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Global Macro Strategy 
Markets focus on the French elections 
 

The recent failings of opinion polls have boosted European risk premia… 
The failure of opinion polls to predict the outcome of key recent political events in the 
last few months (e.g. Brexit vote and the US elections) has led the market to re-price 
the odds of tail risks materialising well ahead of future such events. This is especially so 
in the Eurozone, where a number of important political events are coming up. 

…driving French election-related risk premia higher across assets 
The possibility that Mrs Marine Le Pen, leader of the eurosceptic National Front, is 
elected as President of the French Republic in May 2017 could raise questions around 
the future of the Eurozone. Importantly, French spreads vs Bunds have widened far 
more drastically than those of other Eurozone countries and the EUR has 
underperformed despite being 6 months away from the French elections and without 
any polling evidence that Mrs Le Pen is leading the race. 

Mr Sarkozy's defeat in the Republican primaries may reduce risks for a while 
Former President N. Sarkozy has failed in his bid to be the centre-right's candidate. This 
is significant as Mr Sarkozy has held the smallest edge over Mrs Le Pen in a hypothetical 
second round clash in the Presidential elections according to polls. The two remaining 
candidates are former PMs F. Fillon and A. Juppé. Mr Fillon is in prime position to be 
the candidate, even as Mr Juppé is enjoying the largest lead in a second round contest 
with Mrs Le Pen according to polls. Still, these same polls suggest that Mr Fillon also 
starts with a healthy margin vs Mrs Le Pen ahead of the Presidential election. 

At the moment selling EUR/USD downside offers attractive risk-reward… 
We think that there is value in selling EUR/USD downside at current levels after the 
Republican primaries. Although the Italian referendum may still weigh on the EUR in 
the coming weeks, a lot is already in the price on that front. In addition, the EUR is 
fundamentally cheap and supported by a very solid current account surplus while the 
prospect for a US growth boost is increasingly in the price. 

…but we are not turning bullish on French spreads yet 
On the other hand we are not turning bullish on French spreads to Bunds yet. Political 
risk remains elevated, polls' reliability has been challenged recently and French spreads 
remain prone not only to French-specific but also broader political shocks in the 
Eurozone, the Italian referendum being the next signpost. Instead, we would need to 
see more attractive levels and wider premia to argue the risk-reward is as appealing. 

What might be the impact on French Equities? 
If bonds suffer on political risk, French equities are likely to weaken if long run 
correlations hold. The spread of French yields over Germany has widened out to 
c.50bps – close to the highest for over 2 years. French equities are negatively correlated 
to the bond spread (the correlation is -0.6) – less exposed than some other European 
markets, such as Italy, but still linked. Further political risk from here and a widening 
bond-spread is likely to be a drag on performance for French equities: relative 
valuations in France are not cheap enough to absorb a shock, in our view. On the other 
hand, the pro-cyclical French equity index composition could limit the downside if 
global growth and reflation remain supportive. 
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The market turns proactive around Eurozone political risk 

Political risks in the Eurozone have forcefully re-entered the market's radar since 
the US Presidential elections. With 3 significant political events already having gone 
the other way from what polls indicated over the last 15 months (namely the 
Greek referendum last year, the Brexit referendum and most recently the US 
elections), market participants are now more sensitive to political event risk and 
also more sceptical of current polling evidence regarding the outcomes.  

As a result, in our view the market has already started to re-price the risk premium 
associated with upcoming political risk events in the Eurozone well ahead of those 
events. The presidential elections in France in May 2017 is the most notable recent 
such example. The following observations support this view of ours:  

1) While BTPs had been under pressure for the past few months (Figure 1), the 
recent spread widening has been most pronounced in French government bonds 
(OATs) both in absolute and relative terms within the European Government Bond 
(EGB) spread complex. The 10y OAT vs. Bund spread has widened by almost 20bp 
since the US election to levels last seen during the Greek crisis last summer (Figure 
1). Unlike that period, however, the realized bp volatility for the 10y OAT vs Bund 
spread has skyrocketed since the US election, even relative to weaker EGB credits 
such as Italy (see Figure 2 and blue bars in Figure 3).  

2) Another way to make the same point is by looking at the development of the 
EGB spread betas relative to the 10y OAT vs. Bund spread. Despite the general 
spread widening peripheral spreads have moved with a far lower beta compared 
to the OAT vs. Bund spread since the US elections (see brown bars in Figure 3), 
even as upcoming political risk events in Italy in particular are imminent.   

3) The relative and absolute beneficiary in this entire episode has been Spain. The 
10y SPGB vs. Bund spread was relatively well-behaved in the most recent EGB 
spread widening. It displayed the lowest increase in realised vol as well as the 
biggest drop in the beta relative to French spreads, indicating the strongest 
resilience in the EGB compound. This supports our positive view on SPGBs on the 
back of better fundamentals and more stable politics relative to its EGB peers. 

Figure 1: 10y EGB yield spreads against Germany have 
widened substantially since the US elections 

 Figure 2: Daily realized bp vol (20 day rolling) of 10y EGB 
spreads against Germany has also spiked 

 

 

 
Source:  Bloomberg, UBS  Source:  Bloomberg, UBS 
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Markets are more sensitive to 
political risk after the recent 
failings of opinion polls… 

… and have started re-pricing the 
risk premia linked with important 
upcoming events in the Eurozone  

Post US-election spread widening 
has been focused on France, not 
Italy… 

…with Spain the clear 
outperformer 
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Figure 3: Mostly a French risk: OAT vs. Bund spread 
volatility spikes as the sensitivity of other EGBs spreads 
to French spreads falls 

 Figure 4: The fall in EUR/USD is 1-2% larger than implied 
by most measures of rate differentials and the 10y BTP 
spread to Bunds, also pointing to elevated political risk 

 

 

 
Source: Bloomberg, UBS   Source:  Bloomberg, UBS 

4) Interestingly, the EUR has also been trading poorly since the US elections. In 
fact, EUR/USD has fallen by 1-2% more than what most measures of interest rate 
differentials and the widening in Italian spreads would justify across a range of 
sampling periods (Figure 4). This adds to the evidence that the risks around the 
French elections have also weighed on the currency recently over and above the 
prospect of US reflation and the Italian referendum. 

The French Presidential election as a catalyst for changes to 
the Eurozone's current status quo 

The renewed focus in the upcoming Presidential election in France in May 2017 
stems from the possibility that Mrs Marine Le Pen, leader of the increasingly 
popular eurosceptic National Front, could be elected as President of the French 
Republic. The potential mix of the eurosceptic Mrs Le Pen at the helm of the 
second largest economy in the Eurozone is enough to revive existential questions 
regarding the future of the Eurozone that have been essentially dormant since the 
ECB introduced its OMT programme back in 2012.  

Indeed, Mrs Le Pen's National Front in its programme demands renegotiation of 
France's membership in the European Union in favour of more sovereignty of the 
nation state. It also wants to set France's net contribution to the EU budget to zero 
and reintroduce its own monetary policy, i.e. leave the euro, and has promised a 
referendum to that effect if elected. 

Polling evidence on such a hypothetical referendum is scant, as the topic has not 
been formally entertained in French politics outside Mrs Le Pen's proclamations. 
The few surveys available point to an advantage for a Remain outcome, which 
however is not as high as one may expect for a country as central to the European 
project as France (Figure 5). More broadly, and with better data availability, the 
EU's perception in France according to the latest Eurobarometer is quite weak, 
with just over 35% of respondents having a positive view of the EU and negative 
attitudes surging closer to 30% from around 20% a year ago (Figure 6). 
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The EUR has also underperformed 
during that time 

Next year's French elections are in 
the market's radar… 

… due to the possibility that a 
eurosceptic President may be 
elected 

The EU's perception in France 
remains fairly weak 

https://neo.ubs.com/shared/d1Ym8Sx1K3aRNs
http://www.frontnational.com/le-projet-de-marine-le-pen/politique-etrangere/europe/
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Figure 5: Polling evidence on a hypothetical referendum 
on EU membership for France points to generally weak 
support for Remain of just over 50% 

 Figure 6: The EU's image in France has taken yet another 
downturn in the last year 

 

 

 
Source: Bertelsmann Stiftung – eupinions are periodic EU-wide surveys by 
Bertelsmann Stiftung, a German think tank 

 Source: Eurobarometer, UBS 

Legal steps required for a French referendum on EU 
membership 

It is also worth reviewing the various legal steps required to hold a referendum on 
EU membership in France. According to the French constitution (Article 11) a 
referendum can be initiated by the President on a proposal by the Government or 
by parliament (one-fifth of members of parliament, supported by one tenth of 
voters enrolled in the electoral register). Hence, this increases the importance of 
the French legislative elections, due to take place in June 2017. In case of a co-
habitation, for example, it would obviously be more difficult for the President to 
push through such a referendum. The most recent opinion poll available on the 
legislative elections indicates that although the National Front would indeed be 
expected to make significant gains vs 2012, it would be nowhere near majority in 
the National Assembly (Figure 7). 

However, even if a referendum on euro membership were possible, there remains 
considerable legal uncertainty as to the options available for Eurozone members to 
actually leave the common currency (but stay members of the EU, as Mrs Le Pen's 
programme suggests), given that EMU membership is linked to EU membership 
(unless the treaties were amended in a way that grants opt-out clauses 
retroactively). 

The Republican primaries may put risks to rest for a while 

The first round of the Republican primaries has already offered some clarity with 
regards to the Presidential elections in May and is likely to reduce near-term 
uncertainty.  

More specifically, former president Nicolas Sarkozy failed to secure a place in this 
coming Sunday's run-off. Instead, Francois Fillon, a former PM under Mr Sarkozy, 
won 44% of the preliminary vote and is set to face another former PM, Alain 
Juppé. With Mr Sarkozy now officially backing Mr Fillon, he is very likely to be the 
Republicans' candidate by next Sunday.  
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The elimination of Mr Sarkozy is significant on its own. According to polls, Mr 
Sarkozy has held the smallest edge over Mrs Le Pen in a hypothetical second round 
clash in the Presidential elections in May (Figure 8). Although Mrs Le Pen did not 
participate in the second round of the election in 2012, her enhanced popularity 
combined with the unpopularity of the likely candidates from the Socialist party 
imply that she is very likely to be one of the two competitors in the second round. 
This, in turn, makes the choice of her likely opponent from the centre-right critical.     

Figure 7: Polls suggest that the National Front would be 
nowhere near majority in the National Assembly 

 Figure 8: A. Juppe is polling better than F. Fillon in a 2nd 
round run-off with M. Le Pen, with N. Sarkozy third-best 

 

 

 
Source:  Opinion Way, UBS  Source:  UBS, BVA, IFOP  

Of the remaining two opponents for the centre-right berth, Mr Juppé is enjoying 
the largest lead in a second round contest with Mrs Le Pen according to polls 
(Figure 8). His more centrist profile arguably appeals to the centre-left and left-
wing voters whose support will be required in the second round.  

Polling evidence for Mr Fillon, on the other hand, is more scant as he was an 
outsider until very recently. The latest poll including a run-off between Mr Fillon 
and Mrs Le Pen goes back to September, in which Mr Fillon was seen winning the 
run-off by a 61-39% margin (Figure 7). In general, polls suggest Mr Fillon is 
occupying the middle ground between Mr Sarkozy and Mr Juppé in terms of their 
prospects against Mrs Le Pen, which means that he also starts with a healthy 
margin vs Mrs Le Pen ahead of the Presidential election.   

It is worth noting, however, that Mr Fillon's agenda includes reform plans such as 
cutting public expenditure, raising the VAT and increasing working time. If 
implemented, such reforms could provide some upside to the French longer-run 
growth potential. Politically speaking, however, it could be also argued that it is 
harder to attract the left-wing voters with the same ease as Mr Juppé.  

Looking ahead, we should get more clarity about the candidates from the other 
parties over the coming weeks. The Socialist party primaries will be held on January 
22 and 29. President Hollande has not yet announced whether he will run again as 
a candidate with current PM Manuel Valls being the likely alternative. Former 
economy minister Emmanuel Macron, who is running on a reform-agenda and 
positions himself as a candidate outside the established parties, is also a contender 
in the presidential elections. However opinion polls so far suggest his chances to 
go through to the second round are slim.  
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What to do 
In Will the EUR par the US dollar? we argued that a centre-right candidate with 
high approval rates vs Mrs Le Pen would reduce near-term uncertainty with regards 
to the French Presidential election, as the market's focus would likely shift away 
from that stress point in the short-term. Mr Fillon seems to satisfy this description 
based on his polling performance to-date, although this judgement is subject to 
continuous reflection as more polling evidence comes in over the coming months. 

That said, the Republican primaries were only one of two imminent political events 
weighing on Eurozone markets since the US elections. The upcoming Italian 
referendum on 4 December remains an important risk event ahead.       

With one of the two key signposts cleared, we think that there is value in selling 
EUR/USD downside at current levels. Clearly, the Italian referendum may still weigh 
on the EUR in the coming weeks. That said a lot is already in the price on that 
front, as evidenced by the protracted widening of Italian spreads over the last few 
months and elevated EUR/USD vols. In addition, the EUR is fundamentally cheap 
and supported by a very solid current account surplus while the prospect for a US 
growth boost is increasingly in the price. Overall, we see the risk reward in selling 
EUR/USD downside as relatively attractive.    

In rates space, on the other hand, while the re-tightening of the OAT vs Bund 
spread could gain some traction over the near-term (coming from extreme levels), 
the most recent political developments are not sufficient to give an all clear for an 
outperformance of OATs within the EGB spread complex. Political risk remains 
elevated, polls' reliability has been challenged recently and OATs (in particular 
against Bunds) remain prone not only to French-specific but also broader political 
shocks, with the Italian referendum being the next signpost. Consequently, we 
would not engage in OAT vs. Bunds tighteners nor in beta adjusted OAT 
outperformance trades against EGB peers on strategic grounds at this stage.  

Political Risk and French Equities 

What does the widening OAT-Bund spread mean for Equities?  

If the mechanism of higher political risk comes mainly through the bond market, 
how does this impact French equities? The spread of French yields over Germany 
has widened out to c.50bps – close to the highest for over 2 years. French equities 
are negatively correlated to the bond spread (the correlation is -0.6) – less exposed 
than some other European markets, such as Italy, but still linked.  

Looking back over time, there has been a relationship between the CAC 40 and 
the inverse of the OAT-Bund spread. If this widens further from here it would likely 
point to weaker equity performance.  

 

The first round of the Republican 
primaries has reduced uncertainty 

The next risk event in the short-
term is the Italian referendum 

The risk-reward in selling 
EUR/USD downside is relatively 
attractive 

But we are not turning bullish on 
French spreads yet 

What does political risk mean for 
French Equities? 

Wider French-German bond 
spreads are negative for the CAC 
40… 

https://neo.ubs.com/shared/d144AGrYiVGZHeB
https://neo.ubs.com/shared/d1ZP6x7O59mm56s
https://neo.ubs.com/shared/d1ZP6x7O59mm56s
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Figure 9: French Equities vs. Bond Spreads (Inverted)  

 
Source:  Thomson Datastream, UBS European Equity Strategy  

Performance: close to in line over a decade, outperformed in last year… 

Over the last decade, France has performed more or less in line with the wider 
European market - underperforming from 2009 to mid-2012 during the Eurozone 
crisis and then outperforming since. But zooming in on the most recent period 
over the last year shows outperformance with the cyclicals running in the last 2 
months and then a small pullback since the US Elections.  

Figure 10: LONG RUN: France perf rel Europe (4% down 
since 07) 

 Figure 11: SHORT RUN: France gave back some relative 
performance post US-Election…   

 

 

 
Source:  Thomson Datastream, UBS European Equity Strategy   Source:  Thomson Datastream, UBS European Equity Strategy  

France: Country DNA…pro-cyclical… 

France is pro-cyclical in the sector make-up: the largest sector is Cap Goods (17% 
of the index) and the market as a whole is 9% underweight defensives relative to 
Europe. This should be supportive if the tone of the market remains reflationary 
and may offset some of the drag from rising bond yields. In our Outlook document 
we highlighted that much of the move to date had been in inflation breakevens 
rather than real yields. And right now European equities are positively correlated to 
rising bond yields (please see: Outlook 2017: No More Excuses… 15 November 
2016).  

-150

-100

-50

0

50

100

150-50%

-40%

-30%

-20%

-10%

0%

10%

20%

30%

40%

50%

N
ov

-0
7

N
ov

-0
8

N
ov

-0
9

N
ov

-1
0

N
ov

-1
1

N
ov

-1
2

N
ov

-1
3

N
ov

-1
4

N
ov

-1
5

N
ov

-1
6

Higher Bond Spreads 

CAC 40 (% chg, yr/yr)

FR gov bond spread to
Germany (bp chg, yr/yr, rhs,
inv)

85

90

95

100

105

110

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

France perf rel Europe local FX 

99

100

101

102

103

104

105

106

Dec-15 Mar-16 Jun-16 Sep-16

CAC40 vs Stoxx 600 perf

US Election 

France has performed close to in 
line with Europe over the last 
decade…but outperformed in last 
12m 

France is pro-cyclical – biggest 
sector weight is Cap Goods (17% 
of index)  

https://neo.ubs.com/shared/d1jw3Tf4PfyRp1n


 

 Global Macro Strategy   23 November 2016 

 

 8 

Figure 12: France: Largest sectors (% of market)  Figure 13: France: Sector make-up relative to Europe 

 

 

 
Source:  Thomson Datastream, UBS European Equity Strategy  Source:  Thomson Datastream, UBS European Equity Strategy 

What about valuations?  

Valuations appear slightly cheap to neutral. P/E multiples relative to Europe are 
c.5% cheap vs. their long-run average. And this is on earnings that are down close 
to in line with the wider European market. French earnings are down 26% from 
their 2007 peak, Europe is down 29%. The P/BV relative is also somewhat 
attractive, but the relative dividend yield is in line with history.  

For more details please see the section on "Profit Black Holes" in our recent report: 
Europe differs to World = 4 unique buy ideas, 15 November 2016. 

Conclusion: Further political risk from here and a widening bond-spread is likely to 
be a drag on performance for French equities. Although less exposed to bond 
spreads than some other European markets, such as Italy, there is still a link and 
relative valuations in France are not cheap enough to absorb a shock. The pro-
cyclical mix may help offset somewhat if the global reflation trade continues.   

 

Figure 14: France PE rel Europe vs History  Figure 15: France PB rel Europe vs History 

 

 

 
Source:  Thomson Datastream, UBS European Equity Strategy  Source:  Thomson Datastream, UBS European Equity Strategy 

 

0% 5% 10% 15%

Cap Goods

Energy

Banks

Pharma

Cons Dur

Autos

Insurance

Media

-10% -5% 0% 5% 10%

Materials

Industrials

Technology

Cons Discretionary

Financials

Energy

Defensives

cyclicals 

defensives 

90

95

100

105

110

115

120

125

N
ov

 9
6

N
ov

 9
8

N
ov

 0
0

N
ov

 0
2

N
ov

 0
4

N
ov

 0
6

N
ov

 0
8

N
ov

 1
0

N
ov

 1
2

N
ov

 1
4

N
ov

 1
6

France 12m fwd PE rel Europe 

Average 

65

75

85

95

105

115

125

N
ov

 9
6

N
ov

 9
8

N
ov

 0
0

N
ov

 0
2

N
ov

 0
4

N
ov

 0
6

N
ov

 0
8

N
ov

 1
0

N
ov

 1
2

N
ov

 1
4

N
ov

 1
6

France P/B relative to Europe 

Relative Valuations: neutral to 
slightly cheap 

https://neo.ubs.com/shared/d1VC4C4joP1UB


 

 Global Macro Strategy   23 November 2016 

 

 9 

Figure 16: France DY rel Europe 

 
Source:  Thomson Datastream, UBS European Equity Strategy 

 

 
    

Valuation Method and Risk Statement 

Risks of multi-asset investing include but are not limited to market risk, credit risk, 
interest rate risk, and foreign exchange risk. Correlations of returns among 
different asset classes may deviate from historical patterns. Geopolitical events and 
policy shocks pose risks that can reduce asset returns. Valuations may be adversely 
affected during times of high market volatility, thin liquidity, and economic 
dislocation. 
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services other than investment banking services from this company/entity. 

22. UBS AG, its affiliates or subsidiaries held other significant financial interests in this company/entity as of last 
month`s end (or the prior month`s end if this report is dated less than 10 working days after the most recent 
month`s end). 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 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: Investment Research. 
 

http://www.ubs.com/disclosures
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Global Disclaimer 
This document has been prepared by UBS Limited, 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 and, in certain instances, 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. 

All Global Research is available on UBS Neo. Please contact your UBS sales representative if you wish to discuss your access to UBS Neo. 

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.   

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. 

UBS has policies and procedures, which include, without limitation, independence policies and permanent information barriers, that are intended, and upon which UBS 
relies, to manage potential conflicts of interest and control the flow of information within divisions of UBS and among its subsidiaries, branches and affiliates. For further 
information on the ways in which UBS manages conflicts and maintains independence of its research products, historical performance information and certain additional 
disclosures concerning UBS research recommendations, please visit www.ubs.com/disclosures. 

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management, which will also have sole discretion on the 
timing and frequency of any published research product. The analysis contained in this document is based on numerous assumptions. All material information in relation 
to published research reports, such as valuation methodology, risk statements, underlying assumptions (including sensitivity analysis of those assumptions), ratings 
history etc. as required by the Market Abuse Regulation, can be found on NEO. 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, and UBS's subsidiaries, branches and affiliates as a whole. 

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:  
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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 
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 Limited, Italy Branch. Where an analyst of UBS Limited, 
Italy Branch has contributed to this document, the document is also deemed to have been prepared by UBS Limited, Italy Branch.   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.   Mexico:  This report has been distributed and prepared by UBS Casa de Bolsa, S.A. de C.V., UBS Grupo Financiero, an entity that is part of UBS 
Grupo Financiero, S.A. de C.V. and is an affiliate of UBS AG. This document is intended for distribution to institutional or sophisticated investors only. Research reports 
only reflect the views of the analysts responsible for the reports. Analysts do not receive any compensation from persons or entities different from UBS Casa de Bolsa, 
S.A. de C.V., UBS Grupo Financiero, or different from entities belonging to the same financial group or business group of such. For Spanish translations of applicable 
disclosures, please see www.ubs.com/disclosures.    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) 007/09/2016 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). 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. UBS New Zealand Ltd is not a registered bank in New Zealand. 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:  Distributed 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 2016. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. 
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