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This recovery has been long, but it has been slow…
Length, speed (annualized real GDP growth), and size (total real GDP growth) of US expansions

Source: Bloomberg, UBS, as of Sept. 5, 2017
Please see important disclaimer at the end of the document.
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Where do we stand in the global economic cycle?
Still accommodative central banks – extremely low policy rates and total balance sheet size
reaching new highs – now facing issue of normalizing monetary policy
Key considerations

•

Central banks are comfortable with
growth and normalizing policy, but they
don't want to stop the cycle yet

•

Not all economies are at the same stage
of the cycle, and therefore will normalize
in different stages: Emerging Market
Economies (EMEs) vs. Major Advanced
Economies (AEs) and other Aes

•

At this stage the global economic cycle is
running slightly above trend growth, but
central banks can compensate for years of
undershooting with slow normalization
Source: IMF, BIS, OECD, central banks' websites, CIO 2

Please see important disclaimer at the end of the document.

CIO key view

Global growth is accelerating
Real GDP growth (in %), including forecasts

Source: CIO WM, November 8, 2017
Please see important disclaimer at the end of the document.
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Economic growth is broad-based
All economies tracked by the OECD are growing; 75% are accelerating from last year

Source: Bloomberg, UBS, as of October 24, 2017
Please see important disclaimer at the end of the document. 4

Global PMIs in clearly expansionary territory
Global manufacturing and services PMIs

Source: Bloomberg, CIO WM, November 2017
Please see important disclaimer at the end of the document.
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US: Business sentiment at high levels
US ISM Manufacturing and Non-Manufacturing, grey-shaded areas indicate US recessions

Source: CIO WM, Bloomberg, November 2017
Please see important disclaimer at the end of the document. 6

CIO key view

Europe in recovery mode
Composite PMIs in most European countries are clearly in expansionary territory (>50)

Source: CIO WM, Bloomberg, November 2017
Please see important disclaimer at the end of the document.
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Europe's wave of recovery
Real GDP growth in Germany, France, Italy and Spain, in % year-on-year, and 2017 forecast

Source: CIO WM, November 7, 2017
Please see important disclaimer at the end of the document.
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Eurozone inflation: Challenging the ECB's target
Eurozone Harmonized Index of Consumer Prices (HICP), all items, yoy, and core HICP, in %

Source: CIO WM, Bloomberg, November 2017
Please see important disclaimer at the end of the document.
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Monetary policy: diverging, but still low rates
Policy rates (US, Japan, Eurozone, UK, Switzerland) , in % – forecasts in shaded area

Source: CIO WM, November 2017
Please see important disclaimer at the end of the document.
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Balance sheet trillions still supporting the global economy
Central bank balance sheets (Fed, ECB, BoJ), in USD trillions

Source: CIO WM, Bloomberg, October 2017
Please see important disclaimer at the end of the document.

11

The euro should climb even higher against the dollar
EURUSD exchange rate since the 1980s, CIO's forecasts and PPP
The synchronous upswing of the global economy and the very cautious changes in
monetary policy should boost the euro in the next six-12 months.

Source: UBS CIO WM, Bloomberg, as of October 27, 2017
Please see important disclaimer and disclosures at the end of the document.
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Political risk? Keep calm and carry on...
MSCI All-Country World Index, since January 2016
Market rising further in 2017, despite political uncertainty

Source: CIO WM, Bloomberg, October 18, 2017
Please see important disclaimer at the end of the document.
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Stocks: Best-performing asset class year-to-date
Returns year-to-date: global equities compared to other asset classes
In 2017 global equities have significantly outperformed bonds

Source: CIO WM, Bloomberg, as of November 2, 2017
Please see important disclaimer at the end of the document.
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Global risk map
Many risks lurk in the background (e.g. China, the Middle East, North Korea), but
none of them are weighing heavily on markets at the moment

Source: CIO WM, November 2017
Please see important disclaimer at the end of the document.

15

Economic impact of Brexit
Estimated impact to economy, relative to remaining in the EU by 2030
Estimated impact to economy, relative
to remaining in the EU by 2030, % of GDP

Transmission channels
•

Impact on trade volumes from introduction of
tariffs (WTO MFN ~ 5%)

•

Goods trade easier to strike an FTA; Service trade
likely to be impacted by non-tariff barriers
•

Good trade with EU deficit £89bn

•

Service trade with EU surplus £21bn

•

FDI: UK has been a large beneficiary of FDI, this
could change as it leaves the EU

•

Impact on productivity from more barrier to
trade and less FDI

•

Fiscal costs and benefits – current net
contributions to EU budget are ~ 0.33% of GDP

EEA: European Economic Area (aka Norway model)

FTA: Free Trade Agreement (aka Canada model)
WTO: World Trade organisation most favoured nation status
Source: NIESR , UBS, as of May 2017
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Can the government last? Will Jeremey Corbyn be the next
resident of Number 10?
If an election were held today,
Corbyn would likely lead a coalition
government

Source: Various polling agencies, UBS CIO WM, as of November, 2017

Labour policies could see the tax
burden return to a level last seen in
the early 1980s

Source: OBR, IFS, UBS CIO WM, as of November 2017
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Global tactical asset allocation
Tactical asset allocation
deviations from benchmark*

Currency allocation

(As of October 24, 2017)
*Please note that the bar charts show total portfolio preferences, which can be interpreted
as the recommended deviation from the relevant portfolio benchmark for any given asset
class and sub-asset class.
**Position includes an underweight in EUR HY.
*** Underweight 2-year US Treasuries vs. USD cash.
Source: UBS CIO WM, as of October 24, 2017
Please see important disclaimer and disclosures at the end of the document.
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How could an end-of-the-cycle correction look like?
Investors should maintain their equity weight in the late cycle based on good fundamentals, but
be protected against downside risk 6 months before a recession
Key considerations

•

It's easier for investors to prepare for
the "known unknown" than for the
"unknown unknowns"

•

When it comes to ending the cycle, the
"known unknown" is that central
banks once again hold the key

•

On average, markets start anticipating
six months ahead of a recession, with a
7% loss for equities.

Equities: total returns over time window

Source: CIO WM, Bloomberg, NBER 19
Please see important disclaimer at the end of the document.

What can investors do to deal with the cycle?
High grade (HG) bonds have historically helped reduce the negative impact, but today they
might not be as effective as rates are at or close to historical lows
Key considerations

•

Clients should stay invested, as there is
some juice left in the current cycle

HG Bonds: Total return over time window
USD HG

7%
9%

•

Bonds have historically been a perfect
hedge for equity risk. But this time they
face challenges to play this role

EUR HG

5%
1%

•

Clients should start planning how to
diversify, as different economies and their
asset classes find themselves at different
points in the cycle. Equity long / short
positions, hedge funds or hedging with
options can offer protection

CHF HG

3%
2%

6 months before
recession

18 to 6 months before
recession

Source: CIO WM, Bloomberg, NBER 20
Please see important disclaimer at the end of the document.

CIO key view

Global earnings recovery supports equities
Year-on-year growth of earnings per share (EPS)

Source: Thomson Reuters, CIO WM, as of end of September 2017 21
Please see important disclaimer at the end of the document.

Equity markets: P/E ratio and its historical averages
Price-to-earnings (P/E) ratio based on 12m trailing earnings per share (IBES)

Source: Thomson Reuters, CIO WM, as of October 19, 2017 22
Please see important disclaimer at the end of the document.

CIO key view

EUR HY has limited upside with yields at all-time lows
Yield-to-worst and yield-to-maturity, in %

Source: UBS CIO WM, as of October 16, 2017
Please see important disclaimer and disclosures at the end of the document.
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Looking ahead
Political events

Key political events and monetary policy decisions (end of 2017 and early 2018)
Nov. 27
5th NAFTA
round
Nov. 30
OPEC meeting

Monetary policy

Nov.
Nov. 1
FOMC meeting
Nov. 2
BoE
meeting

Dec. 8
US debt ceiling

Jan. 23-26
48th World
Economic
Forum
Annual
Meeting

Dec.

Jan.

Dec. 13
FOMC meeting
Dec. 14
ECB meeting
Dec. 14
BoE meeting
US Congress
deadline for
Iran's nuclear
deal
Dec. 21
BoJ meeting
Snap elections
in Catalonia

Jan. 23
BoJ meeting
Jan. 25
ECB
meeting
Jan. 31
FOMC
meeting

Mar. 18
Russian presid.
election

Feb.
Feb. 8
BoE meeting

Mar.
Mar. 8
ECB meeting
Mar. 9
BoJ meeting
Mar. 21
FOMC
meeting
Mar. 22
BoE meeting

Apr.
Apr. 26
ECB meeting
Apr. 27
BoJ meeting
BoJ gov.
Kuroda's term
expires end of
April

Late March
Italian
general
election

Source: UBS CIO WM, Bloomberg, November 2017
Please see important disclaimer and disclosures at the end of the document.
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