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Key investment views

Economic recovery on track but outlook uncertain
We expect the global economy to continue to recover
during 2010, but we also see a world that is still starkly
out of balance. Risk perceptions will likely normalize
further during 2010, but that does not mean a calm
ride lies ahead. A well-diversified portfolio should help
smooth performance, and we expect opportunities to
emerge for tactical moves throughout the year.

Strong emerging market growth translates into
solid returns
Most major emerging market economies will likely con-
tinue to outpace economic growth in the developed
world. We expect this to translate into faster earnings
growth and ultimately higher equity market returns.
Although valuations of emerging market bonds are less
attractive than at the beginning of the year, we do not
regard current prices as expensive given the improved
economic fundamentals.

Government bonds at risk, corporate bonds still
favored
Several factors point to the continued solid perform-
ance of corporate bonds during 2010, especially when
compared to the dismal outlook for government bonds.
We think cautious investors should shift some of their
government bond exposure to investment-grade corpo-
rate bonds with medium-term durations, whereas
investors with greater risk tolerance should still consider
high yield corporate bonds.

This report has been prepared by UBS Financial Services Inc. (“UBS FS”) and UBS AG.
Please see important disclaimer at the end of the document.
Past performance is no indication of future performance. The market prices provided are closing prices on the respective principal exchange.
This applies to all performance charts and tables in this publication.

Although the economic recovery will likely continue in 2010, we do not expect a calm ride ahead for
financial markets. Selective investments in emerging markets should generate decent returns, and
equities and corporate bonds still offer good value. The Eurozone and the UK shine among developed
equity markets, while the US dollar will probably remain weak, and government bonds look expensive.
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Earnings stability lends support to equity prices
Given our outlook for a recovery in economic activity
and business sentiment, we think corporate profits will
continue to improve during the early part of 2010. We
enter the year with a cyclical stance, a preference for
Eurozone and emerging market equities, and a positive
outlook on the Energy, Materials and Information
Technology sectors. However, removal of policy support
is a risk to equities and will dictate the preference for
cyclical or defensive tilts during the year.

Focus on emerging market and
commodity-producer currencies
The clear trends that have dominated currency markets
in 2009 – US dollar weakness and the search for high-
er-yielding currencies – are unlikely to exert as much
influence during 2010. However, we do expect the US
dollar to remain weak, and we look for emerging mar-
ket and commodity-producer currencies to stabilize at
even stronger levels than in 2009.

Broad firming in commodity prices with emphasis
on energy
The revival in global economic activity is broadening,
with industrial production in the developed world finally
expanding robustly, leading us to expect commodity
prices to trend higher on average in 2010. However,
the fundamental supply and demand backdrop differs
strongly among commodity sectors and also within sec-
tors. In the first half of 2010, we expect crude oil prices
to move higher amid continued strong demand.
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UBS macroeconomic forecasts
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Source: UBS

Past performance is not an indication of future returns.
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UBS global outlook is a flagship publication from UBS Wealth
Management Research that provides a comprehensive assessment of
the global macroeconomic outlook, key investment opportunities and
important financial market risks.

The report is published in English, German, French, Italian, Spanish,
Chinese traditional and Chinese simplified.

As a UBS client, you can download the “UBS global outlook 2010”
or subscribe to this publication via your client advisor.
Electronic subscription is also available via WMR portal.

Contact: ubs-research@ubs.com


