This notice is issued by UBS AG ABN 47 088 129 613 (Holder of Australian Financial Services Licence No 231087): This Document is issued and
distributed by UBS AG. This is the case despite anything to the contrary in the Document. The Document is intended for use only by “Wholesale Clients” as defined in section 761G (“Wholesale Clients”) of the Corpo-
rations Act 2001 (Cth) (“Corporations Act”). In no circumstances may the Document be made available by UBS AG to a “Retail Client” as defined in section 761G of the Corporations Act. UBS AG's research services are
only available to Wholesale Clients. The Document is general information only and does not take into account any person’s investment objectives, financial and taxation situation or particular needs. Bahamas: This
publication is distributed to private clients of UBS (Bahamas) Ltd and is not intended for distribution to persons designated as a Bahamian citizen or resident under the Bahamas Exchange Control Regulations. Bahrain:
UBS is a Swiss bank not licensed, supervised or regulated in Bahrain by the Central Bank of Bahrain and does not undertake banking or investment business activities in Bahrain. Therefore, Clients have no protection
under local banking and investment services laws and regulations. Brazil: Prepared by UBS Brasil Administradora de Valores Mobilidrios Ltda, entity regulated by Comisséo de Valores Mobiliarios (“CVM") Canada: In
Canada, this publication is distributed to clients of UBS Wealth Management Canada by UBS Investment Management Canada Inc.. Dubai: Research is issued by UBS AG Dubai Branch within the DIFC, is intended for
professional clients only and is not for onward distribution within the United Arab Emirates. France: This publication is distributed by UBS (France) S.A., French “société anonyme” with share capital of € 125.726.944,
69, boulevard Haussmann F-75008 Paris, R.C.S. Paris B 421 255 670, to its clients and prospects. UBS (France) S.A. is a provider of investment services duly authorized according to the terms of the “Code Monétaire et
Financier”, regulated by French banking and financial authorities as the “Autorité de Contréle Prudentiel et de Résolution.” Germany: The issuer under German Law is UBS Deutschland AG, Bockenheimer Landstrasse
2-4, 60306 Frankfurt am Main. UBS Deutschland AG is authorized and regulated by the “Bundesanstalt fur Finanzdienstleistungsaufsicht”. Hong Kong: This publication is distributed to clients of UBS AG Hong Kong
Branch by UBS AG Hong Kong Branch, a licensed bank under the Hong Kong Banking Ordinance and a registered institution under the Securities and Futures Ordinance. India: Distributed by UBS Securities India Private
Ltd. 2/F, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India) 400051. Phone: +912261556000. SEBI Registration Numbers: NSE (Capital Market Segment): INB230951431, NSE (F&O
Segment) INF230951431, BSE (Capital Market Segment) INB010951437. Indonesia: This research or publication is not intended and not prepared for purposes of public offering of securities under the Indonesian
Capital Market Law and its implementing regulations. Securities mentioned in this material have not been, and will not be, registered under the Indonesian Capital Market Law and Regulations. Israel: UBS Switzerland
AG is registered as a Foreign Dealer in cooperation with UBS Wealth Management Israel Ltd, a wholly owned UBS subsidiary. UBS Wealth Management Israel Ltd is a licensed Portfolio Manager which engages also in
Investment Marketing and is regulated by the Israel Securities Authority. This publication shall not replace any investment advice and/or investment marketing provided by a relevant licensee which is adjusted to your
personal needs. Italy: This publication is distributed to the clients of UBS (ltalia) S.p.A., via del vecchio politecnico 3, Milano, an Italian bank duly authorized by Bank of Italy to the provision of financial services and
supervised by “Consob” and Bank of Italy. Jersey: UBS AG, Jersey Branch, is regulated and authorized by the Jersey Financial Services Commission for the conduct of banking, funds and investment business. Luxem-
bourg: This publication is not intended to constitute a public offer under Luxembourg law, but might be made available for information purposes to clients of UBS (Luxembourg) S.A., 33A avenue J.F. Kennedy, L-1855
Luxembourg, R.C.S. Luxembourg B 11142, a regulated bank under the joint supervision of the European Central bank and the “Commission de Surveillance du Secteur Financier” (CSSF), to which this publication has
not been submitted for approval. Mexico: This document has been distributed by UBS Asesores México, S.A. de C.V., a company which is not part of UBS Grupo Financiero, S.A. de C.V. or of any other Mexican financial
group and whose obligations are not guaranteed by any third party. UBS Asesores México, S.A. de C.V. does not guarantee any yield whatsoever. Netherlands: This publication is not intended to constitute a public
offering or a comparable solicitation under Dutch law, but might be made available for information purposes to clients of UBS Bank (Netherlands) B.V., a regulated bank under the supervision of “De Nederlansche Bank”
(DNB) and “Autoriteit Financiéle Markten” (AFM), to which this publication has not been submitted for approval. New Zealand: This notice is distributed to clients of UBS Wealth Management Australia Limited ABN 50
005 311 937 (Holder of Australian Financial Services Licence No. 231127), Chifley Tower, 2 Chifley Square, Sydney, New South Wales, NSW 2000, by UBS Wealth Management Australia Ltd. You are being provided with
this UBS publication or material because you have indicated to UBS that you are a client certified as a wholesale investor and/or an eligible investor (“Certified Client”) located in New Zealand. This publication or material
is not intended for clients who are not Certified Clients (“Non-Certified Clients”), and if you are a Non-Certified Client you must not rely on this publication or material. If despite this warning you nevertheless rely on
this publication or material, you hereby (i) acknowledge that you may not rely on the content of this publication or material and that any recommendations or opinions in this publication or material are not made or
provided to you, and (i) to the maximum extent permitted by law (a) indemnify UBS and its associates or related entities (and their respective directors, officers, agents and advisers (each a “Relevant Person”) for any
loss, damage, liability or claim any of them may incur or suffer as a result of, or in connection with, your unauthorised reliance on this publication or material and (b) waive any rights or remedies you may have against
any Relevant Person for (or in respect of) any loss, damage, liability or claim you may incur or suffer as a result of, or in connection with, your unauthorised reliance on this publication or material. Saudi Arabia: This
publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi Arabian closed joint stock company incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812
having its registered office at Tatweer Towers, P.O. Box 75724, Riyadh 11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority of Saudi Arabia. Singapore: Please
contact UBS AG Singapore branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary
Authority of Singapore, in respect of any matters arising from, or in connection with, the analysis or report. Spain: This publication is distributed to clients of UBS Bank, S.A. by UBS Bank, S.A., a bank registered with the
Bank of Spain. Taiwan: This material is provided in accordance with laws of Taiwan, in agreement with or at the request of clients. UAE: This research report is not intended to constitute an offer, sale or delivery of shares
or other securities under the laws of the United Arab Emirates (UAE). The contents of this report have not been and will not be approved by any authority in the United Arab Emirates including the UAE Central Bank or
Dubai Financial Authorities, the Emirates Securities and Commodities Authority, the Dubai Financial Market, the Abu Dhabi Securities market or any other UAE exchange. UK: Approved by UBS AG, authorised and reg-
ulated by the Financial Market Supervisory Authority in Switzerland. In the United Kingdom, UBS AG is authorised by the Prudential Regulation Authority and subject to regulation by the Financial Conduct Authority and
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request. A member of the London Stock Exchange. This
publication is distributed to private clients of UBS London in the UK. Where products or services are provided from outside the UK, they will not be covered by the UK regulatory regime or the Financial Services Compen-
sation Scheme. USA: This document is not intended for distribution into the US, to US persons, or by US-based UBS personnel.. UBS Securities LLC is a subsidiary of UBS AG and an affiliate of UBS Financial Services Inc.,
UBS Financial Services Inc. is a subsidiary of UBS AG.

Version 02/2016.
© UBS 2016. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.

&% UBS



