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US Equity and Derivatives Strategy 
US Outlook 2016: Into the Late Innings 
 

2,275 
81 months and 200% higher, this Bull is the third longest since 1932 and surpasses the 
average of 138%. While age or return alone does not signal The End, increasing 
volatility, Fed rate hikes, and an M&A boom in its third year have all preceded past 
tops. Importantly, neither valuation or sentiment excesses nor signs of a recession, 
usually evident at peaks, are apparent – yet. 2016 will likely see balance sheet strength, 
modest earnings growth and a subdued but rising interest rate backdrop. We forecast a 
year-end S&P 500 price of 2,275 and earnings of $126 in 2016 and $132.50 in 2017. 

Upside Potential: 2,500 – Suspension of Disbelief? 
Higher volatility expands potential downside and upside outcomes. Upside to a multiple 
near prior peaks is catalyzed by positive Fed reaction, a China "soft landing" and a long 
awaited return of the Public as buyers (Figure 1). Stocks are historically strong in the 
October to April period; an overshoot is likely in 1H2016 prior to a focus on the 
November 8 US Elections.  We recommend going long the SPX June 2,175 Call/1,850 
Put Risk Reversal for a potential 1H "Suspension of Disbelief" rally; pgs. 25-26. 

Downside Risk: 1,750 – The End 
Anemic earnings whether a result of a sluggish US economy, margin pressures or 
foreign weakness ends the Bull. Absent soft earnings, liquidity concerns resulting from 
deviations in "global central bankers' scripts" – episodically evident over the past year – 
could prompt margin liquidation and market gridlock. In no ongoing bull market since 
the 1970's has the next year traded below the preceding year's low price. The 2015 
low is 1,867.01; a breach would likely result in volatility exceeding August 2015 peaks. 

Sector Preferences – Overweight Financials, Technology and Healthcare 
Sector preferences are driven by cash – more valuable with rising volatility and rising 
rates. Cash is augmented by valuations, earnings consistency and the potential for  
more M&A. We underweight Consumer Staples, Utilities and Telecom given growth 
and regulatory headwinds as well as sensitivity to rising rates. Selectivity is critical as the 
Bull enters its seventh year; we prefer UBS Buy rated stocks which have grown revenues 
YoY over the past five years and (ex-Financials) which have 15% or more of total assets 
in cash  – "Late Innings Leaders"; details pgs. 42 – 43. 

 

Figure 1: Return of the Public? (Domestic Equity Flows, 4 wk. MA) 

 
Source:  Lipper, UBS 
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US Equity & Derivatives Strategy  Outlook 2016 

 
UBS Research THESIS MAP 2016 Outlook: Into the late Innings  

PIVOTAL QUESTIONS Q: Can US Earnings grow again? 

Yes: Greater stability in commodity prices and FX markets as 2015 comparisons become easier should 
underpin a modest earnings recovery – around 5% YoY growth. 2.8% US GDP growth in 2016 
supports expanding top line also set to benefit from macro stabilization. 

 Q: Will the Fed finally hike? Does it Matter? 

Yes and Yes: UBS believes the first Fed hike will occur on December 16, 2015. As important as the 
actual hike is the Fed's ability to "sell" markets on its' confidence with regard to economic conditions 
at home and abroad. Another Q1 soft patch (2014 and 2015) or a relapse of China financial turmoil 
stokes perceptions of a "policy error" which could impair market liquidity, compressing multiples. 
Conversely, economic strength above expectations will reinforce the Fed's message and hiking intent. 

 Q: What are the biggest risks?  

Upside: A positive reaction to the beginning of Fed rate hikes (as the ECB, BOJ and PBOC remain 
easy), resulting in an economic and equity market acceleration common in past hiking cycles and 
catalyzing a renewed public participation in equites. Downside: Little to no earnings growth and a 
continuation of International instability post the start of Fed Normalization, which results in market 
dislocation and volatility in excess of August 2015 peaks. 

WHAT'S PRICED IN? Equity markets are pricing in single-digit earnings growth. Market multiples are not taxing at 
around 16.5x NTM particularly when compared with a 10 year treasury yield of 2.3%. Expectations are 
for earnings normalization due to modest GDP growth and greater oil and FX price stability.  

UBS VIEW 

 

Modest earnings growth will likely be sufficient. As volatility of earnings expectations subsides 
and Fed lift-off ratifying US economic strength is absorbed by investors, stocks continue to advance 
supported by M&A and balance sheet strength. The prospective return of the investing public as buyers 
after being absent during 2015 could support 1H 2016 multiple expansion/market overshoot. 

EVIDENCE 

 

While market volatility was evident in late Summer, Consensus downward EPS revisions eased and are 
troughing during Q3 reporting season. M&A activity remains on record pace, jobs growth and wage 
trends are robust supporting consumption and further equity market upside. 

 
Figure 2: 2016 – Market Implied Outcomes and UBS Base, Upside, Downside 

 
Source:  Bloomberg, UBS 
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US Equity and Derivatives Strategy UBS Research  
 

OUR THESIS IN PICTURES  

 

The speed of earnings estimates downgrades has troughed 
in recent months. Modest 2016 growth should come from 
2.8% US GDP and greater oil/fx stability – UBS 2016 
Earnings Estimate is $126. 

Sources: FactSet, UBS 

  

Date of 1st Rate 

Hike 

S&P 500 Advance 

from First Hike (%) 

Time to Market 

Top (# months) 

Fed Funds Rate 

Range (Tightening) 

8/14/1977 41.1% 41 6.00 - 20.00% 

12/16/1986 34.7% 8 6.00 - 7.25% 

3/29/1988 41.9% 28 6.50 - 9.75% 

6/30/1999 11.3% 9 4.75 - 6.50% 

6/30/2004 37.2% 40 1.00 - 5.25% 

2015? ? ? 0.25 - ?.??% 

Avg (ex current) 33.2% 25 
  

The Fed is expected to begin hiking on 12/16/15. Past 
hiking cycles have signalled an eventual end to the Bull 
Market, but not before a rally extension of both duration 
and total returns. 

Source: FOMC, Bloomberg, UBS 

 

 

The 3-5 year  cyclical volatility regime shifted from low to 
high with August's China FX devaluation. Higher volatility 
often occurs in the "Late Innings" of rallies, as markets 
discount a greater likelihood of both upside and downside 
scenarios. 

Source: UBS 
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Supports Still in Place 
The late Hall of Fame Yankees catcher Yogi Berra once said, “It’s like déjà vu all 
over again.” In this regard, much of what we wrote in our 2015 Outlook is still 
applicable in the current economic environment. For example, in November of last 
year, we wrote: 

The S&P 500 has risen 200% since the bull market began in March 2009 - 
not unprecedented by historical standards. Buoyed by strong corporate 
balance sheets positioned to drive further M&A, the prospect of solid GDP 
anchoring steady earnings growth, and a Fed set to raise interest rates 
while mindful of incoming data, we expect the advancing tide to continue 
rolling.1  

One year later, our view of the US equity landscape remains quite similar. While 
the bull market – which has now advanced approx. 210% since the low in March 
2009 – is now nearly 7 years old, US equities continue to be buoyed by the broad 
health of corporate balances sheets, a flurry of M&A activity and the prospect for 
solid economic growth driving an improvement in corporate earnings.  

Coming into 2015, we expected the start of a Fed rate hiking campaign to be a 
catalyst for higher volatility and although the Fed did not raise rates as we 
originally expected (UBS now expects the Fed to hike in December 20152), we 
witnessed a noticeable increase in volatility, particularly during the third quarter; 
catalysed by China's surprise CNY devaluation and following the narrowest six-
month S&P 500 trading range in decades. We believe the volatility regime has 
shifted higher, consistent with prior aging bull markets, and higher volatility is 
likely to continue to provide investors with greater opportunities to generate alpha. 

In short, we believe the requisite supports are still in place for the bull market to 
continue to run, albeit with incrementally increasing caution. Below, we present a 
summary of our year end 2016 S&P 500 Price Target and EPS estimate. 

Figure 3: UBS Forecasts 

  2014 2015E 2016E 2017E 

Economic 
    

US Real GDP Growth (%) 2.4% 2.5% 2.8% 2.5% 

10yr Treasury Yield (%) 2.5% 2.4% 2.5% 3.0% 

  
    

S&P 500 
    

Price Level ($) 2,058 2,125 2,275 - 

   % growth 11.4% 3.2% 7.1% - 
Earnings per Share ($) 118.68 120.00 126.00 132.50 

   % growth 8.3% 1.0% 5.0% 5.2% 
  

    
Forward P/E Multiple 17.2x 16.9x 17.2x - 

Trailing P/E Multiple 17.3x 17.7x 18.1x - 

  
    

Earnings Yield (trailing) 5.8% 5.6% 5.5% - 

Dividend Yield 1.9% 2.0% 2.1% - 
Source:  FactSet, Bloomberg, UBS 

                                                        

1 See 11/10/2014, US Equity & Derivatives Strategy – US Outlook 2015: Roll Tide, Roll… 
2 See 10/28/2015, US Economic Comment – FOMC: Waiting for Go or Godot? 

https://neo.ubs.com/shared/d1rQfvFKzZy
https://neo.ubs.com/shared/d1aE70TTYB
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The Bull: Aging and More Volatile 
Despite the market’s abrupt selloff at the end of the summer, following what was 
a historically narrow trading range in the S&P 500 during the preceding six 
months, the bull market trend remains intact, albeit in an environment where 
perceptions of risk have risen.  

Figure 4: S&P 500, 2013-Present  Figure 5: CBOE SPX Volatility Index, 2013-Present 

 

 

 
Source:  Bloomberg, UBS  Source:  Bloomberg, UBS 

 

The volatility regime has shifted higher as rising risk is quite normal at this point in 
the market cycle where the rally is maturing (Figure 5) and the Fed is poised to 
begin raising interest rates – UBS now forecasts the rate hike cycle to begin at the 
December 16th FOMC meeting. 

Figure 6: Mature Bulls – Often a Bumpy Ride 

    Average 1yr Volatility 

Start End/ Current 1yr  Prior to Market Top 2yrs  Prior to Market Top 

6/1/1932 3/10/1937 17.5 18.2 

3/31/1938 11/9/1938 35.3 22.4 

4/11/1939 10/25/1939 26.7 36.2 

4/28/1942 5/29/1946 14.8 10.4 

6/13/1949 8/2/1956 13.2 11.6 

10/22/1957 12/12/1961 8.1 9.8 

6/26/1962 2/9/1966 6.3 5.2 

10/7/1966 11/29/1968 9.8 8.4 

5/26/1970 1/11/1973 8.0 9.6 

10/3/1974 9/21/1976 12.2 19.5 

3/6/1978 1/6/1981 16.1 11.1 

8/12/1982 8/25/1987 15.2 12.8 

12/4/1987 7/16/1990 13.6 12.3 

10/11/1990 3/24/2000 18.9 20.0 

10/9/2002 10/9/2007 12.1 10.7 

  Average: 15.2 14.6 
Source:  Bloomberg, UBS 
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Prior to the summer selloff, markets were coming off a period of lower than 
normal volatility and a historically tight 6-month trading range in the S&P 500 
index.   

Figure 7: A Historically Tight S&P 500 Trading Range  Figure 8: Average VIX Levels 

 

 

 
Source:  Bloomberg, UBS  Source:  Bloomberg, UBS 

 

Though sceptics could point to the extent of gains, as well as the length of the 
rally since 2009, as sufficient rationale to believe a bear market is “due,” we 
highlight that although the current rally is extended in both time and price, it is 
only the third longest and fifth largest rally since the Great Depression. 

Figure 9: From FDR to Obama – A History of the Bulls 

Start End/ Current Length (months) Return CAGR 

6/1/1932 3/10/1937 58 324% 35% 

3/31/1938 11/9/1938 7 62% 121% 

4/11/1939 10/25/1939 7 27% 55% 

4/28/1942 5/29/1946 50 158% 26% 

6/13/1949 8/2/1956 87 267% 20% 

10/22/1957 12/12/1961 50 86% 16% 

6/26/1962 2/9/1966 44 80% 18% 

10/7/1966 11/29/1968 26 48% 20% 

5/26/1970 1/11/1973 32 74% 23% 

10/3/1974 9/21/1976 24 73% 32% 

3/6/1978 1/6/1981 35 59% 18% 

8/12/1982 8/25/1987 61 229% 27% 

12/4/1987 7/16/1990 32 65% 21% 

10/11/1990 3/24/2000 115 417% 19% 

10/9/2002 10/9/2007 61 101% 15% 

3/9/2009 11/6/2015 80 210% 
 

  Avg (ex. current): 46 138% 31% 
Source:  Bloomberg, UBS 

 

Nonetheless, at 81 months and counting, the current bull market is one of the 
longest on record. That said, no bull market since before the 1970's has 
ended without a recession and both our US Economics team or our US Credit 
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Strategy team do not forecast a near term recession. Simply put, barring an 
unforeseen external shock or a recession, if earnings continue to improve, 2016 
should be a positive year for US equities. Regardless, we continue to expect further 
volatility – which in essence means higher risk, both upside and downside. 

Figure 10: S&P 500 Historical Performance 

 
Source:  Bloomberg, UBS 

 

Growth Drivers: The Economy & the Fed 
Much like last year, we believe the underlying fundamentals support higher stock 
prices into 2016, particularly when viewed through the lens of the economy and 
the Fed. Low inflation persists and our UBS Economics team notes that relatively 
low inflation has tended to be associated with longer economic recoveries. In fact, 
the longest recoveries have been during times of comparatively modest inflation 
that did not generate exceptionally tight monetary policy and unsustainable 
demand imbalances.3  

Our US Economists’ forecast of 2.8% real GDP growth in 2016 is largely driven by 
credit and wages. Credit in most sectors is still largely available and the fraction of 
small businesses (that are pivotal for economic expansion) unable to obtain credit 
remains very low. Furthermore, our UBS all-loan composite bank lending standards 
index continues to signal relatively abundant bank credit and healthy private sector 
job formation.  

                                                        

3 See 11/2/2015, US Economic Perspectives – US Economic Outlook 2016-17 
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Figure 11: Credit Remains Available for Small Firms  Figure 12: Bank Lending Conditions are Key for Jobs 

 

 

 
Source:  National Federation of Independent Business, UBS  Source:  Federal Reserve Board, Bureau of Labor Statistics, UBS. (Note: Shaded 

areas mark recessions. The all-loan composite lending standards index is 
composed of lending standards responses for C&I loans, real estate loans, and 
banks’ willingness to make consumer loans, weighted by outstanding commercial 
bank loans) 

 

Along with the jobs facilitated by credit conditions, wages are critical for 
household purchasing power, and continued consumer optimism. With the 
unemployment rate expected to fall to calendar averages of 4.8% in 2016 and 
4.2% in 2017, hourly wage and salary gains are expected to accelerate to 3.0% in 
2016 and 3.3% in 2017. 

Figure 13: Wage Gains at 5% Unemployment  Figure 14: Consumer Confidence Remains High 

 

 

 
Source:  Bureau of Labor Statistics, UBS  Source:  Bloomberg, UBS (Ticker: CONCCONF) 

 

Growth could be better than expected if the US continues to experience relatively 
fast household formation. Following years of below normal household formation 
and an unusually high level of "doubled up" living arrangements, household 
formation has picked up to an around 1½ million annual pace. 
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Figure 15: Household Formation Improving  Figure 16: Yet Shared Households Still Remain High 

 

 

 
Source:  Census Bureau, UBS. (Note: Shaded areas mark recessions)  Source:  U.S. Census Bureau Current Population Survey Annual Social and 

Economic Supplement, 2007-2014 

 

Turning to monetary policy, we believe the Fed continues to be “mindful” to not 
repeat the mistakes made by premature monetary tightening during the recovery 
phase of the 1930's, particularly given the close correlation of stocks to the Fed 
balance sheet. Despite the anticipated 12/16 "lift-off" date for Fed Normalization, 
the pace is likely to be slow and measured, subject to incoming economic data and 
changing conditions. And in this cycle, perhaps more than other hiking cycles, such 
subjectivity will include the health of International economies (particularly China 
and Europe) and the value of the US Dollar. 

Figure 17: Premature Fed Tightening = a "Lost Decade"  Figure 18: Federal Reserve Banks Total Assets vs. S&P 500 

 

 

 
Source:  Bloomberg, UBS (Ticker: INDU)  Source:  Bloomberg, UBS 

 

With respect to market cycles and Fed hiking cycles, it is important to remember 
that equity peaks have occurred, on average, two years and a full 33% higher than 
when the Fed first began to raise interest rates, though by all rights, the first hike 
should indeed "start the countdown to the Bull market finale." 
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Figure 19: Fed Rate Hikes – Start is not the End for Stocks, For Awhile 

Date of 1st Rate Hike 
S&P 500 Advance from         

First Hike (%) 

Time to Market Top  

(# months) 

Fed Funds Rate Range 

(Tightening) 

8/14/1977 41.1% 41 6.00 - 20.00% 

12/16/1986 34.7% 8 6.00 - 7.25% 

3/29/1988 41.9% 28 6.50 - 9.75% 

6/30/1999 11.3% 9 4.75 - 6.50% 

6/30/2004 37.2% 40 1.00 - 5.25% 

2015? ? ? 0.25 - ?.??% 

Avg (ex current) 33.2% 25 
 

Source:  FOMC, Bloomberg, UBS 

 

Flexibility: Corporate Balance Sheets 
When we combine a solid economy with a still "mindful" Fed and adequate 
balance sheet flexibility in corporate America, it seems reasonable to expect a 
further rally in the S&P 500 in 2016. 

While companies have re-levered, particularly through the bond markets, the 
overall health of balance sheets remains a clear positive – in a higher volatility 
environment, cash is more valuable. S&P 500 cash balances (as a % of total assets) 
remain near all-time highs… 

Figure 20: Cash (% of Total Assets) Near Peak  Figure 21: Positive Picture Across all Sectors 

 

 

 
Source:  Compustat, FactSet, UBS (Note: Data is representative of the S&P 500 ex 
financials) 

 Source:  Dealogic, UBS (Note: Volumes as of announced date) 

 

…and overall leverage levels, while increasing recently, remain well below peak 
levels.  As bond market participants become more selective, growth in overall debt 
levels is likely to slow. However, debt remains cheap and available, particularly for 
those companies with sufficient flexibility and resources. 
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Figure 22: S&P 500 (ex Fin) Net Debt to Equity  Figure 23: S&P 500 (ex Fin) Net Debt to EBITDA 

 

 

 
Source:  Compustat, FactSet, UBS  Source:  Compustat, FactSet, UBS 

 

Why do we like balance sheet flexibility and how is it a driver for US equities into 
2016? The answer is fairly straight forward – in times of volatility, excess cash and, 
more broadly, balance sheet flexibility becomes more valuable as it provides 
corporate management teams with the ability to undertake value enhancing 
initiatives.  

With ample flexibility, a company is capable of investing in future growth via capex 
as top line growth slows. Perhaps more relevant for the current environment, cash 
and balance sheet capacity allows companies to increase their capital returns to 
shareholders via larger dividends and, more recently, increasingly large share 
repurchase programs. In fact, until very recently, the S&P 500 Buyback Index has 
largely outperformed the broader market (Figure 25). 

Figure 24: S&P 500 (ex. Fin) Buybacks by Sector, $bn  Figure 25: S&P 500 vs. S&P 500 Buyback Index 

 

 

 
Source:  FactSet, UBS (Note: Data is of S&P 500 companies ex financials)  Source:  Bloomberg, UBS 

 

However, the Buyback Index has begun to underperform since Q2 of this year as 
the focus has increasingly shifted to M&A – another benefit to ample balance 
sheet resources. In a slower growth environment, corporate managers have 
focused on identifying growth through M&A. 
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Figure 26: US Annual M&A Volumes – Three Year Peaks? 

 
Source:  Dealogic, UBS 

 

If we look at the past two M&A cycles, it seems as though M&A waves come in 
bunches of three years. We believe 2016 is likely to be year 3 of the current M&A 
cycle but signs for continued activity remain healthy. Companies have ample cash 
reserves and have access to fairly cheap credit. Furthermore, the large amount of 
offshore cash (given reduced likelihood of a repatriation holiday in the US) on S&P 
500 corporate balance sheets – which we estimate to be over $900bn ex financials 
– and the continued strength of the US dollar could drive further M&A abroad (by 
US companies).  

Figure 27: Offshore Cash (% of Total) by Sector  Figure 28: US Trade-Weighted Dollar Index 

 

 

 
Source:  FactSet, UBS  Source:  Bloomberg, UBS 
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S&P 500 Outlook 
Steady economic growth is central to the positive outlook for US equities in 2016. 
As the bull market enters into the late innings, we expect earnings growth to play 
an increasingly important role in overall equity market returns. However, a 
combination of low interest rates and an acceleration of equity inflows could 
contribute to further multiple expansion – typical of maturing bull markets.  

Figure 29: S&P 500 Performance, 2009-Present (Annual Returns*) 

 
Source:  Bloomberg, UBS (2015 & 2016 returns based off UBS price targets) 

 

Earnings per Share 
On the back of stronger GDP growth driven by an increase in consumer (wages) 
and corporate (access to credit) spending, we anticipate EPS to grow 5.0% in 2016 
and 5.2% in 2017. As we enter the later innings of the current market cycle, we 
anticipate top-line growth to increasingly represent a larger share of earnings 
growth – as opposed to cost cutting and further margin expansion. 

Figure 30: S&P 500 EPS ($, Annual) 

 
Source:  Compustat, First Call, IBES, FactSet, Bloomberg, UBS 
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Our top-down earnings model for S&P earnings uses a series of regressions to 
forecast key elements of the S&P income statement, thus leveraging the breadth of 
the UBS platform when incorporating forward views from our economists, 
strategists and analysts. 

For sales, we focus on what we believe are key demand drivers such as personal 
consumption expenditures, private non-residential investment, oil prices and dollar 
strength. Operating margins are forecasted incorporating US capacity utilization 
and oil prices, while interest rates consider the spread between 2 and 10 year 
treasury yields (to estimate the incremental cost of debt funding for corporates). 
Lastly, we look to recent history to estimate divisor growth (slight reductions in-line 
with recent trends) and tax rate (average tax rate in recent years). 

Figure 31: Key Drivers  Figure 32: S&P 500 Margins vs. Capacity Utilization 

  2015E 2016E 2017E 

Sales Growth 
   

PCE – Durable Goods (%, y/y) 3.8% 3.9% 3.4% 

Private NonRes Fixed Invest (%, y/y) 3.2% 5.0% 5.7% 

Brent Crude Oil (%, y/y) 2.4% 2.5% 3.0% 

  
   

EBIT Margin 
   

US Capacity Utilization Rate (%) 77.9 78.1 78.0 

  
    

 

 
Source:  Haver, UBS  Source:  Haver, UBS 

 

Hence, the key risk to our top-down S&P earnings growth forecast is the pace of 
US economic growth – specifically, consumer and corporate spending. Oil 
represents a significant wildcard as any material bounce (or further weakness) 
could have significant upside (downside) risk to our estimates. The US dollar is also 
a factor into our model, with further material appreciation in the US dollar likely to 
impact earnings. Finally, although international growth forecasts, specifically for 
China and Europe are not direct inputs into our earnings model, a substantial 
slowdown in global growth will likely impact the pace of US economic growth. In 
the case of China, despite fairly limited direct revenue exposure for S&P 500 
companies (~1-2% of sales), a hard landing would also add downside pressure on 
commodity prices (i.e. oil) – a direct input into our model. 

Relative to bottom-up consensus expectations of $128.45 and $144.48 in 2016 
and 2017 respectively, our Strategy estimates of $126 and $132.50 appear 
somewhat conservative.  
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Figure 33: Bottom-up Consensus Estimates, 2015 & 2016 

 
Source:  First Call, FactSet, UBS 

 

While bottom-up consensus estimates are typically more optimistic at first and 
begin to adjust downward as additional information is incorporated into analyst 
thinking, oil prices and the US dollar (as evidenced by the consensus growth 
forecasts by sector) represent obvious wildcards. Easier comps in oil prices and the 
US dollar will likely provide a tailwind to earnings in 2016 although clearly there 
could be incremental further downside risk – particularly to consensus forecasts for 
the Energy and Materials sectors heading into next year.  

Figure 34: Actual and Consensus EPS Growth 

    Growth (%, YoY)   

Sector   Q1'15 Q2'15 Q3'15E Q4'15E 2015E 2016E 
 

Cons Disc   7.4% 8.7% 16.9% 9.8% 11.8% 15.0% 
 

Cons Stpls   4.4% 1.5% -1.1% -2.5% 0.3% 6.6% 
 

Technology   8.7% 7.3% 6.3% -3.0% 6.7% 8.3% 
 

Healthcare   21.7% 15.1% 15.1% 5.4% 12.4% 9.7% 
 

Telecom   -0.8% 7.4% 15.7% 18.9% 11.9% 3.1% 
 

Utilities   1.9% 8.0% 0.5% 0.0% 3.3% 3.5% 
 

Energy   -56.6% -56.2% -57.8% -66.4% -59.4% 0.8% 
 

Materials   -0.4% 9.3% -15.4% -18.5% -5.0% 12.3% 
 

Industrials   9.3% 1.3% 4.6% 2.4% 4.5% 4.9% 
 

Financials   14.7% 7.2% 6.8% 13.1% 14.0% 8.5% 
 

S&P 500   1.8% 0.3% 0.0% -2.4% -0.4% 8.6% 
  

Source:  FactSet, Bloomberg, UBS 

 

Valuation 
Using our top-down estimate for S&P 500 EPS, we apply a forward P/E multiple of 
17.2x to arrive at our S&P 500 price target of 2,275. We believe our forecast for  
the slight increase in the forward P/E multiple from current levels is justified given 
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sheets, a continued low interest rate environment and the potential for upside to 
our EPS forecasts. Given the combination of low long term yields (i.e. a 10yr 
treasury yield of 2.3%), a healthy yield on equities when taking into account 
dividends and buybacks, and relatively attractive growth prospects, we believe US 
equities look attractive in the current environment (Figure 35). 

Figure 35: S&P 500 Total Yield 

 
Source:  Compustat, FactSet, UBS 

 

What Does History Tell Us? 

Is 17.2x NTM earnings too high for the S&P 500? Depending on the length of 
historical data, our projected multiple is roughly in-line to slightly elevated. 
However, the combination of low interest rates, healthy corporate balance sheets, 
and the maturity of the bull market justify, in an historical context, our projection 
for a slight degree of multiple expansion in 2016. 

Figure 36: S&P 500 NTM P/E, 1997-Present  Figure 37: S&P 500 NTM P/E, 2004-Present 

 

 

 
Source:  First Call, IBES, FactSet, UBS  Source:  First Call, IBES, FactSet, UBS 

 

On a trailing basis, our 19x trailing multiple is still below the peaks reached in prior 
bull markets. In fact, the average peak multiple for all post World War II bull 
markets is approximately 20x trailing S&P earnings (Figure 38). 
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Figure 38: Peak P/E Multiples in Prior Bull Markets  

Start Date End Date Max/Current P/E Ratio 

10/22/1957 12/12/1961 22.4x 

6/26/1962 2/9/1966 20.0x 

10/7/1966 11/29/1968 19.0x 

5/26/1970 1/11/1973 20.2x 

10/3/1974 9/21/1976 13.7x 

3/6/1978 1/6/1981 9.9x 

8/12/1982 8/25/1987 22.7x 

12/4/1987 7/16/1990 16.6x 

10/11/1990 3/24/2000 30.7x 

10/9/2002 10/9/2007 21.7x 

3/9/2009 ? 
 

  Average (ex. current): 19.7x 
Source:  Bloomberg, UBS 

 

Sector comparison 

While our forecast calls for slight multiple expansion, we think certain sectors are 
better-positioned to provide upside – at least relative to historical valuations within 
each sector. In particular (see sector preferences), we believe technology and 
financials are best-positioned sectors to see continued multiple expansion. 

Figure 39: Valuation Heat Map  

 
Source:  IBES, First Call, FactSet, UBS (Note: Financials data is Price-to-Book, whereas all other sector data is Forward 12m Price-to-Earnings) 

 

  

S&P 500 Tech HealthCare Industrials Cons Disc Staples Financials* Energy Utilities Telecom Materials
1990 11.3 10.7 15.1 11.2 11.0 13.3 1.4 13.4 10.4 12.7 9.2
1991 13.6 12.4 17.9 12.9 16.5 15.3 1.5 13.4 11.1 13.1 13.3
1992 14.3 13.8 16.8 13.2 17.2 16.1 1.6 15.9 12.0 13.6 14.9
1993 14.6 16.8 13.5 14.5 16.0 14.8 1.8 16.7 13.7 16.1 16.3
1994 13.1 15.1 13.7 13.7 12.7 14.4 1.6 16.5 11.2 14.7 15.7
1995 13.2 14.4 16.7 13.8 12.2 16.0 1.8 15.7 11.8 14.7 10.2
1996 15.0 16.5 19.3 16.1 14.2 18.2 2.0 16.4 12.2 14.6 13.7
1997 17.5 20.5 23.0 18.1 15.0 21.5 2.7 18.3 12.4 16.7 16.0
1998 20.6 26.9 29.2 19.2 19.7 23.9 3.1 20.4 15.1 20.8 16.6
1999 23.3 37.6 28.7 21.7 22.8 22.6 3.4 26.0 14.6 23.5 18.4
2000 22.1 39.1 27.8 21.4 20.2 18.5 3.5 18.9 15.2 18.8 11.5
2001 20.2 31.8 25.7 20.3 23.2 19.3 3.0 15.9 13.8 19.3 17.2
2002 17.5 27.0 20.6 17.1 20.9 17.8 2.5 18.4 10.6 14.4 18.1
2003 16.5 25.3 18.0 17.2 19.1 17.1 2.1 15.4 12.1 14.1 18.0
2004 16.5 22.5 17.6 18.2 18.4 18.1 2.2 14.9 13.8 17.0 15.3
2005 15.1 19.6 17.3 16.5 17.7 17.4 2.0 11.9 15.0 14.6 13.1
2006 14.5 18.9 16.7 15.7 16.5 17.4 2.1 10.2 14.4 14.3 13.0
2007 14.7 19.4 16.0 15.8 16.8 17.4 1.9 11.8 16.0 15.4 14.7
2008 12.3 14.5 12.6 12.7 13.5 15.1 1.3 9.6 13.6 11.9 12.9
2009 13.0 14.9 10.9 13.5 14.2 13.1 1.0 13.0 11.2 12.1 16.8
2010 12.7 13.3 11.0 14.7 14.4 13.7 1.1 11.4 11.9 12.6 13.9
2011 12.2 12.3 11.4 13.4 14.1 14.2 1.0 11.0 13.5 14.0 12.0
2012 12.5 12.1 12.3 12.6 14.7 15.3 1.0 10.7 14.6 15.0 12.4
2013 14.1 13.0 15.0 14.7 16.8 16.5 1.2 12.2 15.3 15.1 14.4
2014 15.5 15.2 16.6 16.1 17.6 17.7 1.4 13.9 16.2 13.5 16.4
2015 16.3 15.6 16.9 15.5 18.3 19.2 1.4 21.9 16.1 13.0 15.9

Current 16.4 16.5 15.8 15.9 18.5 19.2 1.4 23.5 15.0 11.8 15.8
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Upside Potential: 2,500 – Suspension of 
Disbelief 
"Suspension of Disbelief" is a term coined in 1817 by poet Samuel Taylor 
Coleridge normally applicable to works of literary fiction that suggests that if the 
writer could infuse a "human interest and a semblance of truth" into a fantastic 
tale, the reader would suspend judgment concerning the implausibility of the 
narrative. 

Almost seven years into an historical bull market largely devoid of public 
participation and enthusiasm, we have begun to see the first signs (see 10/30/15, 
Macro Keys – US Equities: Signs of The Top?) – higher volatility, torrid M&A 
activity, and a trickle of retail inflows – that normally accompany the final, 
sometimes remarkably higher, rally in a bull market.  The conditions for 
"Suspension of Disbelief", a classic Sign of the Top epitomized by the NASDAQ in 
1999-2000 (Figure 40), are building. 

Figure 40: Suspension of Disbelief – Tech Bubble Top, 1999-2000 

 
Source:  Bloomberg, UBS 

 

Is a move to S&P 500 2,500 at some point in 2016 truly plausible in the event that 
the "Suspension of Disbelief" accelerates? From a valuation perspective, we 
believe it is. As we illustrate in Figure 38, the average bull market multiple peak on 
trailing earnings is 19.7x. 2,500 on flat earnings of approx. $120 in 2016 equates 
to 20.8x, while on UBSe for 2016 of $126 is 19.8x and on current bottoms up 
consensus of $128.45 is 19.5x.  

 

Volatility Cuts Both Ways 
As we illustrated in Figure 6 earlier, the latter stages of a number of historic bull 
markets have become noticeably more volatile (see 1/20/15, Monetizing Manic 
Movement).  

Two of the most important examples of the idea that stocks can rise (and, perhaps 
eventually, fall) in an environment of higher volatility are the 1999-2000 end of the 
Tech bubble (Figure 41) and the 2007-2008 onset of the Great Financial Crisis 
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(Figure 42) – both of which saw surges and plunges on the way to their ultimate 
Bull market peaks. 

Figure 41: Tech Bubble Zig-Zag (S&P 500, 1999-00)  Figure 42: Manic Recession (S&P 500, 2007-08) 

 

 

 
Source:  Bloomberg, UBS  Source:  Bloomberg, UBS 

 

We use 1999-2000 and 2007-08 as prime examples of higher volatility Bull market 
finales because there is one other notable similarity with the market of 2015-16; a 
dramatic spike in M&A activity that, in the third year, peaked (Figure 43), but not 
before catalyzing the upside that ultimately proved unsustainable. 

Figure 43: Historical US M&A Announced Deal Volume ($bn) 

 
Source:  Dealogic, UBS 

 

Of particular note were "blockbuster" M&A transactions in sectors and stocks 
which were perceived market leaders at the time (Tech in 2000, Financials in 2007) 
that gave rise to the notion that anything was possible in the world of M&A; 
AOL/Time Warner ($182B deal) in January 2001 and RBS/ABN AMRO ($98B deal) 
in 4/2007.  

Alas, the "sky" turned out not to be "the limit". Such deals were ultimately 
recognized as "bell ringing" transactions, however not before the broader S&P 
500 index continued its robust advance – In 2000, SPX peaked 5% above and 2 
months after AOL/TWX was announced, and in 2007, stocks peaked 8% and 6 
months later.  
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Fast forward to 2015-16: M&A volumes in the US have swelled to all-time highs; 
led in large part by the Health Care sector, flush with cash, driven by demographic 
and demand tailwinds, a sector widely acknowledged as one of the market leaders 
in the last few years (Figure 44). 

Figure 44: Health Care – Bull Market Medicine 

 
Source:  Bloomberg, UBS 

 

Paradoxically, the volatility in the market since August, and particularly since 
Presidential Candidate Hillary Clinton tweeted her intent to propose a plan to 
combat the high cost of prescription drugs on September 21st, has, if anything, 
intensified the M&A activity, whose recent prominent feature was the proposed 
combination of Pharmaceutical behemoths Pfizer (PFE) and Allergan (AGN), a deal 
that currently values AGN at $120B. We think the proposed PFE/AGN combination, 
if consummated, could go down as one of the landmark transactions of this 
current M&A wave, perhaps similar to other notable large scale "headline" deals 
which occurred near past M&A activity peaks in 2000 and 2007. 

So rather than be deterred by the recent volatility and uncertainty in markets, 
which, in a political season where the November 8 elections promise that the only 
certainty is change and greater uncertainty (Figure 45 and Figure 46), 
managements have become bolder at attempting to strike deals prior to the onset 
of both a new political regime in Washington as well as the start of "more 
expensive money" courtesy of the Fed. 
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Figure 45: Word Count - A Quiet Uptrend in Uncertainty  Figure 46: US Economic Policy Uncertainty – Breakout? 

 

 

 
Source:  Bloomberg, UBS  Source:  Bloomberg, UBS 

 

The uncertainty observed in and around Washington DC is by no means the only 
area where "uncertainty bull markets" - hence elevated volatility - are in full 
bloom. Positive resolution to these other uncertainties could further stoke the 
"animal spirits" that have seemingly been missing from what many pundits call the 
"most hated Bull market in history". We pinpoint three uncertainties which, under 
the right set of circumstances, could propel markets higher, perhaps significantly 
enough to inflate valuations, in the coming months.  

The Fed – While UBS expects the Fed to begin raising rates at the 12/16/15 FOMC 
meeting, the question is, with this being one of the most watched and widely 
anticipated Central Bank events in history, how do equity markets react? UBS 
Economist Drew Matus in his 4/10/15 Macro Keys – Why Zero Rates are Bad for 
the US Economy posits the idea that the first few rate hikes may cause an 
acceleration in economic activity rather than acting as a restraint. If this were to be 
the case, investors could quickly become emboldened buyers, further interpreting 
the Fed's actions as a sign that not only would the US be deemed to be on solid 
economic footing, so too would China, a focus for the Fed and the markets for a 
number of months. 

China – China is admittedly a great unknown where uncertainty has remained 
elevated (Figure 47), even in the wake of the surprise CNY devaluation on 8/11 – 
but perhaps finally showing signs of a peak? 

0

50

100

150

200

250

300

350

N
ov

-1
4

D
ec

-1
4

Ja
n-

15

Fe
b-

15

M
ar

-1
5

A
pr

-1
5

M
ay

-1
5

Ju
n-

15

Ju
l-1

5

A
ug

-1
5

Se
p-

15

O
ct

-1
5

N
ov

-1
5

"Uncertainty" Bloomberg News Count

50

100

150

200

250

300

20
09

20
10

20
11

20
12

20
13

20
14

20
15

US Economic Policy Uncertainty Composite Index

https://neo.ubs.com/shared/d1BdejRjAFlGsJD
https://neo.ubs.com/shared/d1BdejRjAFlGsJD


 

 US Equity and Derivatives Strategy   10 November 2015 

 

 23 

Figure 47: China Uncertainty – Has It Peaked? 

 
Source:  Bloomberg, UBS 

 

Signs are beginning to accumulate that both economists (Figure 48) and investors 
(figure 49) are discounting the moderating of China uncertainty as well. 

Figure 48: China Slowdown fully Priced in?  Figure 49: SHASHR – Investors Feeling Relieved, Too? 

 

 

 
Source:  Bloomberg, UBS  Source:  Bloomberg, UBS 

 

Greater belief in China's ability to "soft land" in the coming months – China 
economist Tao Wang forecasts 6.2% GDP growth in 2016, 5.8% in 2017 – could 
prove to be a major boost to US equities, which suffered in August when China's 
authorities surprised markets, dropping over 10% in a matter of days while no 
material adverse effects to the US economy were apparent (see 9/11 Macro Keys – 
Dark Skies Over China and the Impact on US Equities).  

The Investing Public – The Public has long been absent as a buyer of US equities; 
in fact retail investors have been heavy net sellers of US equities in 2015; this is 
contrary to the normal trend in bull markets, where "the late innings" are marked 
by greater public enthusiasm for stocks, where the desire to own equities often 
takes on a climactic dimension as occurred in 1999-2000 (Figure 50) often inflating 
valuations (Figure 39, page 18, Valuation Heat Map) beyond reasonable 
fundamentals. 
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Figure 50: Domestic Equity Flows (13 wk. MA): Like 1999-00 or Like 2015? 

 
Source:  Lipper, UBS 

 

Tellingly, as the market has staged its October recovery from the prior months' 
maelstroms, the public has been a net buyer of US equities for four consecutive 
weeks, the first such occurrence in a year. Four weeks does not a trend make, but 
it is the first concrete signs after months of constant selling, that a strong 
economy, a decisive Fed, and a China stabilizing – all against the backdrop of an 
M&A boom – could be sufficient to entice the Public into stocks. We will be 
watching the weekly flow data with special interest in the months ahead. 

So clearly, the "positive pressure" is building in the equity market which could take 
stocks materially higher in the months directly ahead, particularly in light of the 
fact that the best return months for the market tend to be October - May (Figure 
51).... 

Figure 51: Returns By Month – History on the Side of the Bulls into 2016 

 
Source:  Bloomberg, UBS 

 

...months where the focus will not be as squarely on politics, which can often serve 
as a distraction to markets during the Summer and Fall campaigning season (Figure 
52). 
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Figure 52: Presidential Election Season – Sell in May? 

 
Source:  Bloomberg, UBS (Note: S&P 500 Indexed to 100 on 12/31) 

 

Option Option: Go Long the June 2,175 Call/1,850 
Put Risk Reversal 
What does the options market think of the possibility of SPX 2,500 in 1H2016?  

Current prices, using 16% volatility, in line with 200 day S&P 500 realized volatility 
and June 2016 At The Money (ATM) option volatility, assign the probability of 
2,500 being touched prior to June 30 at approximately 18%; and while on $120 in 
2015 earnings, such an Index level would represent a trailing multiple of 20.8x, 
above the 19.7x average peak multiple experienced in prior bull markets (Figure 
38, pg. 18), the valuation "competition" from a 10 year US treasury yield 
remaining near generational lows around 2.3%  in our view makes the likelihood 
greater, on the order of 25 – 30%. This higher probability is in line with the long 
run average VIX level of 20%, a reading we expect to see with far greater 
frequency in 2016's forecast higher volatility environment. 

In order to position for the potential of stock prices to "overshoot" to the upside 
in 1H2016, we recommend investors go long an S&P 500 June 2016 expiry "Risk 
Reversal", buying the June 2,175 Call for $47.30 and selling the June 1,850 Put 
for $48.60; the position can be initiated for a credit of $1.30 ex fees and 
commission based on the closing SPX level of 2078.58 on 11/9. 

We believe this type of risk reversal structure is appealing because out of the 
money puts continue to trade expensive relative to out of the money calls (steep 
skew – Figure 53). We especially like these strike prices, with 2,175 below our year 
end 2016 price target of 2,275 and 1,850 representing a level below the 2015 
Index low of 1,867.01; in no ongoing bull market since the 1970's has the next 
year (2016) traded below the preceding year's low price. 
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Figure 53: Skew SPX 6 month 90% Put/110% Call Skew, % Vol – Elevated 

 
Source:  Bloomberg, UBS 

At expiration, the position remains profitable above 1,850 (with near unlimited loss 
potential below 1,850) and while the investor does not participate in market gains 
at expiration until price exceeds 2,175, the gains are theoretically unlimited, 
particularly attractive in the event that our upside risk level of 2,500 comes into 
focus. 

The payoff profile at expiration for the S&P 500 June 2,175 Call/1,850 Put Risk 
Reversal is as below. 

Figure 54: SPX Risk Reversal Payoff 

 
Source:  Bloomberg, UBS 

 

Downside Risk: 1,750 – The End 

Seven Years Gone 
In an environment of high volatility, even a trade down to 1,750 at some point 
before year end 2016, ending the seven year Bull market, would appear to be 
quite improbable – it has been almost 2 years – February 2014 – since 1,750, and 
the 200 week moving average, which tends to act as support for most major 
market setbacks, is priced at 1,750, rising by four points per week (Figure 55). 
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Figure 55: A Bull in Full 

 
Source:  Bloomberg, UBS 

 

And yet, in a regulatory driven world where reduced capital allocated to sell side 
market making operations has kept option skew very elevated, such an occurrence 
is currently being priced in option markets as having a 44% probability of 
happening at some point between now and 12/31/2016. For reference, in a world 
without option skew (which, to the uninitiated, was the norm prior to stock 
market Crash of 1987 – see 8/23/12 Option Strategy: Thinking About Risk – Seems 
Like Only Yesterday) that probability drops to 28%, still material.  

S&P 500 1,750 represents another year of zero earnings growth - $120 for 2016, 
and thus a multiple of 14.6x, a full turn below the average, in an environment 
where the 10 year yield currently resides at 2.3% (Figure 56). 

Figure 56: NTM PE 2000 – 2015 

 
Source:  FactSet, UBS 

 

What are the catalysts that could move the S&P 500 to 1,750 – The End of the 
Bull? 

There are two main catalysts, Earnings weakness and Liquidity concerns. 
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Earnings 
That earnings have been decidedly lackluster in 2015 has been a very poorly kept 
secret. 
Figure 57: Actual and Consensus EPS (2015e, 2016e) 

 
Source:  FactSet, UBS 

 

In the (almost) final analysis, the culprit has clearly been the Energy sector, with 
YoY earnings declines of nearly 60% in 2015. Though growth has been 
reasonable in the Consumer Discretionary sector (est. +15%), the anticipated 
benefits from the fall in energy prices haven't been fully realized.  

Why? Because the Consumer's first reaction to cheap oil was to increase his/her 
savings rate (Figure 58). And while the purse strings loosened in the Spring, the 
savings rate has begun to creep higher once again, perhaps in response to the 
equity market dislocations in August and September. 

2014 2015 2016

S&P 500 118.78 118.3 128.45
% y/y 8.3% -0.4% 8.6%

Consumer Discretionary 26.92 30.09 34.61
% y/y 6.6% 11.8% 15.0%

Consumer Staples 24.55 24.63 26.25
% y/y 4.4% 0.3% 6.6%

Financials 20.67 23.56 25.56
% y/y 0.3% 14.0% 8.5%

Information Technology 39.51 42.16 45.67
% y/y 14.5% 6.7% 8.3%

Health Care 42.42 47.68 52.32
% y/y 18.3% 12.4% 9.7%

Materials 16.94 16.09 18.07
% y/y 6.4% -5.0% 12.3%

Industrials 27.45 28.67 30.08
% y/y 10.3% 4.5% 4.9%

Energy 43.23 17.56 17.70
% y/y -0.7% -59.4% 0.8%

Telecom 10.61 11.87 12.24
% y/y 7.4% 11.9% 3.1%

Utilities 13.42 13.86 14.35
% y/y 3.7% 3.3% 3.5%
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Figure 58: Personal Savings Rate, % of Disposable Income 

 
Source:  Bloomberg, UBS 

 

In an environment where the downside risks to the economy are largely a function 
of export and capex uncertainties, ongoing consumer strength will be critical and is 
a core of economist Maury Harris' 2.8% GDP growth forecast for 2016, aided by a 
pickup in household formation (see 11/2 US Economic Perspectives: US Economic 
Outlook 2016-17). 

If the economy were to disappoint to the downside in 2016, the bullish thesis of 
the salutary benefits of cheap energy – a thesis that has been very effective in past 
"supply driven" oil price crash/solid economy periods such as 1985-87 and 1997-
99 (Figures 59 and 60), which both saw earnings recoveries off the "oil trough", 
could be discarded, damaging equity markets in 2016. 

 
Figure 59: GDP, EPS, S&P 500 Valuation, 1985-7  Figure 60: GDP, EPS, S&P 500 Valuation, 1997-9 

  
S&P 500 

 
GDP Growth (%) EPS Growth (%) Price Change (%) P/E @ YE 

1985 4.30% -12.20% 26.30% 14.5x 

1986 2.90% -0.90% 14.60% 16.7x 

1987 4.40% 20.90% 2.00% 14.1x 
 

   
S&P 500 

 
GDP Growth (%) EPS Growth (%) Price Change (%) P/E @ YE 

1997 4.40% 2.60% 31.00% 24.4x 

1998 5.00% -5.10% 26.70% 32.6x 

1999 4.70% 27.70% 19.50% 30.5x 
 

Source:  Bloomberg, UBS  Source:  Bloomberg, UBS 

 

Earnings could also disappoint due to margin pressures or continued International 
economic weakness.  

On margins, the story has been building, slowly, in 2015. Jobs are hard to fill 
(Figure 61) and that is a substantive part of the reason that wages have begun to 
accelerate (Figure 62). 
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Figure 61: JOLTed  Figure 62: Wage Gains – Bullish Breakout 

 

 

 
Source:  Bloomberg, UBS  Source:  Bloomberg, UBS 

 

And while margins have begun to erode to a small degree, they remain near prior 
peaks (Figure 63). 
 
Figure 63: S&P 500 EBIT Margins (ex Fin) - LTM 

 
Source:  FactSet, UBS 

 

While a pickup in wages could spur increased productivity (in the form of capex 
and or revenue growth – see 5/1 Macro Keys – Can US Equities Handle the (Wage) 
Pressure) – signs of such potential revenue growth have yet to crystallize, as the 
industrial sector stays challenged (Figure 64). 
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Figure 64: Durable Goods – Still Struggling 

 
Source:  Bloomberg, UBS 

 

Lastly, while there have been some encouraging signs that International markets 
are stabilizing, the 30% of S&P 500 revenues that are attributable to International 
sales remain challenged, particularly in an environment of ongoing US Dollar 
strength (Figure 65). 
 
Figure 65: The Dollar Bull – An Earnings Headwind 

 
Source:  Bloomberg, UBS 

 

Liquidity 
As markets move closer to the inevitable start of the Fed's rate hike regime, 
concerns with respect to the impact on market liquidity of such a momentous 
change in policy – 9 years in the making – are natural, particularly now that equity 
markets themselves have recognized the shift to a higher volatility regime (Figure 
66). This is all the more true since, as economist Drew Matus points out in his 8/18 
Fed Exit Mechanics: Answers to FAQs, there are numerous complications to 
Normalization, chief among them the Fed's $4 trillion balance sheet. 
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Figure 66: Volatility Cycles: Storm then Calm, Now Storm Again 

 
Source:  Bloomberg, UBS 

 

In reality, ripples in the fabric of market liquidity have become evident over the 
past year. What has occurred is a series of shorter term "seizures" in markets. 
There are a number of examples, the most extreme of which occurred as a result 
of "surprise" Central Bank moves - "deviations from the Bankers' script": 

10/15/2014 - US treasury market freezes as 10 year yields moved back and forth in 
a 30 basis point vacuum in a matter of a few hours in response to a minor 
economic report. 

1/15/2015 – The Swiss National Bank removes the EUR/CHF trading floor. 

Figure 67: SNB Walks Away (CHF/$) 

 
Source:  Bloomberg, UBS 

 

April/May – In anticipation of ECB QE, German Bund yields plunge to near zero 
and quickly boomerang higher. 
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Figure 68: ECB and the Bund: The Days of Awe 

 
Source:  Bloomberg, UBS 

 

and when the Chinese authorities "deviated from the script" by devaluing the 
CNY on August 11, the S&P 500 promptly dropped over 10% in a matter of days, 
ending in the 1000 point plunge in the Dow Jones Industrial Average early on 
August 24, where a number of ETF's traded prices deviated significantly from their 
underlying asset prices (Figure 69). 

Figure 69: DVY ETF, August's Intraday Pricing Dislocation 

 
Source:  Bloomberg, UBS 

 

One of the consequences of the Summer volatility in the US has been the 
beginnings of an unwind to trading on margin (Figure 70). 
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Figure 70: US Margin Debt – Sign of The Top? 

 
Source:  Bloomberg, UBS 

 

And as was so clearly evident in China in 2015, a rapid unwind of margin trading 
(Figure 71) can cause severe market dislocations (Figure 72). 

Figure 71: As Margin Balances Go (100 MM RMB)…  Figure 72: …So Goes Chinese Share Prices 

 

 

 
Source:  Bloomberg, UBS  Source:  Bloomberg, UBS 

 

In the event that the ECB or PBOC decide to deviate from their well telegraphed 
easing path, or the BOJ decides that there are sufficient "arrows" to move the 
economy forward without more easing, or either the Fed or perhaps the Bank of 
England increase interest rates in an unexpectedly aggressive manner, equity 
markets could become vulnerable. Simply put, markets do not like surprises. 

In an environment where subtle shifts in liquidity are already evident, surprises 
have the potential to cause volatility which could easily exceed that seen in August 
2015 (a move with no shift in US fundamentals evident) are possible. The potential 
is for rapid compression below the 2015 low at 1,867.01 toward 1,750, ending 
the Bull Market - since in no ongoing bull market since the 1970's has the next 
year traded below the preceding year's low price. Markets could, in our view, 
become disorderly in such a situation. 
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Sector Preferences 
Given lower economic growth than initially anticipated and the Fed’s inaction 
during 2015, our tactical 2016 sector outlook remains largely unchanged. We’ve 
already seen a shift to a higher volatility regime since the summer selloff in August, 
yet still believe in the prospect for higher stock prices and higher interest rates in 
2016. This not-altogether-unique combination of factors, observed in the latter 
stages of both the 1990-2000 and the 1982-1987 advances, leads us to prefer 
sectors with the following characteristics: 

• Limited Sensitivity to Rising Rates – With the expectation that rates are likely to 
rise in 2016 as an expression of economic health and the beginning of a Fed 
rate hike regime, we prefer sectors where rising rates are not necessarily a 
headwind. 

• Balance Sheet Flexibility – The ability to create long term shareholder value 
through capital return to investors, M&A or thoughtful capex projects is 
attractive when higher volatility and higher interest rates increase the value of 
cash for both strategic and opportunistic deployment, all else equal. 

Relative Valuation – Particularly when considering growth prospects and demand 
drivers, we focus on sectors which we believe are relatively more attractive – either 
to historical valuations or when compared to other sectors.  

Figure 73: US Equity Strategy Sector Preferences 

 

 
 
Source:  UBS 

 

Overweight 
Financials 

With companies focused on M&A, capex and share repurchases, we believe 
Financials stand to benefit from the increased lending activity, advisory fees and 
interest income. Continued asset price volatility should drive additional interest in 
the space, as some of the larger banks/brokers should see an increase in trading 
volumes, and hence commissions. In what has otherwise been a weak year for S&P 
500 earnings, the Financials sector has been one of the few bright spots given the 
relative strength in revenue and earnings growth. Q3 is yet another example of the 
sector’s relative strength compared with the broader group.  
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Figure 74: Q3 Earnings Growth 

 
Source:  IBES, First Call, FactSet, UBS 

 

As interest rates rise once the Fed begins its hiking regime, Financials are among 
the potential beneficiaries operationally. Furthermore, the Financials sector remains 
one of the most attractively valued sectors in our opinion, particularly on a relative 
basis to historical averages (Figure 75). 

Figure 75: Historical P/B, Financials 

 
Source:  FactSet, UBS 

 

Technology 

Despite the recent rally, the technology sector is not yet overvalued in our opinion, 
particularly given the potential earnings growth and M&A activity. Although the 
sector is currently trading at 16.4x NTM earnings, we believe Tech benefits from an 
attractive growth profile and substantial balance sheet flexibility that is likely to 
continue to be used for M&A and share buybacks.  
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Figure 76: Recent Outperformance To Continue  Figure 77: Tech Not Yet Expensive 

 

 

 
Source:  Bloomberg, UBS  Source:  FactSet, UBS 

 

The sector, as a whole, benefits from a relatively high degree of operational 
leverage, low financial leverage, and is likely to be a clear beneficiary of 
incrementally higher capital expenditures as companies look to improve 
productivity.  

 

Healthcare 

For most of the year, the healthcare sector was among the strongest performers. 
However, an increase in political attention on pharma pricing followed by reports 
of potential accounting issues at a large pharmaceutical company sent the entire 
biotech/spec pharma and broader healthcare sector plummeting. Nonetheless, the 
healthcare sector is up 5% YTD. 

Figure 78: Healthcare vs. S&P 500 

 
Source:  Bloomberg, UBS 

 

The defensive characteristics (i.e. earnings stability and high barriers to entry) of the 
sector remain quite attractive despite the ongoing economic recovery. In an 
environment in which top-line growth is hard to come by, the healthcare sector is 
one of the only sectors that has managed to grow revenues. While not the 
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cheapest on a relative basis, the sector's earnings momentum, strong top-line 
growth, attractive dividend yield and potential for further share buybacks, given 
the health of balance sheets and high cash balances, should provide an additional 
tailwind into 2016 in our opinion.  

Figure 79: Earnings Momentum 

 
Source:  FactSet, UBS 

 

In the longer term, the sector is likely to benefit from the demand tailwinds of an 
aging baby-boomer generation. In the immediate term, a continuation of the 
current consolidation trend – an abundance of cash and corporate boards in 
search of opportunities for incremental operational efficiencies/synergies – should 
drive further upside in the sector. 

Figure 80: Strength in M&A Volumes 

 
Source:  Bloomberg, UBS 
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Neutral 
Energy & Materials 

Materials have already underperformed in 2015 but the group will continue to 
face the headwinds of large exposure to non-dollar denominated sources of 
revenue.  

Energy continues to be challenged by weak earnings EPS and reduced revenue 
expectations following the plunge in oil prices. As year-over-year comps in oil and 
the US dollar ease, some of the earnings-related pressure is likely to alleviate. 
However, absent a sharp rebound in oil prices, we think the demand and supply 
dynamics of the industry remain challenged. The sector itself continues to 
command a premium valuation in anticipation of an earnings recovery (Figure 39, 
p. 18)  

Figure 81: Brent Actual and UBS Forecast Prices 

Quarter Brent Oil 
1Q15A $55.17 
2Q15A $63.37 
3Q15A $51.30 
4Q15E $50.50 
1Q16E $55.00 
2Q16E $55.00 
3Q16E $60.00 
4Q16E $60.00 
 

Source:  Bloomberg, UBS 

 

Industrials 

Industrials continue to seek the "sweet spot" of capex acceleration, likely to occur 
closer to the start of the Fed rate hike cycle. As a result, we will continue to keep 
our eye on the sector given the attractive valuation of the sector. However, the 
lack of a sharp rebound in economic activity, as evidenced by our UBS US growth 
surprise index (Figure 83), leads us not to envision material outperformance. 

Figure 82: Middle of the Road Relative P/E  Figure 83: UBS US Growth Surprise Index 

 

 

 
Source:  FactSet, UBS  Source:  Bloomberg, UBS 
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Consumer Discretionary 

Consumer Discretionary was a sector we characterized as “very controversial” last 
year and we continue to feel the same way now. The sector has been the best 
performing sector YTD, returning 12.8% (vs 2.0% for the S&P 500). As a result, 
despite the prospects for stronger consumer engagement given the fall in oil prices 
and a potential acceleration in wage growth, we remain neutral on the sector 
given the recent outperformance. This, coupled with a somewhat high relative 
valuation, warrants caution in our eyes in spite of the upside risk coming from a 
prospective increase in consumer spending. 

Figure 84: Discretionary's Recent Outperformance  Figure 85: Historical P/E, Consumer Discretionary 

 

 

 
Source:  Bloomberg, UBS  Source:  FactSet, UBS (Note: PE Values are Yearly Averages) 

 

Underweight 
While Utilities, Consumer Staples, and Telecom all have their own idiosyncratic 
reasons supporting our underweight view, the idea that US interest rates will rise 
in 2016 as the Fed gets ready to hike, is a significant driver. 

Investors' love affair with yield was evident in 2014 as 10 year rates remained far 
lower than most expert prognostications. The passion manifested itself to flows 
into REITs, High Yield Bonds, MLPs and of course Utilities. 2015 has unfolded 
entirely differently, as yield plays have been underperformers. We think this trend 
continues in 2016. 

 

Utilities 

2015 has been the year in which investors finally embraced the idea that interest 
rates will rise, despite the fact that they have actually yet to do so. In this context, 
Utilities have been noticeable underperformers, lagging the S&P 500 Index by 
12%. We expect the trend to intensify once the Fed moves. 

Referencing the "Valuation Heatmap" in Figure 39 on page 18, Utilities remain at 
the upper end of their valuation on both an absolute and a relative basis, despite 
the YTD underperformance.  
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Utilities' EPS and revenue growth prospects are perennially challenged given the 
regulatory environment with which they operate. It is unlikely that in the final year 
of the Obama administration much regulatory relief will be in sight.  

Utilities have been negatively correlated (-.55) to the 10 year US Treasury since the 
bull market began (Figure 86). Still elevated valuations and a rising interest rate 
cycle that has yet to begin in earnest – but likely will – reinforce our underweight 
view on Utilities. 

Figure 86: Utilities Dislike Rising Rates 

 
Source:  Bloomberg, UBS 

 

Consumer Staples 

At 19.5x forward, Consumer Staples continues to be relatively expensive (Figure 39 
p.18). And, despite the potential tailwinds of lower commodity input costs, 
earnings momentum continues to be lackluster (Figure 87). Given a perennially 
lower revenue growth profile and exposure to overseas markets – particularly 
Emerging Market economies, Staples relative performance looks to remain 
challenged. 

Figure 87: Earnings Momentum (3-month) 

 
Source:  IBES, First Call, FactSet, UBS 
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Telecom 

Telecoms are especially challenged in the rising interest rate environment, to which 
the group is historically inversely correlated. The challenge in particular lies in the 
fact that telecom net debt to equity has been rising, exceeding the levels of the 
Financial Crisis peaks (Figure 88). 

Figure 88: Net Debt to Equity, Telecom 

 
Source:  FactSet, UBS 

 

Late Innings Leaders 
Earlier in our report we wrote about the need for greater selectivity as the Bull 
Market enters "the Late Innings". As the Bull ages, selectivity is critical as not all 
stocks could be expected to participate in the late stage rally we expect. In a rising 
rate, rising volatility and slow growth environment, we prefer stocks with large 
cash balances (15% or more of total assets) and which have a proven ability to 
grow revenues YoY over the ups and downs of the past five years. 

Below we present an updated list of UBS Buy Rated stocks (first appearing on 
10/30 in Macro Keys US Equities: Signs of The Top?) across the S&P 500 with 
greater than 5% upside to analysts' Price Targets which have 15% or more of their 
assets in cash and marketable securities and have grown revenue YoY each year 
for the past 5 years. Also included in this updated list is UBS Buy Rated Financial 
stocks with positive Revenue growth each year for the past 5 years.  

In our view, these "Late Innings Leaders" could be expected to outperform in the 
event growth remains challenged (even as the consumer remains robust) in 2016; 
they are for the most part, convex to rising interest rates. And lastly, if public flows 
into equities crystallize, we would look for outperformance of themes the public is 
familiar with – Technology, which now permeates all aspects of the average 
investor's everyday life; Health Care, prominent in the headlines for leading the 
M&A boom, and Financials, easily understood for its outperformance potential in a 
rising rate environment and domestic revenue focus in a strong dollar 
environment, and still "underloved and underowned" by institutions. 
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Figure 89: "Late Innings Leaders" 

Ticker Name Sector Analyst Last Price ($) Cash % Assets 

AAPL  Apple Inc Information Technology Steven M Milunovich 120.57 70.8% 

ABBV  AbbVie Inc Health Care Marc Goodman 63.23 30.4% 

AKAM  Akamai Technologies Inc Information Technology Steven M Milunovich 61.83 40.7% 

ALXN  Alexion Pharmaceuticals Inc Health Care Matthew Roden 172.64 46.7% 

AMGN  Amgen Inc Health Care Matthew Roden 159.63 39.2% 

AMZN  Amazon.com Inc Consumer Discretionary Eric J Sheridan 655.49 32.0% 

AVGO  Avago Technologies Ltd Information Technology Stephen Chin 126.50 15.3% 

BLK  BlackRock Inc Financials Brennan Hawken 349.57 2.4% 

CELG  Celgene Corp Health Care Matthew Roden 114.08 43.5% 

CERN  Cerner Corp Health Care Steven Valiquette 59.38 31.4% 

CRM  salesforce.com inc Information Technology Brent Thill 78.22 17.7% 

DLTR  Dollar Tree Inc Consumer Discretionary Michael Lasser 67.61 24.2% 

EL  Estee Lauder Cos Inc Consumer Staples Stephen Powers 84.65 23.6% 

EMC  EMC Corp/MA Information Technology Steven M Milunovich 25.83 18.1% 

EW  Edwards Lifesciences Corp Health Care Matt Miksic 157.18 40.8% 

EXPE  Expedia Inc Consumer Discretionary Eric J Sheridan 129.48 19.5% 

FB  Facebook Inc Information Technology Eric J Sheridan 106.49 27.9% 

GILD  Gilead Sciences Inc Health Care Matthew Roden 108.11 33.8% 

GOOG  Alphabet Inc Information Technology Eric J Sheridan 724.89 51.5% 

MDT  Medtronic PLC Health Care Matt Miksic 75.87 18.3% 

MMC  Marsh & McLennan Cos Inc Financials Brian Meredith 55.63 11.0% 

MNST  Monster Beverage Corp Consumer Staples Stephen Powers 149.05 59.4% 

NFLX  Netflix Inc Consumer Discretionary Douglas D Mitchelson 109.86 22.8% 

NKE  NIKE Inc Consumer Discretionary Michael Binetti 130.48 27.4% 

PCLN  Priceline Group Inc Consumer Discretionary Eric J Sheridan 1311.15 28.7% 

PGR  Progressive Corp Financials Brian Meredith 31.47 0.4% 

RHT  Red Hat Inc Information Technology Brent Thill 80.29 47.6% 

SCHW  Charles Schwab Corp Financials Alex Kramm 33.49 7.3% 

TJX  TJX Cos Inc Consumer Discretionary Michael Binetti 71.07 24.9% 
 

Source:  FactSet, Bloomberg, UBS 
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Statement of Risk 

Past performance is not indicative of future returns. Investing in equities globally 
poses country, industry and company-specific risks. Valuations can be impacted by 
changes in the macroeconomic landscape as well as financial market stability. 
 
Investing in options involves numerous risks. Such risks include, but are not limited 
to, the following: a long option position is negatively impacted by a decrease in 
implied volatility, lack of movement in the underlying stock or Index and the 
passage of time. A short option investor is negatively impacted by an increase in 
implied volatility, a large directional movement in the underlying stock or Index and 
the lack of the passage of time. For options purchased the maximum loss is the 
premium. For an uncovered call sold the maximum loss is unlimited, while for an 
uncovered put sold the maximum loss is put strike minus premium. For uncovered 
options margin must be posted. Because uncovered option selling involves 
significant risks this strategy should be under taken only by sophisticated investors.  
 
Complex option strategies involve either the simultaneous purchase or sale of 
multiple options or the simultaneous purchase and sale of numerous options, such 
as spreads or collars. Their pay off profile and risks can be complicated, and should 
only be undertaken by sophisticated investors. Complex option strategies can often 
be broken down into individual component options, and their risks can be 
identified and analyzed. Complex strategies may have limited or unlimited loss 
potential, and in cases where uncovered options are sold margin is required to be 
posted.  
 
Also see options risk disclosure within the Required Disclosures section of this 
document. 
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Required Disclosures 

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates 
are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
performance information; and certain additional disclosures concerning UBS research recommendations, please visit 
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. 

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in 
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed 
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report.  

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 49% 33% 

Neutral FSR is between -6% and 6% of the MRA. 40% 26% 

Sell FSR is > 6% below the MRA. 12% 18% 

Short-Term Rating Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time 
the rating was assigned because of a specific catalyst or event. less than 1% less than 1% 

Sell Stock price expected to fall within three months from the time 
the rating was assigned because of a specific catalyst or event. less than 1% less than 1% 

Source: UBS. Rating allocations are as of 30 September 2015. 
1:Percentage of companies under coverage globally within the 12-month rating category. 2:Percentage of companies within 
the 12-month rating category for which investment banking (IB) services were provided within the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 4:Percentage of companies 
within the Short-Term rating category for which investment banking (IB) services were provided within the past 12 months. 

KEY DEFINITIONS:  Forecast Stock Return (FSR)  is defined as expected percentage price appreciation plus gross dividend 
yield over the next 12 months.   Market Return Assumption (MRA)  is defined as the one-year local market interest rate 
plus 5% (a proxy for, and not a forecast of, the equity risk premium).   Under Review (UR)  Stocks may be flagged as UR 
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually 
in response to an event that may affect the investment case or valuation.   Short-Term Ratings  reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment 
case.   Equity Price Targets  have an investment horizon of 12 months.  

EXCEPTIONS AND SPECIAL CASES:  UK and European Investment Fund ratings and definitions are: Buy:  Positive 
on factors such as structure, management, performance record, discount;   Neutral:  Neutral on factors such as structure, 
management, performance record, discount;   Sell:  Negative on factors such as structure, management, performance 
record, discount.   Core Banding Exceptions (CBE):  Exceptions to the standard +/-6% bands may be granted by the 
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the 
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands 
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the 
relevant research piece.  

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with the NASD and NYSE and therefore are not subject to the restrictions contained 
in the NASD and NYSE rules on communications with a subject company, public appearances, and trading securities held by 
a research analyst account. The name of each affiliate and analyst employed by that affiliate contributing to this report, if 
any, follows. 

UBS Securities LLC:  Julian Emanuel; Omar Elangbawy; Sibi Gnanasundaram.   
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Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

AbbVie6c, 7, 16 ABBV.N Buy N/A US$63.23 09 Nov 2015 

Akamai Technologies Inc6c, 7, 16, 18a AKAM.O Buy N/A US$61.83 09 Nov 2015 

Alexion Pharmaceuticals, Inc.16 ALXN.O Buy N/A US$172.64 09 Nov 2015 

Alphabet Inc.6b, 6c, 7, 16 GOOG.O Buy N/A US$724.89 09 Nov 2015 

Amazon.com16, 18b AMZN.O Buy N/A US$655.49 09 Nov 2015 

Amgen Inc.2, 4, 6a, 6c, 7, 16 AMGN.O Buy N/A US$159.63 09 Nov 2015 

Apple Inc.6c, 7, 16, 18c AAPL.O Buy N/A US$120.57 09 Nov 2015 

Avago Technologies16 AVGO.O Buy N/A US$126.50 09 Nov 2015 

BlackRock, Inc.2, 4, 5, 6a, 6b, 6c, 7, 16 BLK.N Buy N/A US$349.57 09 Nov 2015 

Celgene Corporation5, 6b, 6c, 7, 16 CELG.O Buy N/A US$114.08 09 Nov 2015 

Cerner Corp.16 CERN.O Buy N/A US$59.38 09 Nov 2015 

Charles Schwab Corp2, 4, 6a, 6b, 6c, 7, 16 SCHW.N Buy N/A US$33.49 09 Nov 2015 

Dollar Tree16 DLTR.O Buy N/A US$67.61 09 Nov 2015 

Edwards Lifesciences Corp16 EW.N Buy N/A US$157.18 09 Nov 2015 

EMC Corporation4, 6a, 6b, 6c, 7, 16 EMC.N Buy N/A US$25.83 09 Nov 2015 

Estée Lauder16 EL.N Buy N/A US$84.65 09 Nov 2015 

Expedia4, 16 EXPE.O Buy N/A US$129.48 09 Nov 2015 

Facebook16 FB.O Buy N/A US$106.49 09 Nov 2015 

Gilead Sciences16, 18d GILD.O Buy N/A US$108.11 09 Nov 2015 

Marsh & McLennan Companies, Inc.16 MMC.N Buy N/A US$55.63 09 Nov 2015 

Medtronic PLC4, 6a, 6b, 6c, 7, 16, 18e MDT.N Buy N/A US$75.87 09 Nov 2015 

Monster Beverage16 MNST.O Buy N/A US$149.05 09 Nov 2015 

Netflix Inc16 NFLX.O Buy N/A US$109.86 09 Nov 2015 

Nike Inc.16 NKE.N Buy N/A US$130.48 09 Nov 2015 

Progressive Corporation6b, 7, 16 PGR.N Buy N/A US$31.47 09 Nov 2015 

Red Hat Inc.4, 6a, 6b, 7, 16 RHT.N Buy N/A US$80.29 09 Nov 2015 

Salesforce.com16 CRM.N Buy N/A US$78.22 09 Nov 2015 

The Priceline Group Inc.16 PCLN.O Buy N/A US$1,311.15 09 Nov 2015 

The TJX Companies, Inc.16 TJX.N Buy N/A US$71.07 09 Nov 2015 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 

2. UBS AG, its affiliates or subsidiaries has acted as manager/co-manager in the underwriting or placement of 
securities of this company/entity or one of its affiliates within the past 12 months. 

4. Within the past 12 months, UBS AG, its affiliates or subsidiaries has received compensation for investment banking 
services from this company/entity or one of its affiliates. 

5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking 
services from this company/entity within the next three months. 

6a. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment 
banking services are being, or have been, provided. 

6b. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-investment 
banking securities-related services are being, or have been, provided. 

6c. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and non-securities 
services are being, or have been, provided. 

7. Within the past 12 months, UBS Securities LLC has received compensation for products and services other than 
investment banking services from this company/entity. 
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16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 
18a. A U.S.-based global equity strategist, a member of his team, or one of their household members has a long 

common stock position in Akamai Technologies Inc. 
18b. A U.S.-based global equity strategist, a member of his team, or one of their household members has a long 

common stock position in Amazon.com Inc. 
18c. A U.S.-based global equity strategist, a member of his team, or one of their household members has a long 

common stock position in Apple Inc. 
18d. A U.S.-based global equity strategist, a member of his team, or one of their household members has a long 

common stock position in Gilead Sciences Inc. 
18e. A U.S.-based global equity strategist, a member of his team, or one of their household members has a long 

common stock position in Medtronic PLC. 

For a complete set of disclosure statements associated with the companies discussed in this report, including information on 
valuation and risk, please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: 
Publishing Administration. 

Options, structured derivative products and futures are not suitable for all investors, and trading in these instruments is 
considered risky and may be appropriate only for sophisticated investors. Past performance is not necessarily indicative of 
future results. Various theoretical explanations of the risks associated with these instruments have been published. 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 salesperson for a copy. 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 
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Global Disclaimer 
This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

Global Research is provided to our clients through UBS Neo, the UBS Client Portal and UBS.com (each a "System"). It may also be made available through third party 
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may 
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and 
investment focus and perspective (e.g. market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal 
and regulatory constraints. 

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of 
use governing the applicable System. 

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's 
Terms of Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that 
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance 
with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice (http://www.ubs.com/global/en/homepage/cookies/cookie-
management.html). 

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative 
work, transfer to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not 
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.   

For access to all available Global Research on UBS Neo and the Client Portal, please contact your UBS sales representative. 

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it 
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or 
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document (‘the Information’), except with respect to 
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the 
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or 
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's 
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation 
have not been reviewed by the third party. 

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual 
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in 
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed 
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or 
other enquiries, clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the Information. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no 
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the 
Information 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. 

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 any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is 
based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document may 
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on 
information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The compensation 
of the analyst who prepared this document is determined exclusively by research management and senior management (not including investment banking). Analyst 
compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which 
investment banking, sales and trading are a part. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity 
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in 
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in 
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued 
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or 
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions 
expressed in this document. 

United Kingdom and the rest of Europe:  Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties 
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation 
Authority.   France:  Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR 
(Autorité de Contrôle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this 
document, the document is also deemed to have been prepared by UBS Securities France S.A.   Germany:  Prepared by UBS Limited and distributed by UBS Limited and 
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin).   Spain:  Prepared by UBS Limited and distributed 
by UBS Limited and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del Mercado de Valores (CNMV).   Turkey:  
Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments 
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG 
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other 
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey 
without the prior approval of the Capital Market Board. However, according to article 15 (d) (ii) of the Decree No. 32, there is no restriction on the purchase or sale of 
the securities abroad by residents of the Republic of Turkey.   Poland:  Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated 
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this 
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document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce.   Russia:  Prepared and 
distributed by UBS Bank (OOO).   Switzerland:  Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial 
Market Supervisory Authority (FINMA).   Italy:  Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A. UBS Italia Sim S.p.A. is regulated by the 
Bank of Italy and by the Commissione Nazionale per le Società e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this document, the 
document is also deemed to have been prepared by UBS Italia Sim S.p.A.   South Africa:  Distributed by UBS South Africa (Pty) Limited (Registration No. 
1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328).   Israel:  This material is distributed by UBS Limited. UBS 
Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. UBS Securities 
Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its affiliates incorporated outside Israel are not 
licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli Advisory Law. UBS may engage among 
others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited and its affiliates may prefer various 
Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this Material should be considered as 
investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible Clients within the meaning of 
the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons.   Saudi Arabia:  This document has been issued by UBS AG (and/or 
any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at Aeschenvorstadt 1, CH-4051 
Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi 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 to conduct securities business under license number 
08113-37.   Dubai:  The information distributed by UBS AG Dubai Branch is intended for Professional Clients only and is not for further distribution within the United 
Arab Emirates.   United States:  Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of UBS AG; or by a group, 
subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a   ‘non-US affiliate’ ) to major US institutional investors only. UBS Securities LLC or UBS 
Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC or 
UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities LLC or UBS Financial 
Services Inc., and not through a non-US affiliate. UBS Securities LLC 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.   Canada:  Distributed by UBS Securities Canada Inc., a registered investment dealer in Canada and a Member-
Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt from registration.   Brazil:  
Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are eligible investors residing in Brazil, which are considered to 
be: (i) financial institutions, (ii) insurance firms and investment capital companies, (iii) supplementary pension entities, (iv) entities that hold financial investments higher 
than R$300,000.00 and that confirm the status of qualified investors in written, (v) investment funds, (vi) securities portfolio managers and securities consultants duly 
authorized by Comissão de Valores Mobiliários (CVM), regarding their own investments, and (vii) social security systems created by the Federal Government, States, and 
Municipalities.   Hong Kong:  Distributed by UBS Securities Asia Limited and/or UBS AG, Hong Kong Branch.   Singapore:  Distributed by UBS Securities Pte. Ltd. [MCI 
(P) 018/09/2015 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS Securities Pte. Ltd., an exempt financial adviser under the Singapore 
Financial Advisers Act (Cap. 110); or 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 document. The recipients of this document represent and warrant that they are accredited and institutional investors as defined in the Securities and Futures 
Act (Cap. 289).   Japan:  Distributed by UBS Securities Japan Co., Ltd. to professional investors (except as otherwise permitted). Where this document has been prepared 
by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author, publisher and distributor of the document. Distributed by UBS AG, Tokyo Branch to 
Professional Investors (except as otherwise permitted) in relation to foreign exchange and other banking businesses when relevant.   Australia:  Clients of UBS AG: 
Distributed by UBS AG (Holder of Australian Financial Services License No. 231087). Clients of UBS Securities Australia Ltd: Distributed by UBS Securities Australia Ltd 
(Holder of Australian Financial Services License No. 231098). Clients of UBS Wealth Management Australia Ltd: Distributed by UBS Wealth Management Australia Ltd 
(Holder of Australian Financial Services Licence No. 231127). This Document contains general information and/or general advice only and does not constitute personal 
financial product advice. As such, the Information in this document has been prepared without taking into account any investor’s objectives, financial situation or needs, 
and investors should, before acting on the Information, consider the appropriateness of the Information, having regard to their objectives, financial situation and needs. 
If the Information contained in this document relates to the acquisition, or potential acquisition of a particular financial product by a ‘Retail’ client as defined by section 
761G of the Corporations Act 2001 where a Product Disclosure Statement would be required, the retail client should obtain and consider the Product Disclosure 
Statement relating to the product before making any decision about whether to acquire the product. The UBS Securities Australia Limited Financial Services Guide is 
available at: www.ubs.com/ecs-research-fsg.   New Zealand:  Distributed by UBS New Zealand Ltd. The information and recommendations in this publication are 
provided for general information purposes only. To the extent that any such information or recommendations constitute financial advice, they do not take into account 
any person’s particular financial situation or goals. We recommend that recipients seek advice specific to their circumstances from their financial advisor.   Korea:  
Distributed in Korea by UBS Securities Pte. Ltd., Seoul Branch. This document may have been edited or contributed to from time to time by affiliates of UBS Securities 
Pte. Ltd., Seoul Branch.   Malaysia:  This material is authorized to be distributed in Malaysia by UBS Securities Malaysia Sdn. Bhd (Capital Markets Services License No.: 
CMSL/A0063/2007). This material is intended for professional/institutional clients only and not for distribution to any retail clients.   India:  Prepared by UBS Securities 
India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India) 
400051. Phone: +912261556000. It provides brokerage services bearing SEBI Registration Numbers: NSE (Capital Market Segment): INB230951431, NSE (F&O Segment) 
INF230951431, NSE (Currency Derivatives Segment) INE230951431, BSE (Capital Market Segment) INB010951437; merchant banking services bearing SEBI Registration 
Number: INM000010809 and Research Analyst services bearing SEBI Registration Number: INH000001204. UBS AG, its affiliates or subsidiaries may have debt holdings 
or positions in the subject Indian company/companies. Within the past 12 months, UBS AG, its affiliates or subsidiaries may have received compensation for non-
investment banking securities-related services and/or non-securities services from the subject Indian company/companies. The subject company/companies may have 
been a client/clients of UBS AG, its affiliates or subsidiaries during the 12 months preceding the date of distribution of the research report with respect to investment 
banking and/or non-investment banking securities-related services and/or non-securities services. With regard to information on associates, please refer to the Annual 
Report at: http://www.ubs.com/global/en/about_ubs/investor_relations/annualreporting.html  

The disclosures contained in research documents produced by UBS Limited shall be governed by and construed in accordance with English law. 

UBS specifically prohibits the redistribution of this document in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the 
actions of third parties in this respect. Images may depict objects or elements that are protected by third party copyright, trademarks and other intellectual property 
rights. © UBS 2015. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. 
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