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Summary

"The recent rise
in yields
highlights the
risks in owning
government
bonds. We prefer
corporate bonds
and equities.”

Economy

We see global growth on a stronger footing than last year. In the US, rising house prices and
ongoing job growth support private consumption. We expect politicians to strike another last-
minute fiscal deal and US GDP to grow by around 2% in 2013. The Eurozone economy is expected
to lag, and recent data shows large regional divergence. While German business sentiment has
improved, the outlook for the French economy remains weak as fiscal tightening still has to catch
up to other European countries. Meanwhile, the Chinese economy remains on an uptrend,
supported by strong credit growth and rising exports.

Equities

Equities remain supported by improving global growth momentum and we maintain our moderate
overweight recommendation. US companies continue to show the strongest earnings momentum,
and we expect US earnings to grow by a solid 6% in 2013. Conversely, Canadian equities face
relatively weak earnings dynamics, which will likely be made worse by the strong CAD, and are
relatively expensive. As a result, this month we have increased our overweight to US equities, and
introduced a new underweight position in Canadian equities. We also remain constructive on
emerging market (EM) equities. Accelerating economic growth in key countries, stabilizing profit
margins and decent valuations speak in favor of the region.

Fixed Income

Government bonds reacted strongly to the improving growth picture and 10-year yields on US
Treasuries and German Bunds have risen considerably since the beginning of the year. While we
expect rates to remain broadly stable over the next 6 months, real returns on government bonds
will likely be negative and hence we maintain our large underweight position. Better alternatives
can be found in investment grade (I1G), high yield (HY) and emerging market (EM) corporate bonds.
IG corporate bonds are expected to achieve a better total return despite limited spread tightening
potential. HY corporate bonds still offer good investment opportunities due to low expected
default rates and attractive risk premiums over other fixed income segments. And EM corporate
bonds offer yield income and some potential for tighter spread, with relatively low volatility.

Commodities

While in particular cyclical commodities profit from accelerating global growth, we see better risk
return prospects in other asset classes and maintain a neutral stance. Platinum: Attractively valued
remains a ClO Preferred theme.

Foreign Exchange

The British pound is our most preferred currency. After weakening year to date, we expect that the
currency will be supported as economic data begins to improve. The euro, on the other hand, looks
relatively expensive, especially given political risks around the Italian elections. We remain
underweight the single currency.
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Cross-asset preferences

Most preferred Least preferred Portfolio weights
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Recommended tactical asset allocation

Tactical asset allocation deviations from benchmark* Currency allocation**
undenveight neutral ovenweight undenrweight rieutral overweight
Cash uso
Equities total F
EUR
us
GEP
Eurozone
4 UK Py
IE
o Japan CHF
[E=]
Switzerland SEK
EM NOK
Other
CAD
Bonds total
NZD
Government bonds
i Corporate bonds (1G) AUD
=
& High yield bonds = new old
EM sovereign bonds (USD .
9 ( ) * Please note that the bar charts show total portfolio preferences and thus can
EM corporate bonds (USD) be interpreted as the recommended deviation from the relevant portfolio
Commodities total benchmark for any given asset class and sub asset class.
5 Precious metals The UBS Investment House view is largely reflected in the majority of UBS
E Energy Discretionary Mandates and forms the basis of UBS Advisory Mandates. Note
E that the implementation in Discretionary or Advisory Mandates might deviate
E Base metals slightly from the "unconstrained” asset allocation shown above, depending on
9 Agricultural benchmarks, currency positions and due to other implementation considerations.
e e **Note: The currency allocation has been changed on 8 February 2013,

introducing the overweight in GBP and the underweight in EUR.
B new old

Source: UBS C10 WM Global Investment Office — as of 21.02.2013
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CIO preferred investment themes (1/2)

Liquidity & Foreign Exchange

* Emerging market currencies: An underappreciated asset class
The currencies of EM countries, collectively as an asset class and measured
using total returns {i.e. including interest received), have the potential to
contribute positively to the longer-term returns of a well-diversified portfolio.
We believe that this is especially relevant now that the developed world is
settling into an extended period of very low interest rates.

+ GBP - the best of the majors
The pound has come under pressure after comments from incoming Bank of
England Governor Carney suggesting changes to monetary policy targets,
Prime Minister Cameron's proposal for a referendum on the UK's membership
of the EU, and weak economic data. However, we believe that the weakness
of 5terling is overdone and first signs point to stronger economic data in the
maonths to come. As a result, the pound is our preferred major currency.

Fixed Income
Yield pickup with corporate hybrids
The corporate hybrid segment is a lesser known segment of the investment
grade credit world that has lagged the broad-based spread recovery. As a
conseguence, we see attractive opportunities for investors with a suitable risk
tolerance or trading-orientation. We expect mid- to high-single-digit returns
on selected instruments over a 12-month period.

US high yield corporate bonds

Positive economic growth, robust corporate earnings, and healthy balance
sheets provide support to US high yield (HY) corporate bonds. Current yield
spreads of ~495 basis points still price in a more dire economic outcome than
we expect. Historically, US high yield bonds have delivered similar returns to
US equities with lower volatility. We continue to believe that US high yield
corporate bonds have a favorable risk/return and expect mid-single digit
returns over the next six months. Senior loans are exposed to similar positive
fundamentals, and offer an attractive, floating rate alternative to US HY.

Emerging market corporates: A growing asset class

Within EM hard currency debt, we prefer corporate to sovereign due to its
more attractive valuation and higher overall yield. Moreover, our relatively
constructive current view on risk is another reason to prefer EM corporate over
sovereign debt. Over a 6-month horizon, we expect EM corporate bonds to
deliver total returns of more than 4%.

Top-notch Asian banks shine amid weak competition

Highly rated banks in developed Asia benefit from a consolidation in the
banking industry in Eurcpe and the US, while growth in emerging Asia
continues to underpin their fundamentals. These issuers are, on average, AA-
rated and we expect them to benefit from the ocngoing global bank ratings
downtrend. Senior bonds of these developed Asian banks provide moderate
yields, whilst subordinated bank bonds of the same issuers provide good
potential for credit spread tightening, given the scarcity value of Basel 2
compliant bank capital securities and the absence of regulatory bail-in regimes.
Overall, we expect an excess return of a basket of subordinated and senior
Asian bank bonds of more than 1% over comparable global issues over the
next 6-12 months.

Too expensive Government bonds

Improving economic data has already lead to an increase in government bond
yields in most major markets. While tight fiscal budgets and high debt burdens
in the US and Europe are unlikely to allow for a large increase in interest rates,
even a small further rise would lead to negative total returns on benchmark
government bonds, and we believe that the risk-reward in the bonds of most
weaker countries is currently poor. We therefore recommend switching out of
the affected bonds, which are identified in this theme.

4 = New investment theme

The CIO preferred investment themes represent the CIO's highest conviction, thematic investment ideas. We aim to recommend ideas that are attractive on

further aligning the asset allocation and themes recommendations, along with a range of other short-, medium-, long-term, and 5RI themes. 6

a U B S a risk-reward basis and which are expected to deliver positive absolute returns. It will include the best investment themes for each of our TAA overweights,

Please sea important disclaimer and disclosures at the end of the document.
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CIO preferred investment themes (2/2)

Equities

+ US mid caps: The sweet spot
US economic data has begun to stabilize and forecasts now show an
acceleration of growth in 2013, The greater domestic sales exposure of US
mid caps, and their more cyclical sector make-up, give greater leverage to the
US recovery. For these reasons we believe that mid-cap companies will
outperform large caps in the US over the next 6-12 months.

« Swiss high quality dividends
The Swiss equity market currently offers a dividend yield of around 3.0%,
while bond yields in the Swiss franc fixed income market are typically below
1%. Before 2009, dividend yields tended to be lower than bond yields.
Moreover, unlike in the past, the Swiss dividend yield is now clearly higher
than in the US and comparable to European peer markets. Overall, Swiss
dividends are very attractive, in our view, in particular if investors focus on
companies with high gquality dividends - meaning that dividends are
sustainable and steadily rising.

« Emerging market equities
We expect real GDP growth in emerging markets (EM) to accelerate to 5.1%
in 2013 from 4.5% in 2012, which should support EM corporate earnings. We
see EM earnings growth of around 11% over the next 12 months, as global
monetary policy should remain accommodative. EM equities are trading
below their longer-term averages on several valuation metrics, and will likely
be supported by stronger EM currency performance against the US dollar over
the next six months.

« Woestern winners from emerging market growth
Emerging economies continue to grow faster than developed economies.
With little need to deleverage and repair balance sheets, Asian economies are
also well positioned to continue outpacing their Western peers in the years
ahead. We have identified companies from a variety of sectors in Europe, the
US and lapan which have significant exposure to the rapidly growing
emerging regions. We believe a diversified portfolio of these companies will
reward investors seeking to profit from the robust demand growth in
emerging economies.

3 UBS

No turnaround for European telecoms

Despite having already underperformed the broader Eurozone equity index,
we expect further relative downside in the coming months. Operating results,
free cash flows and, most of all, dividends will stay in free fall, and further
adjustments to consensus estimates are required for 2013 projections and
anward, in our view. Hence, we recommend investors to reduce exposure to
Eurozone telecoms.

Hedge Funds & Private Equity

The place to be in Hedge Funds

The favourable conditions for relative value remain unchanged in 2013, A
continued improvement in global growth and the supportive monetary policy
backdrop supports spread products such as corporate bonds and securitized
leans. Moreover, the decline in the number of market participants due to the
Volcker rule should provide more opportunities to strategies such as fixed
income arbitrage. We now also like equity long short which should benefit
from stronger equity markets. The associated lower correlations among stocks
should allow good performance for managers picking under- and overvalued
stocks. We are now less keen to own event driven strategies as we do not
expect distressed debt managers to be able to repeat their excellent 2012
performance in an improving economic environment.

Commodities

Platinum: Attractively valued

Platinum remains our most preferred precious metal. Production costs
continue to rise, with marginal production costs now above USD 1,600/0z. If
this supply backdrop meets with improved economic activity in the latter part
of 1H13 and in 2H13, the platinum market will be undersupplied by 4.5% in
2013. With this supportive backdrop, we target a mowve toward UsD 1,800-
1,850/oz during 2013..

Please sea important disclaimer and disclosures at the end of the document.
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Global economic outlook - Summary

Key points

* \We expect the US economy to remain on its moderate but steady growth path.

* |n the Eurozone we think that economic activity is rebounding on the basis of rising sentiment in business surveys
and less fiscal austerity relative to 2012.

* |n the emerging markets, we expect real GDP to grow at 5% in 2013.

Cl0 View (Probability: 75%*) Sluggish expansion
= \We expect the US economy to remain on its moderate but steady growth path over the next six months. Stronger
private sector demand and reaccelerating inventory accumulation will likely be offset by reemerging fiscal policy
uncertainty. We expect Fed's open-ended QE3 program to last till year end and the government to reach another
deficit deal. This deal replaces the current sequester spending cuts but does not include further spending reductions.
+ |n the Eurozone, the sentiment in recent business surveys continues to improve, signaling that the recession will end
in 1Q 2013. We expect a return to moderate growth rates in 2013 as the pressure from fiscal tightening declines and
the increased macro stability supports business investment spending. Inflation is expected to continue to trend
downward below 2%. The ECE is concerned about the risks to money market rates from the early LTRO repayments
and the rise of the euro. At this juncture though, the ECB remains in wait-and-see mode.

* The Chinese economy is in a moderate upswing cycle. 3Q12 marked the cyclical bottom in terms of year-on-year
growth. Real GDP growth rebounded to 7.9% in 4012 and we expect around 8% growth on average in 2013. Headline
CPl inflation is likely to rise gradually to 4% by year end. The government aims to keep inflation below 4% so it could
be a policy concern later this year. While economic conditions are supportive in Asia and Latin America, EMEA
continues to lag in the cycle. \We are likely to see increased inflationary pressures in H2 2013, leading to an upward
drift in EM rates. In Brazil, Russia and India, inflation has already become a policy constraint.

A Positive scenario (Probability: 10%*) Return to long-term trend
= The Eurozone crisis abates. Financial market conditions recover, mitigating the drag from fiscal austerity.

= Growth in Western Europe turns decisively positive in the early months of the new year and the US economy grows
above trend.

3 MNegative scenario (Probability: 15%*) Recession
* There are three key downside risks to the global economy: 1} a significant escalation of the Eurozone debt crisis; 2) a
protracted government shutdown and a sharper fiscal contraction in the US; and 3) a sharp deceleration of the Chinese
economy. Each of these risks could precipitate a significant downturn in the global economy.

Key dates

24125 Feb EMU: Italian parliamentary elections

1 Mar Us: I5M manufacturing purchasing managers’ index (PMI) for February
1 Mar China: Manufacturing PMI (February)

5 Mar China: Mational People's Congress

7 Mar EMU: ECB press conference

20 Mar Us: FOMC meeting results

21 Mar EML: PMI Compasite for March (flash)

Global growth expected to be 3.0% in 2013
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Source: UBS, as of 12 February 2013

In developing the CIO economic forecasts, CMO economists
worked in collaboration with economists employed by UBS
Investment Research. Forecasts and estimates are current
only as of the date of this publication ard may change
without notice.

Services and manufacturing diverging
Global PMIs

[

(i

Lt

5 L

45

A4

35

30

25

o7 iz} oS 10 1 12 13

Mo-change line = Manufacturing
Services — Compaosite

Source: JP Morgan, Blocomberg, UBS; as of lanuary 2012
Mote: Past performance is not an indication of future returns.

*Scenario probabilities are based on qualitative assessment.

% UB S For further information please contact 1O economist Ricardo Garcia, _ 8
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Key financial market driver 1 - Eurozone crisis

Key points

* \We expect the Eurozone to gradually emerge from recession. Fiscal policy will be less restrictive than in 2012,

* The Eurozone debt crisis is not over but ECB policy provides a credible backstop.

* We think that Spain will need external support in coming months. The debt situation in Cyprus, a possible rating
downgrade of Spain to junk, and general elections in ltaly could further exacerbate the situation.

Cl0 View (Probability: 70%*) Austerity and weak growth
* The Eurczone economy is expected to leave recession behind in 1H 2013 after a weak fourth guarter. We believe that
Spain will apply for an aid program in 1H 2013. Italy also risks needing support due to contagion from Spain and its
own election uncertainty. Greece's debt remains highly unsustainable, but a near-term euro exit is unlikely. Ireland
continues to recover gradually, but is highly indebted. We expect France to deliver negative headlines in 1H 2013 due
to rising concerns about its fiscal slippage on the back of economic weakness.

= e expect the Eurozone economy to grow slightly in 1H 2013 (moderately above consensus), with minor downside
risks. The latest economic indicators support our base case that the recession will end in 1H 2013 and return to modest
positive growth. The increased macro stability on the back of the improving peripheral current accounts and the OMT
should support the improving economic trend. Consumer price inflation continues to fall, driven by pressure on cutput
prices and commeodity base effects. The ECE is carefully watching the strengthening of the eurc and monitoring money
market rates following the LTRO repayments, but remains in wait-and-see mode for now.

= \We think a revision of Spain's deficit targets by February could lead Moody's to cut the country's credit rating to
junk. This would increase the cost of covering its large funding needs and push Spain into a program in the first half of
2013. Italy should remain rated investment grade if the new government continues the recent reform path.

* Even with OMT support, longer-term peripheral yields should stay sensitive to countries' debt trajectories as debt
levels remain very high. Banking supervision at the ECB will likely be operaticnal by 2014, but a banking union is
unlikely to be formed in the next few years, with the most controversial aspect being joint deposit insurance.

= \We think that Greece will fail to meet targets and exit risks will again increase if the current government loses its
majority over further austerity demands from the IMF, possibly in 2H 2013.

A Positive scenario (Probability: 15%*) Growth and fiscal stabilization
= Bond yields converge as peripheral countries' budgets stay on track and economic activity across the Eurozone
recovers faster than expected. Greece complies with the new austerity plans and market confidence is restored.

3 Negative scenario (Probability: 15%*) Major shock
= Major shocks include Spain and Haly being cut off from bond markets, i.e. requiring all new funding through
ESM/IMF loans, with European rescue funds only able to cover them until the end of 2013; resistance from core
countries against further support; a near-term Portuguese debt restructuring; a Greek euro exit in 1H 2013; massive
fiscal slippage in France; or a major external shock.

Key dates

24/25 Feb Italian parliamentary elections
7 Mar ECB press conference

14/15 Mar European Council conference
21 Mar PMI Composite for March (flash)

3 UBS
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Mote: Past performance is not an indication of future returns.

* Scenario probabilities are based on gualitative assessment.

For further infarmation please contact 210 analyst Thomas Wacker, — and C10 economist Ricardo Garcia, _ g
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Key financial market driver 2 - US economic outlook

Key points

* U5 growth should remain moderate, with accelerating private sector growth partially offset by fiscal tightening.
= Inflation is expected to stay slightly below the Fed's target of 2% over the next six months.

* The Fed's open-ended QE3 has dampened downside growth risk but hasn't dramatically boosted activity.

ClO View (Probability: 70%*) Moderate expansion
= e expect the economy to stay on a moderate growth path and the unemployment rate to come down gradually
over the next six months. UBS forecasts real GDP growth of annualized 3.0% in 10 2013 (consensus: 1.5%) and 2.9% in
20 2013 (consensus: 2.1%), as private sector demand remains solid and very lean inventories give way to faster
inventory accumulation. Inflation should stay slightly below the Fed's target of 2%.

= Relative to 2012 policy, Congress has raised ordinary income, capital gains and dividend income tax rates for high-
income earners and curtailed their allowable income exemptions. It has also allowed the payroll tax to expire for all
households, raised the estate tax, and introduced healthcare reform tax hikes. The federal budget impact of these
policy changes amounts to 0.9% of GDP, but the 2013 GDP growth impact will be more muted as households can lower
their savings to offset the drop in after-tax income caused by higher tax rates. Congress extended all other tax and
spending provisions and delayed the sequester budget cuts until 1 March. We expect the sequester spending cuts to
kick in temporarily and fierce negotiations to bleed into a brief government shutdown after the current continuing
resolution expires on 27 March. The culmination will likely be another deficit deal that replaces the current sequester
spending cuts but dees not include additional spending reductions. The political rift will likely lead to another US
sovereign rating downgrade.

* The Fed's open-ended QE3 program linked to labor market conditions - USD 85bn in Treasury and agency MBS
purchases — mitigates downside growth risks, as weaker labor market data implies more easing, but has not
dramatically boosted growth prospects. We expect QE3 to last until year-end with total purchases of USD 1.2trn.

A Positive scenario (Probability: 15%*) Strong expansion
= Growth accelerates persistently above 3%, propelled by expansive monetary policy, a resolution to the US long-term
debt problem, strong growth in housing investment, and improved business and consumer confidence. This leads to
higher inflation and the Fed responds by halting QE3 and raising rates sooner.

= Faster-rising tax collection allows the government to cut deficits more aggressively. Fiscal policy tightens by more
than 1% of GDP in 2013.

4 Negative scenario (Probability: 15%*) Growth recession
= US fiscal deleveraging and an escalating Eurozone crisis weigh on the cyclical recovery. Falling profit margins weigh
on business capital expenditures. Real GDP growth deteriorates. The Fed makes massive purchases of agency MBS and
Treasuries under its QE3 program.

= Political gridlock becomes totally dysfunctional, thus leading to a protracted government shutdown in the first half
of 2013. The US credit rating is downgraded by multiple notches.

Key dates

1 Mar I5M manufacturing purchasing managers® index for February

8 Mar Nonfarm payrolls and unemployment rate for February

13 Mar Advance retail sales for February

15 Mar University of Michigan consumer sentiment for March (preliminary)
20 Mar FOMC meeting results

3 UBS

Us growth to rebound after 4Q12
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Key financial market driver 3 — China growth outlook

Key points Softening in official PMI was largely due to
* We expect a moderate growth recovery in the coming quarters. seasonal factors

= Key risks to the recovery could come from uncertainties in external demand, inflation and credit.
= Budget for 2013 could be more expansionary than last year's.

A

ClO View (Probability: 70%*) Modest growth recovery 5 f r"m ﬂﬁl

* We expect the modest economic recovery to continue in the coming months, driven by some restocking activities, \'\ . : \/J Y . / y
strength in infrastructure investments, moderate recovery in the property sector and the delayed effects of previous . \ f —"\/‘ i
easing measures. Our recent on-site meetings with officials and corporations also revealed a cautiously optimistic '\1 / M '
Chinese macro outlook. We expect GDP growth to improve from 7.8% in 2012 to 8.0% in 2013 (consensus: 8.1%). We |

think the export sector could underperform the domestic economy given the weak growth in Europe and the battle |/

over the US debt ceiling in the course of the year. d Y

* Given the different timing of the Chinese New Year (it was in January last year but February this year), year-on-year

macro data for January or February will be heavily distorted, i.e. January data would be particularly strong and

February particularly weak. ; R

* The Mational People's Congress will be held on 5 March, with the government presenting the growth target for 2013, ' — 5B PM Wicial PN

which is likely to remain at 7.5%, and the budget for 2013. Fiscal policy could be more expansicnary, with a larger Saurce: Bloomberg, UBS; as of February 2013, Index
budgeted fiscal deficit of CMY 1,200bn in 2013 (about 2% of GDP), up from CNY 800bn in 2012. This could pose a abovelbelow 50 indicates expansionfcontraction

moderate upside risk to consensus GDP growth forecasts. Furthermore, several new heads of the regulatory bodies and
the central bank will come on board after the meeting, and new policies regarding wealth management products
could be announced. Nonetheless, we do not expect a material shift in policies because of the personnel changes.

* The major long-term economic and political reforms will likely be decided in the run-up to the third plenary session casts shadow over export recovery
of the party's Central Committee in 2H 2013, most likely in October. We believe structural reforms — which aim to
rebalance the economy and redistribute incomes and welfare to consumers — will improve the sustainability and quality
of China's long-term economic growth.

Demand from developed economies still

A Positive scenario (Probability: 20%*) Growth acceleration
* Economic momentum continues to improve and strength persists in 2013. This would require more substantial and
effective fiscal, monetary and credit policy support from the government and possibly also a fast improvement in the
Eurozone debt crisis and the US fiscal and debt issues.

3 Negative scenario (Probability: 10%*) Sharp economic downturn
= Another round of global financial stress or recession, likely due to the Eurczone debt crisis or a fiscal policy-induced
downturn in the US, would weigh on Chinese exports.

* Despite soft aggregate demand and economic activity, residential property prices and/or consumer price inflation rise 40

rapidly, which constrains policy maneuvers and its effectiveness in stimulating economic growth. Seci  Deccd  Dec03  Deci0  Ded Lece1d
= A major crackdown on shadow banking tightens liquidity and credit conditions and negatively affects growth. el

{9 v Irmima)

L dnddth rate

eL

Key dates Source: Bloomberg, UBS; as of February 2013
MNote: Past performance is not an indication of future returns.

1 Mar Mar:lufacturing PMI {February} * Scenario probabilities are based on gualitative assessment.
5 Mar Mational People's Congress
9 Mar Industrial production, fixed asset investment, retail sales (January and February)

% UBS !
For further information please contact C10' analysts Gary Tsang, [ . c'-~d: v, |GGG - Fatqick Ho, [NNENGEGEGEGEE

Please see important disclaimer and disclosures at the end of the document.
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Equities overview

Global equity markets - Key points

* We recommend an overall overweight allocation in equities (see summary on slide 3).

* We have increased ocur preference for US equities. Company earnings remain stronger than in other regions.
Recent economic data confirms that domestic demand is holding up solidly, underpinning revenue growth. The recent
US-dollar weakness provides additional support for company earnings.

* We maintain our neutral stance on Eurozone equities. Value is attractive compared to global equities. However,
due to recessions in several countries and the recent strengthening of the eure, earnings dynamics remain weak.

* We maintain the overweight position in emerging market equities. Economic activity in key countries has
bottomed out and is improving (e.g. industrial production, exports). Accordingly company earnings show signs of
stabilization in some of the larger emerging markets and we expect them to improve going forward.

* We are adopting a cautious position on Canadian equities. Company earnings are currently weaker than in other
countries. The currency remains strong, and valuations are high compared to other markets.

* We remain neutral on Australian equities. The earnings dynamics of Australian companies continue to lag those
of other markets. 5till, the pace of downward revisions on earnings in the Materials sector is clearly slowing. Improving
commaodity demand from China and the recent rise in the iron ore price speak for a more benign outlook.

* We are neutral on Swiss equities. Companies are showing solid earnings growth due to the defensive sector
compaosition. On the other hand, the market is trading at a premium to global equities.

* We maintain our neutral view on UK equities. In the UK, earnings dynamics lag other markets. The market is trading
at a valuation discount, and we expect earnings dynamics to improve over the coming guarters.

Global equity sectors - Key points

* We reiterate our overweight on IT as the sector should benefit from increased corporate and consumer spending.
With earnings trends and cash flow generation strong, sector valuation is very attractive.

* We confirm our positive view on Materials as the global economic outlook is improving, which provides a

Preferences (six months)
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Sector preferences within global equity

favorable backdrop for improving sector earnings. We prefer US materials and UK mining over European materials. markets

* We keep our overweight on Consumer Staples and Healthcare which offer superior and long-term earnings

glrl::wth wilth low volatility :arlld high free cash flow generra‘tjun_ Both sectors have strong balance shee‘lls, and attractive Current most Current lea

dividend yllelcls as well f:lS dividend growth prospects. Within H1ealthcare, we E:-r1efer Eurl:ll-pean ccl-mp:anl:es over US ones. preferred sectors

* We remain underweight on Telecoms as revenue growth is weak and pricing/margin pressure is high.

* We confirm our underweight on Utilities as the business environment (weak demand, regulatory pressure, and Consumer Staples Telecom

lower power prices) remains tough. The earnings outlook remains muted. Health Care Utilities

* Consumer Discretionary should benefit from solid consumer confidence in major countries. While sector earnings IT

growth should continue to be superior, valuation is relatively high. We reiterate our neutral view. Materials

* Despite some headwinds in major regions (e.qg., regulatory risks, low interest rates), earnings trends for Financials

are improving and we keep our neutral view. Seource: UBS

* With expected gradual improvement in leading indicators and early signs of a better global macro environment,

Industrials should benefit. However, we remain neutral as the current sector valuation is fair.

o UBS :
For further information please contact €10 asset class specialists Markus Irngartinger, || NNGTzTNTNzNzNEGEE - -t~ schiufter, [T

Please see important disclaimer and disclosures at the end of the document.
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US equities

Preference: overweight

S&P 500 (20 Feb): 1,512 (last publication: 1,495)

UBS View S&P 500 (six-month target): 1,570

* We maintain our preference for Us equities relative to other developed equity markets. The recent Q4 earnings
season revealed solid earnings growth of about 6% year-over-year. In our base case of ongoing economic expansion,
the upcoming fiscal policy issues do not derail the economic recovery.

* This is a precondition for solid earnings growth of 5-7%, which we expect in 2013. This forecast is mainly built on
solid revenue growth in 2013. With margins already at high levels, we do not expect margin expansion to drive
earnings growth.

* Short-term, the recent US-dollar weakness provides an additional support to earnings.

* The Fed's very pro-growth monetary policy stance is a clear advantage for the local equity market. The end of
Operation Twist has been followed by additional large (net) bond buying, which we expect to last late into this year.
* S equities are forecast to gradually advance with earnings growth. Improving manufacturing activity should allow
for some modest re-rating in the price-to-earnings ratio from the current level of 14.5 times realized earnings.

A Positive scenario S&P 500 (six-month target): 1,750

* Accelerating US and global economies reduce risks to company earnings. Investors begin to shift funds into more
cyclical sectors such as Industrials, IT and Materials in light of better growth prospects. In this scenario, we would
expect earnings to grow by around 10% in the next 12 months, and the trailing P/E multiple to expand to around 16x.
S&P 500 (six-month target): 1,300
= The US and global economies slide into a recession; failed debt ceiling negotiations might add additional drag. Given
such an cutcome, corporate earnings would fall over the coming 12 months, and we would expect risk aversion to rise
sharply. We would also expect the P/E multiple to contract towards 12.5x trailing earnings.

Mote: Scenarios refer to global economic scenarios (see slide 8)

3 Megative scenario

What we're watching Why it matters

Business sentiment The ISM is the key indicator for US manufacturing and services. Key dates: 1 Mar, I5M

manufacturing; 5 March, ISM non-manufacturing

The Fed Hints on its monetary policy stance can influence equities. Key date: 20 Mar, Fed

meeting

Labor market
US labor market report for February

US earnings season Consensus forecasts about 3% yfy earnings growth for Q4 results.

3 UBS

Improvement in the labor market would support stronger consumption. Key date: 8 Mar,

Recommendations

Tactical (six months)

= We keep our exposure to global oyclical
sectors within the US equity market that
should benefit from a sustained rebound in
global growth.

* We confirm our existing overweight tilts in
Industrials, IT and Materials as broadening
economic growth should translate into higher
earnings.

* \We remain cautious on Utilities, Healthcare
and Telecoms, where revenue growth is low
and valuations are unattractive.

Strategic (one to two years)

* \We like medium-sized US companies, which
are expected to show good longer-term
earnings growth.

Current most Current least
preferred sectors preferred sectors

Industrials Health Care
T Telecom
Materials Utilities
Source: UBS

Naote: Past performance is not an indication of future returns.

15

For further infarmation please contact C10 asset class spedialist Markus Irngartinger, || NKGTczNGEGEGEGE

Please see important disclaimer and disclosures at the end of the decument.

EFTA01089589



Eurozone equities

Preference: neutral

Euro Stoxx (20 Feb): 267 (last publication: 269)

UBS View Euro Stoxx (six-month target): 271

+ We maintain a neutral stance on Eurozone equities. Earnings weakness is balanced by attractive valuation.

+ The conditional bond-buying program by the ECB (OMT) implies much reduced downside risks from the sovereign
debt crisis (see slide 9). Spain will have major refinancing needs in the coming weeks, and we could see higher volatility
if it faces problems issuing bonds.

+ [talian elections on 24/25 February add additional uncertainty, though our base case calls for a market friendly
outcome.

+ Besides those uncertainties, economic weakness and Southern European countries being in recession are still
dragging down earnings in the Eurozone. The strengthened euro is weighing on overseas earnings.

* Consensus earnings growth expectations for 2013 (bottom-up) have come down to about 7% in recent weeks. We see
this growth figure as still too high; we forecast 3% to 5% earnings growth. 5till, we expect further re-rating as signs of
economic stabilization emerge over coming months, which should more than compensate for earnings misses.

A Positive scenario Euro Stoxx (six-month target): 330

* Global economic growth reaccelerates and Eurozone growth shows clear signs of bottoming cut, enabling mid-
single-digit earnings growth over the next six months. The trailing P/E ratio could re-rate to about 14.5x from its
current reading of 12.4x.

3 Negative scenario Eura Stoxx (six-month target): 210

* Recession and debt crisis lead to renewed market pressure. However, downside risks are expected to be |ess severe
now that the ECB has put its bond-buying program (OMT) in place.

= Earnings could fall about 5% to 10% from current levels over the coming six months, and the trailing P/E ratio could
drop to a level of around 10x over a six-month period.

= Failure of debt ceiling negotiations in the US is also likely to affect Eurozone equities negatively.

Mote: Scenarios refer to global economic scenarios (see slide 8)

What we're watching
Growth indicators

Why it matters

Economic growth is important to avoid a flare-up of the debt crisis.

Key dates: 1 March, final PMI manufacturing, EMU; 5 March, final PMI services,
EMU; 21 March, flash PMI manufacturing and flash PMI services, EMU; 22 March,
Ifo business sentiment index, Germany

Decisions by European politicians and the ECB affect the course of the debt crisis.
Key date: 7 March, ECE meeting

Policy action

3 UBS

Recommendations

Tactical (six months)

= We confirm ocur overweight on Consumer
Discretionary as we see increasing evidence of
strengthening glokal growth, which should
support sector earnings.

+ We like Consumer Staples and Healthcare,
which offer good earnings growth, solid
balance sheets and growing dividends.

= WWe are negative on Utilities and Telecoms as
earnings trends are negative, balance sheets
are stretched and dividends at risk.

We keep our underweight on Materials as
valuations are too high.

Strategic (one to two years)

* We have a preference for stocks paying high-
guality dividends.

= We like companies with high exposure
to rapidly growing emerging markets.

Current most Current least
preferred sectors preferred sectors

Cans Discretionary Materials
Consumer Staples Telecom
Health Care Utilities
Source: UBS

MNote: Past performance is not an indication of future returns.
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UK equities

Preference: neutral

FTSE 100 (20 Feb): 6,395 (last publication: &,198)
UBS View FTSE 100 (six-month target): 6,475
* We maintain our neutral stance on UK equities. Earnings have continued to disappoint, showing one of the weakest
dynamics within our market universe. Commodity-related sectors have shown steep earnings declines. Realized
earnings in the Energy as well as the Materials sector have continued to be revised down by analysts over the last three
months. These two sectors account for 30% of the market capitalization.

* The Healthcare sector suffers from company-specific issues that affect earnings negatively.

+ Going forward, the earnings picture is expected to improve gradually. Earnings of materials companies are likely to
stabilize in a delayed fashion as iron ore prices have sharply increased since fall 2012. The revision of the Basel Il
liguidity standards will continue to support the earnings of UK banks.

+ UK equities offer a relatively high dividend yield, and the P/E multiple of about 12.7 times realized earnings is below
global equities. However, UK eguities have traded on a discount to global equities for most of the past 10 years.

A Positive scenario FTSE 100 (six-month target): 7,100

= A rapid strengthening in global growth and recovering demand from emerging markets leads to fast-rising
commaodity prices, helping the energy and materials sectors to lead the market higher. The market could re-rate to a
P/E multiple of 13.5%, and we would expect earnings growth of 5% to 10% over 12 months.

FTSE 100 (six-month target): 4,900
= A global recession drags down UK earnings by 15% to 20% over 12 months. The market's traditionally defensive

characteristics would only partly offset its strong exposure to commodity-related sectors. We would expect the trailing
P/E multiple to drop towards 10.5x.

3 Negative scenario

Mote: Scenarios refer to global economic scenarios (see slide 8)

What we're watching Why it matters

Growth indicators Business survey indicators and consumer spending data provide information on
economic developments in the UK. Key dates: 1 Mar, PMI manufacturing; 5 Mar,

PMI services

Energy and materials together comprise about 30% of the UK market. Developments in
commodity prices affect earnings estimates.

Commodity prices

Policy action Loose monetary policy by the Bank of England supports equities. Key date:

7 Mar, Bank of England policy meeting

3 UBS

Recommendations

Tactical (six months)

= Equity dividends offer an attractive real
income stream in a low yield environment.
We recommend stocks with dividends which
are well covered by earnings and cash flow,
are sustainable and growing, and from
companies with sound fundamentals

* WWe like companies with strong sales
exposure to emerging markets.

Strategic (one to two years)

* The UK market's dividend yield of close to
4% provides a good income stream.

* Companies with pricing power are expected
to deliver superior earnings growth. High
pricing power provides greater margin
stability through the cycle.

UK market trades at a P/E discount, based
on realized earnings

Eai)

2003 2006
— FISE 1040 realzed PE

2003
ML Wordd: realized FE

pailiF]

Source: Thomson Reuters, UBS; as of 18 February 2013
Note: Past performance is not an indication of future returns.

17

Far further infarmation please contact C10 asset class specialist Markus Irngartinger, || NKGTczcNGNG]TG2GEE

Please see important disclaimer and disclosures at the end of the document.

EFTA01089591



Swiss equities

Preference: neutral

SMI (20 Feb): 7,626 (last publication: 7,392)
UBS View SMI (six-month target): 7,750
= \We remain neutral on Swiss equities. Swiss companies are internationally well diversified, with almost two thirds of

revenues generated in the US and emerging markets. This provides a basis for solid revenue and earnings growth,
despite challenging economic conditions in Europe.

* The defensive sector composition also plays an important role. Swings in global manufacturing activity or commodity

prices affect Swiss companies' earnings less than those of companies in other countries.

* In January the Swiss franc weakened by 3% relative to the euro. This movement is too small and recent to have had a

material effect on earnings yet. Should it continue, it could provide important support to earnings growth.

* In an environment of moderate economic growth, we like companies with decent earnings growth and solid balance
sheets. Unfortunately, these characteristics have their price. Swiss equities trade at a higher valuation than their global
peers. Currently they trade at 15.8 times trailing earnings.
A Positive scenario SMI (six-month target): 8,100
= Eurczone economic growth reaccelerates considerably, providing further relief to Swiss financials as well as Swiss
exporters. Defensive sectors would likely be left behind in a strong global relief rally. In this scenario, we would
expect the equity market P/E to trade around 16x and earnings to grow by 5% over the next six months.

4 Megative scenario SMI (six-month target): 5,900

= The global economy slides into a recession. Despite offering less cyclically sensitive products, Swiss companies would
also feel the drop in global demand. In this scenario, corporate earnings are likely to drop slightly over the next six
manths and we would expect P/E to contract toward 12.5x.

Mote: Scenarios refer to global economic scenarios (see slide 8)

What we're watching Why it matters
Interest rates and

Announcements of domestic interest rates and exchange rate decisions: 1 Mar,
exchange rates

SNB meeting
Economic indicators Announcements of key domestic economic indicators: 27 Feb, KOF Swiss leading
indicator; 1 Mar, Manufacturing PMI index

Corporate news Key corporate announcement dates: 22 Feb, Straumann; 26 Feb, Georg Fischer,

Implenia, Swissquote and Temenos; 27 Feb, Holcim and Swiss Life

3 UBS

Recommendations

Tactical (six months)
We like stocks paying high and sustainable
dividends, including companies paying
income tax-exempt dividends.

* We favor large caps over small caps.

* Within defensives, we favor the Healthcare
and Consumer 5taples sectors.

= Among the cyclical companies, we prefer
those with broad emerging-market exposure
andfor cheap valuations, including insurers.

Strategic (one to two years)

= ‘We favor leaders regarding the two key
Swiss success factors: innovation and
globalization.

Swiss market valuation relative to world
equities based on P/E ratio
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Source: FactSet, UBS; as of 18 February 2013
Mote: Past performance is not an indication of future returns.
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Japanese equities

Preference: neutral

Topix (20 Feb): 974 (last publication: 888)

UBS view Topix (six-month target): 985

= \We expect earnings growth of 25% over the upcoming 12 months. This relatively high year-over-year growth rate
reflects fewer extraordinary items than in 2012, as well as the sharp recent weakening of the yen. Our earnings growth
forecast is below consensus of about 35%.

s|nvestors expect more positive earnings growth in March 2014 on the back of the new government's economic
stimulus package and the weaker yen, supported by the Bol's aggressive monetary easing. We are more cautious on
the impact the stimulus package will have on domestic companies’ earnings.

*The Abe administration's expansionary fiscal stimulus may create one-time economic momentum and inflation, but
we do not expect these measures to lead to sustainable, high GDP growth in the long run.

= \We expect the TOPIX (trailing) P/E to drop to around 17 over the coming months, mainly due to the earnings
recovery; this will provide room for only moderate price increases after recent strong gains.

A Positive scenario Topix (six-meonth target): 1,100
= Stronger global demand and stabilizing European markets lead to improved risk-taking. Falling risk aversion might
lead to a further weakening of the yen, providing an additional boost to earnings. We would expect about 25%
earnings growth over the coming six months with the TOPIX target based on 18x trailing P/E.

Topix (six-month target): 700
» Faltering global growth leads to weak exports, triggering negative earnings surprises. The US dollar/lapanese yen
rate strengthening to below B0 and economic conflicts with China could serve as an additional drag on earnings. We
would then expect the P/E ratio to contract to 14.7% and earnings to fall during the upcoming six months.

Mote: Scenarios refer to global economic scenarios (see slide 8)

3 Negative scenario

What we're watching Why it matters

lapan industrial
production

We expect the weaker yen to boost Japan's industrial production in January. lanuary
industrial production should provide valuable data point for assessing the impact of the
weaker yen on corporate activity. Key date: 28 Feb, preliminary industrial
production data for January

Bol's next governor
appointment

In addition to the Bol governor, two deputy governors will be replaced in late March.
Key date: 19 Mar, BoJ governor appointment by the cabinet

3 UBS

Recommendations

Tactical (six months)
= Since the weaker yen directly contributes to

exporters' earnings, we prefer lapanese
exporters. Higher inflationary expectations
would not boost domestic companies’
earnings in the near term.

= Among Japanese exporters, we prefer the

auto companies as they still hold a large share
of international markets unlike the
technology companies.

* |n addition, we like trading companies that

have continued to invest in mining and other
energy resources for the last 10 years. With a
weaker yen, the trading companies' net asset
values should increase in yen terms.

Strategic (one to two years)
= The recent weakening of the Japanese yen

increases the competitiveness of Jlapanese
exporters and companies with international
operations.

Weaker Japanese yen supports TOPIX
rebound
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Source: Thomson Rewters, UBS; as of 8 February 2013
Nate: Past performance is not an indication of future returns.
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Emerging market equities

Preference: overweighi

MSCI EM (20 Feb.): 1,068 (last publication: 1,077)
UBS view MSCI EM (six-month target): 1,120
* Real GDP growth in the emerging markets is expected to accelerate moderately in 2013 to above 5%, compared to
just 1.5% for developed countries. The growth differential between the emerging and developed economies is also
forecasted to widen slightly in 2013 in favor of the emerging markets.

= Monetary policy in the US, the Eurozone, and Japan remains supportive of growth more broadly. We believe these
low interest rate policies will enhance emerging market (EM) equity returns in US dollars by supporting EM currencies
more broadly against the US dollar over the next six months. However, too much currency appreciation too fast - for
example, the rapid rise of the Korean won against the Japanese yen — erodes EM competitiveness and equity returns.
= Over a six-month horizon, we do not see any sustained inflationary pressures changing the stance of EM monetary
policy from what is currently priced in. However, this could become more of an issue in the second half of 2013.

* In our base case, we see the P/E multiple of the MS5C| EM Index staying at about 12x trailing (i.e. realized) earnings
over the next six months. Over the next 12 months, we expect EM earnings growth of around 11% (below the latest
consensus estimate of 13%).

A Positive scenario MSCI EM (six-month target): 1,330
* The cutlook for the global economy improves, boosting EM's ability to grow more strongly in 2013, This stronger
economic growth leads to earnings growth of 15%. Investor confidence improves, leading to a better F/E multiple of
14x trailing earnings. If oil prices were to rise, too, Russia should benefit a little more in this scenario.

3 Megative scenario MSCl EM (six-month target): 800

= A significant escalation of the Eurozone debt crisis, a sharp fiscal contraction in the US, and a big deceleration in
Chinese growth could each hit EM's economic prospects. In such a scenario, we would expect a 20% decline in earnings
over 12 menths. More defensive Malaysia would do better, while more cyclical South Korea and Russia would
underperform. We assume, however, that the market would also be expecting some recovery in earnings for 2014,
helping the P/E multiple to stabilize around 10x trailing earnings.

Mote: Scenarios refer to global economic scenarios (see slide 8)

What we're watching Why it matters

Industrial production Investors are trying to figure out in which emerging market economies growth is
accelerating and where it might be stagnating. Key dates: GDP, industrial
production data and/or PMI manufacturing surveys for South Africa (27 Feb),
India (28 Feb), Brazil, China (1 Mar), Turkey (8 Mar), Russia (20 Mar)

Inflation The Achilles heel of the emerging economies is inflation. Over a six-month view, we do
not see any sustained inflationary pressure that would require a change in the stance of
EM monetary policy from what is currently priced in. But that could change later in 2013.

3 UBS

Recommendations

Tactical (six months)

= Within emerging markets, we see three main
drivers over the next few months: first, a
cyclical recovery, supporting some of the
higher-beta markets (like Russia, South Korea
and Brazil); second, a focus on local recovery
stories (like China and Brazil), and third, some
rotation away from those markets that have
done exceptionally well in recent years,
towards markets that have lagged and that
start the year under-owned and out of favor
({like Russia and Brazil).

= Shorter-term, we see relatively less upside for
the more defensive market Malaysia. In the
case of South Africa, the currency isin a
volatile phase, which is unhelpful to returns in
UsD terms. We expect some rotation out of
Turkey.

Strategic (one to two years)

» Strategically, we would advise that EM
portfolios tilt toward cash-rich and faster-
growing Asia.

Country preferences within emerging
markets (relative to MSC| EM)

Current most Current least
preferred markets preferred markets

Brazil Malaysia
China South Africa
Russia Turkey

South Korea
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Asian equities (ex-Japan)

M5CI Asia ex-lapan (20 Feb): 562 (last publication: 560)

UBS view MSCI Asia ex-Japan (six-month target): 585

= China and South Korea remain our Most Preferred markets. China's macro data was distorted to a certain extent due
to the timing difference with Chinese New Year (fell in January last year). lan exports and imports rose 25% and
28.8% Yo¥ beating market expectations, while inflation fell from 2.5% to 2% Yo¥. The PBOC might gradually shift
its focus to inflation in the 2" half of the year due to a combination of higher labour cost, imported inflation
associated with QEs in major economies, rising inflation expectation locally and more importantly, lower downside
risk to growth. Nonetheless, valuations remain attractive with 12-mth FWD P/E trading at 16% discount to its peers.

* \We maintain our Least Preferred ratings on Singapore and Malaysia. Singapore's non-oil domestic exports continue
to underperform market expectations in Jan, recording a -1.8% month-on-month decline. Electronic exports
continue to disappoint, declining by 5.6% Yo¥. The Malaysian government is widely expected to dissolve parliament
in late Feb/early Mar for elections, with most observers expecting a narrower win for the incumbent party compared
to the previous elections. While this in itself would not bring about a significant change in policy direction, a higher
possibility this time round of a government formed by the opposition is likely to pose near-term headwinds to the
stock market and currency.

A Positive scenario MSCl Asia ex-Japan (six-month target): 680

* More supportive monetary and fiscal policy, stable inflation, sustained domestic demand growth, and an improved
global growth outlook lead to a better earnings outlook. In such a scenario, we expect earnings growth of 13% and
a trailing P/E of about 15:x.

3 Megative scenario MSCI Asia ex-Japan (six-month target): 420

+ A hard landing in China with a global recession leads to negative earnings revisions. In this scenario, Asia ex-lapan
could trade down to about 11x realized earnings.

Mote: Scenarios refer to global economic scenarios (see slide 8).

What we're watching Why it matters

Recommendations

Tactical (six months)

= MSCI Asia ex-lapan is trading at 11.5x 12-
month forward P/E, suggesting 10% upside
potential assuming a return to historical
averages. We advise investors to continue
adding Asian equities on any potential
weakness in the market.

= Given the more favorable macro backdrop in
2013 and attractive valuations, we are positive
on Chinese equities and expect further market
re-rating. We also maintain our preference for
South Korea. Korean earnings are expected to
post 19% earnings growth in 2013 and stay
resilient, led mainly by the country's dominant
technology companies, due to market share
gains and margin expansion.

Strategic (one to two years)

= Consider a portfolio mix of high yield stocks
largely found in Singapore, Taiwan and Hong
Kong, complemented by growth-oriented
stocks in the rest of Asia.

Country preferences within Asia ex-
Japan (relative to MSCl Asia ex-Japan)

S% 3% 1% 1% 3% 5%

China

Earnings growth Consensus is looking at earnings growth of 13.4% for F¥2013 for Asia ex-lapan (which Hong Kang
might be a tad optimistic should GDP growth disappoint, especially in China. .
uspJpPy Sustained USDIPY weakness would be a concern for other major exporters in Asia, Indonesia
particularly South Korea and Taiwan. _—
Politics Decisions made about the US debt ceiling are important, as the US is still Asia's most ‘ —
important trading partner. The recent fiscal cliff compromise avoided a severe economic Mdapsin —
impact. We remain watchful as weaker US growth would hurt Asian exports. Philippines
Policy responses Some other countries in the region have near-term macroeconomic issues to face due to Singepree —
fiscal and current account deficits, as well as hiccups in market and economic reforms. Tabwan
Policy responses often come on an ad-hoc basis. B
nalland
Ol Mew
&% UBS 3
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Equity styles

UBS view Prefer mid eaps in US, large caps in Europe
= We believe that medium-sized companies (mid caps) will outperform large caps in the US. US economic data has
begun to stabilize and we forecast an acceleration of growth in the second half of 2013 and in 2014. The greater
domestic sales exposure and more cyclical sector make-up of US mid caps make them a purer way to gain exposure to
the US and will give greater leverage to a US recovery. There is also potential for large caps, which are currently very
cash-rich, to put this cash to work and “buy growth® through acguisitions of mid-cap companies.

= Globally, high-guality dividend-paying stocks provide a real and stable income stream to investors in the current
low-yield environment. Furthermore, they give exposure to the long-term potential of equity markets while tending
to suffer less in declining markets. Importantly, we focus not on those stocks with the highest yield, but instead look
for high-guality dividend-paying stocks, which are still able to grow and have less risk of a cut to their dividends.

A Positive scenario Prefer value, low quality and small caps
* | eading indicators continue to move higher, and risks related to the Eurozone debt crisis continue to subside. In this
case, add deep cyclical value (cheap price/book, pricefearnings) regardless of the sector, with high beta and high
leverage. In such an environment, small- and mid-cap stocks should also perform well. A dividend strategy would be
too defensive to outperform the market.

3 Negative scenario Prefer quality and large caps

* The global economic picture deteriorates markedly. In this case, buy high-quality growth companies and large caps.
Do not look for value opportunities, but be as defensive as possible with your equity exposure. Look to high-guality,
dividend-paying stocks for yield.

Naote: Scenarios refer to global economic scenarios (see slide 8).

What we're watching Why it matters

Earnings revisions - see Watch for signs of improvement in earnings revisions (aggregated from stock level). An

chart (three-month moving improved earnings outlook would cause investors to add more risk — influencing our

average upgrades vs. preferences among equity styles.

downgrades)

US and Eurozone PMIs PMIs are important for earnings generation and preferences for value, growth and size.
Key dates: 1 Mar, PMI manufacturing Eurozone (final); 1 Mar, US ISM
manufacturing

Regional differentiation

* In the US, we prefer mid to large caps.
Moderate economic growth should support
their earnings generation.

* In the US, there are selective opportunities in
value names that also show strong growth.

= Globally, we like high-quality dividend-paying
stocks.

Strategic (one to two years)

= \We expect value strategies to outperform the
Eurcpean market over a multi-year time
horizon.

= Globally, mid-cap stocks provide attractive
opportunities over the longer term.

Improving earnings revisions point to mid-
cap outperformance
US mid-cap performance relative to large caps

,,..II|I|,l|“_“|u|jnn| il »

Source: Facthet, UBS; as of 15 February 2013
Hote: Past performance is no indication for future returns.
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Bonds overview

Government bonds - Key points

= \We expect government bond yields to move sideways (US and UK) or towards slightly higher ranges (EUR and CHF)
over the next six months, as seen in late 2011 and early 2012. This is likely to have a negative effect on most developed
market government bond prices, and should result in low or slightly negative total returns.

» Price fluctuations in the month ahead could stem from developments in the Eurozone and the US. These include
possible political uncertainties originating in ltaly and 5pain as well as renewed concerns about Greek debt
sustainability over the course of the year. In the US, where the full fiscal cliff has been avoided and the debt limit
temporarily suspended, the focus has shifted to the negotiations on sequester spending cuts and to raising the debt
limit in early summer. While we still expect a positive outcome following a brief government shutdown, these
uncertainties pose a significant downside risk to US growth.

* Long-term yields have risen slightly and have the potential to increase somewhat over the next several months, but
we expect the move to be contained. Overall, we recommend avoiding long-term bonds and focusing on short- and
medium-term maturities.

Corporate and emerging market bonds - Key points

* We prefer investment-grade (I1G) and US high-yield (HY) corporate bonds over government bonds. A strong US
corporate sector, the ongoing moderate recovery of the US economy and determined central bank support are likely to
further support credit segments. The partial solution to the US fiscal cliff and ongoing support from cyclical indicators
provide a positive backdrop for risk assets in H1 2013.

* S HY bonds continue to offer attractive value. The risk premium over U5 Treasuries is still appealing. We think lower
spreads are justified by the favorable default outlook and central bank action. Investor appetite for yield assets is
expected to further support US HY bonds in the coming months. While low liguidity remains a key risk for HY bonds,
current market liquidity is at a healthy level. US HY thus remains one of our preferred asset classes.

* While the potential for further spread tightening is limited for IG corporate bonds, they will likely continue to
outperform government bonds. We thus keep our overweight position, expecting modest positive returns.

* Emerging market (EM) bonds should continue to benefit from better fundamentals than those of developed markets
over the medium term. However, valuations for EM sovereign bonds (in USD) are close to fair levels. For EM corporate
bonds (in USD), there is still potential for spreads to trend lower in the quarters ahead as these bonds should benefit
from a cyclical recovery in EM. We therefore maintain our preference for EM corporate bonds over government bonds
from developed markets.

3 UBS

Preferences (six months)

short duration neutral ong duration
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Source: UBS CIO WM Global Investment Office
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US rates

Duration preference: neutral

US 10-year (20 Feb): 2.0% (last month: 1.9%)
UBS view US 10-year (six-month forecast): 2.0%
= US 10-year yields increased slightly over the month, validating our forecasts. Improving domestic economic and
sentiment data combined with temporary suspension of the debt ceiling drove yields higher. This rise was further
supported by the re-pricing of an earlier end to QE3 (FOMC minutes).
= Yields will trend sideways to slightly higher within their old ranges (1.8-2.2%) over a six-month horizon. We expect a
final compromise to be reached regarding the sequester spending cuts as well as the debt ceiling in early summer. The
Fed's open-ended QE3 stimulus will enable the domestic economy to remain on a moderate growth path with
gradually declining unemployment. This represents a clear floor with little chance of retesting the historical lows of
July (~1.4%). In addition, the reiterated willingness of the Fed to fall behind the curve in support of the domestic labor
market will increase inflation expectations over the medium term. Consequently, higher breakeven inflation
expectations could trigger a rise in longer-dated nominal yields in light of a further expansion of monetary stimulus
(QE3). This implies steeper yield curves by the end of the year.
+ At the same time, US yields should remain capped over a six month horizon due to fiscal anxiety: short-term
uncertainties in light of a possible temporary government shutdown during the debt negotiations in spring cannot be
excluded. Furthermore, domestic growth is structurally weak and the US economy is still vulnerable to spillover effects
from the Eurozone.

A Positive scenario for US economy/negative scenario for Us bonds US 10-year (six-month range): 2.3-2.6%
= |f US growth recovers with a rapidly improving labor market, then yields rise more significantly.
* The ECB buying short-dated Spanish and Italian sovereign bonds increases risk appetite, EU leaders make progress
towards increased fiscal integration. This reduces the flight to guality and represents an upside risk to our forecasts.
3 Negative scenario for US economy/positive scenario for US bonds  US 10-year (six-menth range): 1.4-1.6%
+ S government shutdown beyond our expectations weighs on the cyclical recovery and is a drag on yields.
= A re-escalation of the European debt crisis burdens yields. Risks in the ECB framework remain, given that Spain has
not yet made the necessary application to receive secondary market support from the ECB. In addition, Greek debt
sustainability could be questioned again in 2013. These uncertainties should result in peripheral spread widening.
* The labor market fails to recover, increasing the likelihood of even more MBS and Treasury purchases or alternative
measures, and yields stay low or fall further.

MNote: Scenarios refer to global ecomomic scenarios (see slide B).

What we're watching Why it matters

Fed policy The Fed's assessment of the labor market determines its stance on gquantitative easing
and is key for yields. Key dates: 8 March, Nonfarm payrells; 20 March, Fed FOMC
meeting

Inflation expectations Higher breakeven inflation expectations could trigger a rise in longer-dated nominal
yields

Seqguester spending cuts
and debt ceiling

3 UBS

The extent of the sequester spending cuts will weigh on cyclical growth indicators.

Recommendations

Tactical (six months)

Yields have the potential to increase somewhat
over the coming months. However, upcoming
fiscal tightening in the US, ongoing bond
market support from central banks and the
lingering euro crisis are likely to limit the yield
increase,

Strategic (one to two years)

Yields have significant upside potential over
the next couple of wyears given the
extraordinarily low current level of real interest
rates in particular. Thus clients with a longer
herizon should focus on bonds with short- and
medium-term maturities.

Us 10-year yields and forecasts
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Source: Bloomberg, UBS; as of 11 February 2013
Mote: Past performance is not an indication of future returns.
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European rates

Duration preference: neutral

EUR (DE) 10-year (20 Feb): 1.6% (last month: 1.5%:)
UBS view EUR (DE) 10-year (six-month forecast): 1.8%
= Bund yields trended slightly higher over the month in response to a less dovish ECB and a normalization of LIBOR
markets in response to a higher EONIA rate. Markets thus currently reflect stabilizing fundamentals as well as tentative
signs of improving financial conditions. In particular, when compared to the all-time lows witnessed in August (~1.2%),
yields are trading at decisively higher levels. This is supported by the ECB's OMT program to act as a lender of last
resort. The OMT program has thus far improved money market conditions, reduced fragmentation as well as volatility
and boosted cyclical economic indicators as highlighted by Mario Draghi. This progress was reflected in the higher-
than-expected 3¥ LTRO prepayment, which resulted in higher short-term yields in particular.
= Over a six-month horizon, we expect yields to rise slightly, returning to the old range (1.7-2%). This is due to the
decline in excess liquidity, the reduction of tail risk provided by central bank backstops, and the expected mid-term
improvement in quarterly EMU growth rates. Additionally, we continue to forecast no further rate cuts as the ECB
remains in wait-and-see mode. However, at the same time there is a cap on yields as growth is still structurally weak,
and short-term uncertainties remain (US debt ceiling and sequester spending cuts, Spain, Italy).
# In the UK, economic data should stabilize and we expect the BoE to remain on hold and 10-year yields to trade
slightly higher.
* |n Switzerland, yields increased owing to stabilizing economic data. With less pressure on the CHF, we believe Swiss
yields will continue to normalize.

A Positive scenario for German economy/negative scenario for bonds 10-year (6-month range): 1.9-2.3%
+ A moderate Eurozone economic recovery kicks in. Spain and ltaly are ahead on their austerity commitments without
needing ECB support. This reduces safe-haven inflows, driving Bund yields higher.
= Alternatively, Germany gives additional guarantees and the Eurozone moves towards a transfer union.
3 Megative scenario for German economy/positive scenario for bonds 10-year (6-month range): 1.2-1.5%
* Risks in the ECE framework remain, given the pending application of Spain for the OMT program and possible
political turmoil in italy. These uncertainties would result in peripheral spread widening. In addition, Greek debt
sustainability could be questioned again in 2013.
= U5 sequester spending cuts and a positional government shutdown beyond our expectations weigh on the cyclical
recovery and are a drag on yields.
* Further non-standard policy measures by the Fed are supportive for Bunds and speak for lower yields.

Mote: Scenarios refer to global economic scenarios (see slide 8)

What we're watching Why it matters

Political risks The US sequester spending cuts and debt ceiling in early summer, upcoming Italian
elections, Greek debt sustainability, and Spain delaying its application for assistance add
to policy uncertainty.

Central banks Key dates: Feb 27, early 2nd LTRO repayment; 7 March, ECB meeting
Economic variables Economic sentiment and credit conditions (ECE bank lending survey)
Eurozone yield spreads The level of the peripheral spreads to German bunds reflects risk aversion and thus the

safe-haven discount placed on Bunds.

Recommendations

Tactical (six months)

* |f the ECE were to intervene with massive
purchases in the peripheral bond markets,
Bund vields could rise more significantly.
Howewer, for the time being, we expect only
moderate interventions that do no meaningful
harm to Germany's credit guality.

Strategic (one to two years)

* Yields have significant upside potential over
the next couple of years. Thus investors with a
long time horizon should focus on bonds with
short and medium maturities.

Europe 10-year yields and forecasts
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Source: Bloomberg, UBS; as of 11 February 2013
Maote: Past performance is not an indication of future returns.
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Investment grade corporate bonds

Preference: overweighi

Current global spread (20 Feb): 145bps (last month: 142bps)
UBS View Spread target (six-month): 140bps

* Global |G bond spreads have by and large reached our spread target by lanuary 2013, Over the last month |G spreads
moved broadly sideways while government rates increased, causing negative total returns. 5till, |G corporate bonds
have outperformed government bonds year-to-date.

= \While the potential for further spread tightening is limited, |G bonds will likely continue to cutperform government
bonds, offering low volatility and stable income. We expect a total return of approximately 1% over the next

six months.

* |G bonds remain supported by our outlook for sluggish but positive global growth, extraordinary central bank
support measures, and ongoing investor appetite for "safe" alternatives to low-yielding government bonds.

* Mon-financial corporates: While total yields are at record lows, the pickup over government bonds and money
market rates is still attractive. Spreads are expected to remain around current levels.

* Financial corporates: We believe that determined central bank action provides a backstop for financials and supports
modest spread tightening. US banks benefit from a better economic backdrop than their European peers and are thus
in a better position. Regulatory challenges will likely keep global financial spreads above past lows.

A Positive scenario Spread target (six-month): 120bps
* Global growth accelerates more than expected. This could compress spreads closer to pre-crisis levels. However, in
this case, rising benchmark yields would likely lead to slightly negative absolute total returns over six months. Relative

to government bonds, |G corporate bonds will do well.

3 Megative scenario Spread target (six-month): 380bps
* Main risks include a sharp slowdown of the US economy. Also, risks in the Eurozone persist (e.g. Greek exit,
Spainfitaly getting cut off from private funding). still, we would be unlikely to see the spread levels reached in 2009,
given companies’ superior balance sheet positions. An additional risk to European financial issuers is a bail-in of senior
bond holders, which we think is unlikely to happen before 2018.

Note: Scenarios refer to global economic scenarios (see slide 8).

What we're watching Why it matters

Core market yields Developed market sovereign yields are only expected to increase gradually. A sudden rise
and high volatility would hurt IG credit. Key dates: 7 Mar, ECB meeting; 20 Mar, Fed
FOMC meeting

Robust corporate earnings and low leverage on corporate balance sheets should help
prevent defaults.

As financial companies continue to deleverage, net supply on the |G market is expected

to remain close to zero. A strong increase in net supply would be a technical headwind.

Corporate fundamentals

Mew issuance

3 UBS

Recommendations

Tactical (six months)

* \We keep an overweight in |G corporate bonds
over government bonds.

* |n Europe, internationally diversified
companies from non-financial sectors offer a
low but stable income stream for conservative
investors.

* Financials in the US are in a better position
than their European peers.

* We recommend bonds from the lower IG
rating segments (BBB and A) over higher-rated
issuers.

Strategic (one to two years)

* We prefer corporate over sovereign debt given
how much more robust companies are
compared to the structural weakness of public
finance in many countries.

Yield spreads over government bonds (bps)
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Source: Bloomberg, UBS; as of 18 February 2013
Nate: Past performance is not an indication of future returns.
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High yield corporate bonds

Preference: overweight

Spread USD HY (20 Feb): 492bps (last month: 493bps)
UBS View USD HY spread target (six-month): 450bps
+ We expect low default rates, a favorable demand backdrop from yield-seeking investors, and the commitment of
major central banks to provide strong monetary support, which taken together provide a strong backdrop for US high
yield corporate bonds. We thus still see potential for tighter spreads around 450bps. The recent outperformance of
eguities combined with higher rates has led to moderate cutflows from HY funds. But a "great rotation" from fixed
income assets looks unlikely at this stage.
= While total returns this year are very likely to fall short of the extraordinarily strong performance in 2012 (+16%) we
expect attractive total returns of 4-5% over the next six months.
* The default rate of US high yield issuers stood at 1.4% in January (US dollar par-weighted), far below its long-term
median of 4%. We expect only a very gradual increase in defaults through 2013. A heavy load of new issuance in
recent months means that HY companies will be faced with a lower risk of failed refinancing going forward (e.g. in
case of an unexpected economic slump).
* Thus, US HY bonds continue to offer attractive value. The risk premium over US Treasuries is still at appealing levels.
We think lower spreads are justified by the favorable default outlook and central bank action. The ocngoing slow
recovery of the US economy, healthy company balance sheets, robust earnings, and strong investor appetite for yield
assets provide a good backdrop. US HY thus remains one of our preferred asset classes.

A Positive scenario USD HY spread target (six-month): 350bps

* Even in the positive economic scenario, spreads are unlikely to tighten to pre-crisis lows of below 300bps due to
lower market liquidity for the asset class. Benchmark yields would rise in this scenario, limiting HY returns to around
7% over & months.

3 Megative scenario USD HY spread target (six-month): 850bps

= A US recession is the major risk for US HY bonds. Based on the robust state of the U5 corporate sector, we would not
expect spreads to surpass "usual” recession levels of around 1,000bps. Short-term spikes are possible due to liquidity
suddenly drying up, but we would expect a quick normalization.

Note: Scenarios refer to global economic scenarios (see slide 8).

What we're watching Why it matters

Balance sheets are backed by high cash levels and low debt ratios. Against this backdrop
the default rate will likely remain below its long-term average. Recent US company
earnings were sufficient to maintain stable leverage and coverage ratios.

For now, favorable conditions in the primary market have mainly been used for
refinancing. More aggressive issuance activities should be monitored.

Bank lending provides an important source of funding. US banks continued to relax
standards in 40 2012 according to the Fed's latest senior loan officer survey.

Credit quality/
default cycle

MNew issuance

Bank lending standards

3 UBS

Recommendations

Tactical (six months)

+ S HY corporate bonds offer an attractive
return outlook and should be overweight.

* \We prefer US over European issuers given the
high propertion of peripheral and financial
issuers in the European HY universe, the
poorer economic outloock in Europe and the
strong decline in European HY spreads over
recent months.

= Mew issuance set a new annual record in 2012
at USD 365bn and maturities in the year ahead
have been reduced meaningfully.

Strategic (one to two years)

* We expect US defaults to remain at below-
average levels for longer. Significant re-
leveraging is unlikely in the medium term.

* \We believe US high yield corporate bonds will
provide good returns both relative to other
fixed income and for absolute return-oriented
investors.

Yield spreads over US Treasuries (bps)
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Source: Bloomberg, UBS; as of 18 February 2013
Hote: Past performance is not an indication of future returns.
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Emerging market bonds

Preference: overweight

EMEBI Global/CEMEI spread (20 Feb): 277bps= | 316bps (last manth: 265bps / 309bps)
UBS View EMBI Global/CEMBI spread target (six-month): 250bps [ 270bps
= Spreads of emerging market (EM) sovereign bonds have widened slightly in recent weeks, with EM corporate bonds
moderately cutperforming EM sovereign bonds. We think that EM corporate bonds offer a more attractive
opportunity for investors than EM sovereign bonds. The gradual recovery in EM that we expect over the coming
guarters should support the performance of EM corporate bonds more than that of EM sovereign bonds, and the
shorter average duration of EM corporate bonds should offer better protection against rising US Treasury yields in the
quarters ahead. Corporate bonds tend to outperform sovereign bonds during periods of accelerating growth.
* However, absolute returns of EM bonds will be lower than in the past year, we think, as the room for spreads to
tighten further has become more limited. We expect total returns of 2% for EM sovereigns and close to 4.5% for EM
corporate bonds over the next six months.

A Positive scenario EMBI Global/CEMEI spread target (six-month): 235bps [ 230bps
= Yield stability in Eurcpe's core markets and higher-than-expected growth in the US provide a favorable backdrop for
EM fixed-income spreads. In such an environment, issuers of lower credit guality would likely fare better. Average
spreads could tighten to below 240bps in such an environment.

EMEI Global/CEMEI spread target (six-month): 555bps | 750bps

* An environment of renewed escalating risk aversion in Europe, deteriorating EM funding markets, weakening

3 Megative scenario

global growth prospects, and lower commodity prices could impact EM credit negatively. Liquidity in emerging
market bonds could dry up and spreads could spike.

Note: Scenarios refer to global economic scenarios (see slide 8).

What we're watching Why it matters

Core market yields The direction of US Treasury and German Bund yields are important for EM fixed income
spreads, especially for US dollar- and eurc-denominated bonds.

Key dates: 7 Mar, ECB interest rate decision; 20 Mar, FOMC Rate decision

The European debt crisis may lead to further periods of outflows and weaker prices,

which could offer attractive entry levels for investors.

Capital flows

Monetary policy cycles Inflationary conditions and monetary policy remains a key topic for local currency bonds.

We look for inflation data releases in key markets. Upcoming key policy rate decisions:

Russia (1 Mar), Brazil (& Mar), Poland (6 Mar), Indonesia (7 Mar), Mexico (8 Mar)

3 UBS

Recommendations

Tactical (six months)

* EM corporate bonds are particularly attractive
due to their favorable valuations, solid
fundamentals, and relatively short duration.
We advise investors to focus on investment
grade bonds in the current environment. \We
recommend taking profit on selected EM
sovereign bonds. Please refer to our EM bond
list for issuer- and bond-specific guidance.

Strategic (one to two years)

* EM bonds are attractive for longer-term
investors locking for higher yields.

* Local markets in Asia offer interesting
opportunities for longer-term investors
because of a supportive currency outlook.

EM sovereigns relatively expensive
compared to EM corporates
Spreads of EM bonds over US Treasuries, in bps
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Source: JP Morgan, UBS; as of 12 February 2013
Mote: Past performance is not an indication of future returns.
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Foreign exchange overview

Pref i th
Foreign exchange — Key points references (six months)

* The European Central Bank dampened the “euro-phoria® at its February meeting as President Draghi implicitly put a urdenweighit nautral cverweight
cap on further EUR strength, suggesting that further appreciation could affect the price level in the medium term

and thus could lead to interest rate cuts. The euro looks expensive now, given political risks in ltaly, Greece and uso
Spain. We keep an underweight. EUR
* \We expect EURUSD to trade between 1.30-1.35 in the next months. An improved growth outlook after the partial 1
solution to the US "fiscal cliff* and the fact that the US Federal Reserve is likely to continue its current QE program GBp
until year-end would support a higher EURUSD. However, the uncertainty around the upcoming US debt ceiling and PY

budget negotiations, as well as uncertainty around Italian elections, suggest that the next move is to the lower

bound around 1.30. CHF
* The CAD weakened in January, as the Bank of Canada pushed expectations of first rate hikes further out. We see this
only as a short-term drag, as it doesn't change the general view that the BoC will be the first major central bank to
start hiking rates. The CAD remains a favorite currency for the longer term. NOK
GEP has been the weakest G10 currency year-to-date, besides the yen. Market expectations for UK economic growth
are already subdued and negative data surprises should begin to fade. Also, the speculation about a change in the
Bank of England's (BoE) mandate is overdone. We thus see potential for the pound to reverse the year-to-date NZD
weakness and recommend an overweight in the GEP.

CAD

* EURCHF still trades above 1.23. We believe the EUR strength will only be temporary and don't see potential for an AuD
even higher exchange rate. A level above 1.25 is unsustainable as long as EUR 1-month deposit rates stay close to — okd
zero and the ECB shows no intention of hiking rates. A normalization of the yield differential would be needed for a
higher EURCHF. Source: UBS CIO WM Global Investment Office

Sweden and Morway stand out for their low debt-to-GDP ratios and current account surpluses. As a consegquence,
both the SEK and the NOK have appreciated on diversification inflows in recent years. The Swedish Riksbank is likely
to abstain from further rate cuts, contrary to some market expectations. Furthermore, economic data has started to
improve. We thus think the SEK remains an attractive target for currency diversification.

The yen depreciation has gone a long way; USDJPY is up to 94 from 80 (+17.5%) within about three months. But it
started topping out at the beginning of February. We don't recommend adding further JPY short positions unless the
government announces a very dovish new Bank of Japan governor. We stay neutral on the JPY.

For commodity currencies, the AUD and NZD continue to trade at the top of their well-established ranges.
Consequently investors should stay somewhat cautious. Short-term, AUDUSD may fall a bit lower given the current
weakness in the Australian domestic economy and the possibility of further policy rate cuts. Clients with a lot of AUD
exposure should start diversifying into the NZD and CAD at current levels.

Our most preferred emerging market currencies are presently the KRW, 5GD, RUB, MXN, BRL, PLM and ZAR. We also
expect the CNY to appreciate gradually against the USD. Internationally marketable instruments (such as CNH, the
offshore version of the Chinese currency traded in Hong Kong) have similar appreciation potential.

-
UBS 3
For further information please contact CIO asset class specialist Thomas Flury, | R
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(10 currencies

UBS View See table for current exchange rates and ClO forecasts

* We continue to believe that the fair range for EURUSD is 1.30-1.35. Over the medium term, a recovery in the
eurozone could lead to further upside. However, recent statements by ECE President Draghi put a cap on further EUR
upside. The immediate risks in the US might be limited, but a possible U5 rating downgrade could still lead to a short-
term spike of the USD.

* The GBP has weakened considerably year-to-date. As negative economic surprises should begin to fade and
speculation about a change in the BoE's policy had been overdone, we believe in a rebound of the pound.

* Downside pressure on the JPY has been strong recently. We expect a consolidation around USDJPY 90.

* The SMB has shown that it can defend the EURCHF floor, so 1.20 is fixed on the downside. However, despite the
recent move higher, we see any moves above 1.25 as unsustainable as long as the yield differential stays low.

A Positive scenario FX targets: EURUSD >1.35 / EURJPY 125

* A stronger-than-expected acceleration of glebal growth or further Eurcpean integration would be EURUSD-positive.
The yen should get weaker as the Bank of Japan intervenes to weaken its currency by increasing its asset purchase
prograrm.

3 Megative scenario FX targets: EURUSD <1.25 / EURJPY 100

* The European growth outlook would deteriorate again falling back into recession in 2013. The euro could rapidly fall

below 1.25. A European debt default cascade (triggered by a disorderly euro exit by Greece or political uncertainty
after [talian elections ) is a tail risk for the single currency. Risk aversion would lead to a USD and JPY rally.

Note: Scenarios refer to global economic scenarios (see slide 8).

What we're watching Why it matters

Chinese growth We expect Chinese growth to gradually pick up. In the base case, a Chinese recovery
should support the AUD in the medium term. If China's recovery disappoints, then risk-
unwinding would support the USD and the IPY ws. risk-taker currencies — especially

AUD.
Eurcpean sovereign crisis, The main focus lies on the budget review in Spain and the Italian elections, which
ECE policy could both trigger an application for ESM/ECE or at least dampen risk sentiment.
Key dates: 25 Feb, Italian elections; Mid-Feb (tkd, }Spanish budget review
US growth and Fed policy The decisions on spending cuts and the debt ceiling will shape up over coming weeks
response and it will be interesting to see how the Fed responds to any fiscal tightening.

Key dates: Late March, debt ceiling and spending cut decisions

3 UBS
For further information please contact C10 asset class specialist Thomas Flury, [ R

Recommendations

Tactical (six months)

= \We remain neutral on EURUSD as we expect
the pair to trade between 1.30 and 1.35 in the
coming months.

* GBP remains our most preferred currency,
against an underweight in EUR.

Strategic (1 to 2 years)

* We recommend that investors diversify from
large USD and EUR exposures into minor
currencies. Structural financing issues weigh
on all the major currencies.

= \We continue to have a longer-term preference
for the GBP, as it benefits from diversification
out of the EUR.

* The best diversifiers based on long-term
macroeconomic fundamentals are the CAD
and the SEK. The AUD, NOK and CHF should
only be added at better entry levels.

UBS CID FX forecasts

21-02-13 im &M 12M PPP
EURLISD  1.3192 1,30 1.32 1.34 1.30
USDIPY 93.3 B8 88 90 a
UsDCAD  1.019 0.97 0.94 0,92 0,95
ALDUSD  1.024 1,02 1.02 1.02 0,76
GBPUSD 1,522 1,65 1.68 1.70 1,68
NIDUSD  D.B339 08¢ 0.82 0.82 0,61
ISR HF 09313 0,53 0.5 0,592 1.0
EURC HF 1.2288 1.21 1.21 1.23 1.3
GEFCHE 14177 154 1.54 1.56 1.70
EURIFY 123.07 114 116 121 102
EURGHEF  (0.8664 0.79 0.79 0.79 0.7

EURSEE #4655 B.20 8.00 8.00 B.65
EURMOK 74713 7.30 7.20 1.20 B.43

Sogurce: Thomson Reuters, UBS; as of 21 February 2013
Mote: Past performance is not an indication of future returns.
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Emerging market currencies

UBS View See table for current exchange rates and CI0 forecasts
* We continue to like emerging market (EM) currencies over a medium-term horizon. We think monetary policies of
major central banks will remain loocse for longer, whereas the easing cycle in several emerging markets is over. This
should support EM currencies relative to major currencies (UsSD, EUR, and JPY). Long-term investors should therefore
diversify into EM currencies, using surplus exposure in UsD, EUR or JPY for funding.

* |n Europe, higher yielding currencies like the Polish zloty (PLN) and the Russian ruble (RUB) look attractive over the
medium term, but we remain cautious on the Hungarian forint (HUF). The Turkish lira offers an attractive carry, but
the appreciation potential is severely limited. The South African rand (ZAR) is currently fair to attractively valued, but
investors should be willing and able to tolerate periods of volatility due to political uncertainty, a cyclical economic
slowdown or shifts in global sentiment.

* |n Asia, we like the Korean won (KRW) for its relatively cheap valuation, the Singapore dollar ($GD) for the central
bank's policy of gradual currency appreciation and the Chinese renminbi (CNY) for its stability.

* |n Latin America, the Mexican peso (MXN) is still attractively valued at current levels and offers an attractive yield
pick-up over the USD. However, near-term volatility seems likely, given event risks in the U5 and Europe. In Brazil,
authorities will likely restart exchange rate market interventions if the Brazilian real trends below USDBRL 1.95. While
the BRL has an attractive carry, we think structural imbalances point towards it weakening in the longer term.

A Positive scenario = 5% outperformance of EM FX against G4 currencies over a six-month horizon
* Macroeconomic data comes in stronger than expected and Europe stabilizes further. EM exchange rates could
appreciate swiftly against major currencies (U5SD, EUR, and IPY).

3 Negative scenario > 5% depreciation of EM FX across regions against USD over a six-month horizon
* Global growth prospects suffer a prolonged deterioration and the European debt crisis intensifies. EM exchange
rates could see a significant, although likely temporary, sell-off across regions.

MNaote: Scenarios refer to global economic scenarios (see slide 8).

What we're watching Why it matters
Inflation dynamics Inflation dynamics are important for the forecasting of central bank policy rate
in EM decisions. Monetary easing typically weighs on EM currencies, while rate hikes tend to

be supportive. Upcoming key policy rate decisions: Russia (1 Mar), Brazil (6
Mar), Poland (6 Mar), Indonesia (7 Mar), Mexico (8 Mar)

European sovereign crisis Setbacks in sentiment will likely lead to bouts of EM currency depreciation, providing
attractive entry points for longer-term investors.

Growth Growth in the US, Europe and China is key for sentiment and growth prospects in EM.
Key dates: 7 Mar, ECB interest rate decision; 20 Mar, FOMC Rate decision

3% UBS
For further information please contact C10 asset class specialists Michael Bolliger, | N NN o 7ock Leng Tan, [INNNNENEGINGNGEGEGEG

Recommendations

Tactical (six months)

» Several EM currencies look attractive at current
levels and we advise investors to keep existing
holdings for further gains while increasing
exposure to our currently preferred EM
currencies (CNY, KRW, 5GD, MXN, PLN, RUB),
using the EUR as our preferred funding source.

Strategic (1 to 2 years)

* We recommend EM currencies backed by
stable fundamentals to diversify currency
exposure out of major DM currencies.

* Our long-term favorites include the Chilean
peso, Mexican peso, Czech koruna, Polish
zloty, Chinese renminbi, Korean won,
Malaysian ringgit and Singapore dollar.

UBS CIO EM FX forecasts
21.02.2013  3F-month  G-month  12-month

Americas

USDERL 1.96 205 200 1.98
USDRXN 12.7 125 12.4 12.0
Asia

USDRCHY 6.24 6.22 6.20 6.15
USDIMR 54.4 54.0 53.0 52.0
USDIDR a7 9400 o'400 9400
USDERW 1'085 1100 1'080 1050
USDAGD 1.24 1.1 1.20 1.18
EMEA

EURPLN 416 420 410 4100
EURHLF iy 300 E{] 300
EURCZK 5.4 260 255 250
USDTRY 1.79 1.78 1.80 1.83
USDIAR 2.91 9.00 8.70 8.50
USDRUE 303 305 30.5 30.5

Source: Thomson Reuters, UBS; as of 21 February 2013
Mote: Past performance is not an indication of future returns.
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Section 2.D

Asset class views

NTAC: Commodities, Listed real estate, Hedge funds and
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Commodities overview

Commodities - Key points

3 UBS

Broadly diversified commodity indices have delivered a moderate performance this year, up by less than 2.5% on
average. The underperformance of the asset class versus other risky assets is mainly driven by the weakness in
agricultural commodity prices. Since industrial activity and fixed asset investments in China should gain further
momentum after Chinese New Year, the upward trajectory of some cyclical commodity prices is set to continue.
The structural story for a higher gold price (6-month target USD 1,825/o0z) remains in place, although investment
demand shows not much willingness to chase a stronger price at present. Within the precious metals our preferred
positions relate to industrially sensitive metals like platinum, palladium and silver. Supply challenges in South
Africa and fewer Russian government stock sales are putting these metals in a sweet spot during 1H13.

The window for more pronounced setbacks in base metal prices is closing. On the back of stronger industrial
activity, more infrastructure investments and stronger credit growth after Chinese Mew Year, base metal demand
should gather strength. Moreover, the drag from Europe on metal demand is likely to moderate, while the US
adds marginally to global metal consumption. From this angle an expected price move of 10% is possible. The
strongest and maost volatile performance should be visible in zinc and nickel, while copper and aluminum should
deliver moderate but steady price increases as inventories get drawn down.

An array of supply curtailments, geopelitical concerns and improved forward looking macroeconomic data have
pushed crude oil prices to multi months highs. Despite this favorable news flow at first glance, we stick to our
negative crude oil view. A stronger non-OPEC supply side in the months ahead and adequate OPEC output, should
allow inventories to build. Demand growth in 1913 is expected to remain tepid as well. Our 6-month forecast
remains therefore unchanged at USD 110/bbl. Additional pressure on the energy sectors should come from US
natural gas prices, which have room to drop to USD 3/mmbtu with less inventory withdrawals than envisaged by
markets. Lower natural gas demand and a pick up in supply should provide the necessary downside pressure.

The poor performance of agricultural commodities is likely to continue. Although we see more prices weakness
in the grains, investors should be aware of the structurally low US inventories in corn and soybeans. Thus, our
bearish stance does come with considerable forecast risks, if harvest estimates starts the surprise negatively on the
back of unforeseen weather conditions. An opposite price development should be visible in the softs, where the
severe price weakness in 2012 should have cut into investments and allow market surpluses to fade over the next
6-9 months.

Preferences (six months)

underweight neutral ovenseight

Commodities
total

Precious
Metals

Energy

Base Metals

Agricultural

B new old

Source: UBS CIO WH Global Investment Office
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Precious metals

Preference: neutral

Gold (20 Feb): USD 1,568/0z {last month: USD 1,684/0z)
UBS View (gold) Gold six-month target: USD 1,825/0z
* The performance of gold has not met expectations - market participants and ours - in recent months. With prices
showing no sign of an uptrend, financial market interest in the yellow metal started to wane.

* The short-term market focus was on the technical picture: The uptrend from May last year met the consolidation
trend from last October. The combination of the broken May uptrend and lower-than-expected inflation data on a
global level now lead us to change our short-term view. However, this short-term adjustment is not altering our long-
term structural view on gold, merely pushing out the timing for prices to trend higher again.

* From a long-term perspective the metal's far most important competitor, *paper money,* is still at risk as monetary
policy is mingling with fiscal policy to secure growth. Expanding central bank balance sheets is not a cost-free exercise
and will take a stronger toll on money's pricing power at some stage. We expect central banks to be cautious in
tighten monetary policy conditions compared to what a prudent monetary policy approach would request. Hence, a
time window in which negative real interest rates drop further should allow the gold price to reach our 6-month target
at UsD 1,825/oz.

A Positive scenario six-month target: USD 1,950/0z
= The need for the ECB to widen its balance sheet once again in order to prevent a Eurczone breakup. On the other
hand, considerably higher US and EM inflation readings that lead to a further drop in real interest rates.

3 Negative scenario six-month target: USD 1,250/0z
= 5tronger fiscal adjustments in the US and a constant deceleration in China's economic activity causing fading price
pressure. The Fed backing off from its current monetary policy stance by providing signs of higher interest rates.

What we're watching Why it matters

Recommendations
Tactical (up to six months)

Platinum remains our most preferred precious
metal. Rising production costs in the high
single digits and a marginal production cost
base above UsSD 1,600/oz set the preconditions
that stronger economic activity in 2013 will
cause an undersupplied market. We estimate a
market deficit of 4.5% for the full year and a
price mowve inte the range of USD 1800-
1,850/0z. Since owr call has closed in on our
price target, setbacks should be used to add
new positions. Risk-seeking investors can opt
for palladium, which should be in a deficit of
almest 9% in 2013. With a 12-month forecast
at UsD 925/ocz palladium offers a higher
expected return, but with maore risks.

Strategic (1-2 years)

To protect investors’ portfolios  from
unocrthodox  monetary  policy  measures,
holding some gold exposure is a viable and
attractive strategy to hedge against excessive
fiscal spending and monetary debasement of
the USD, EUR and JPY.

Short term oriented investors have reduced
gold exposure, which could decline further

We expect gold futures positions to bottom out

at 10 mn ounces by non-commercial accounts

1

Fhysical demandisupply - Review of gold purchases by central banks. Key dates: mid-May (WGC 1Q13 report)
- An initiative (20 Mar) in Switzerland that would force the SNE to hold 20% of its
foreign reserves in gold. Impact of recent tax hike on Indian jewelry demand.

- Supply wise, structural mining issues related to South Africa remain unsolved and
should command extra attention, especially for platinum and indirectly for palladium.
- With the gold price dipping below USD 1,650/oz, scrap supply should dry up and help

to balance the market as investment demand fails to increase.

Investment flow - In order to reach our target, demand for bars/coins and ETF products need to pick up L
again. Moreover, outflows in gold futures positions by non-commercial accounts have
to reverse as well. At present, gold futures positions of non-commercial accounts stand

at around 13.7 mn ounces while gold holdings in ETF products are at 88 mn ounces.

Key dates: 19-20 Mar Fed meeting, and monthly U5 and EM inflation readings

(10
sl
May-03

Monetary policy

3 UBS

Hor-Cl [E R

Mor-07

May-0% Mo May-12
LG psilions Shaft positions

Source: Bloomberg, UBS, as of February 2013

Note: Past performance is not an indication of future returns.

36

For further information please contact C10 asset class specialists Dominic Schnider, | NN - Gic.anni Staunovo, [ NN

Please see important disclaimer and disclosures at the end of the document.

EFTA01089610

Met positions



Energy

Preference: neutral

Brent (20 Feb): USD 115/bbl (last maonth: USD 111/bbl)
UBS View (crude oil) Brent six-month target: USD 110/bbl
= Brent and WTI prices rose to their highest level since May and September 2012 respectively due to a combination of
improving macroeconomic data, rising geopolitical tensions in the Middle East/North Africa (MENA) and reduced oil
supply from OPEC-12 (-0.6 to -1.0mbp in Jan13 vs. Nov12). Furthermore, speculative net-long positioning at NYMEX
and ICE skyrocketed to record highs above 500mb. The crowded positioning holds the key for a firm price reversal,
should the current positive sentiment turn.
= US petroleum oil demand declined by 2.5% y/y to 18.6mpbd in November 2012. Preliminary data for January showed
further weakening to around 18.3mbpd. Despite improvements in US economic leading indicators, we expect US oil
demand to remain largely stable, declining moderately by 0.1mbpd vy in 1H13, and rising by 0.1mbpd y/y in 2H13.
* In China, tax changes should have incentivized higher refinery runs in 4Q12. This coupled with an ongoing inventory
build-up suggests that actual end user demand might not be as strong as production data would suggest.
= \We therefore expect global il demand of only around 0.8 mbpd y/y in 1Q13. Further, the crude oil supply picture
outside OPEC looks promising as well. In 2013 we expect crude oil production to increase by 1.1 mbpd ywy or more,
thereby reducing the need for OPEC oil supply marginally. Thus, we stick to our negative price bias in the absent of a
further escalation in the MENA region and target a price drop to USD 105/bbl for Brent in 10Q13.

A Positive scenario Brent six-month target: USD 140-185/bbl

* lranian cil exports are subject to a complete embarge, draining another 0.75-1 mbpd out of global crude oil supply.
Alternatively, a military confrontation affecting the supply of crude oil via the Strait of Hormuz would be the ultimate
supply shock and reguire crude ocil to be rationed on a large scale.

3 MNegative scenario Brent six-month target: USD 75-80/bbl
= Economic activity in the Eurozone does not stabilize and raises break up concerns, which would lead to meaningful
weaknesses in global trade and crude oil consumption. A restoration of Iranian exports and a sharp increase in US tight
oil preduction would push oil inventories up firmly and weaken Brent prices towards USD 80vbbl.

What we're watching Why it matters
Middle Eastern tensions Iran’s nuclear ambitions could escalate arter the ultimatum Trom the Us and Israel expires in
1213 with no visible changes. Further implemented US sanctions on Iran could reduce Iran's

exports in the next months. We also track the crude oil flows in MENA countries.

Supply MNon-OPEC supply should rise driven by higher U5 and Canadian il supply in 2013. Saudi
production levels are likely to stabilize at levels slightly above 9mbpd, keeping OPEC
production above the "call on OPEC” in 1H13.

Demand One-off factors have supported Chinese crude oil demand in 4012, likely to weigh on de-

mand in 1Q13. Improving economic indicators should support demand from 2013 onwards.

Qil market reports

3 UBS

Key dates: 12 Mar, EIA Short-term energy outlook; 13 Mar, IEA Oil market report

Recommendations
Tactical (six months)
= With OPEC in a good position to balance the

oil market and demand likely to pick up at the
end of 1H13 and into 2H13, price setbacks in
10132 should be used to build up some longs at
or below USD 105/Mbbl for Brent. Stronger oil
consumption than envisaged by markets in the
latter part of 2013 makes the oil market more
vulnerable to geopolitical concerns as OPEC
needs to step up crude oil production.
Strategic (3-5 years)

To satisfy emerging market demand in the
long run, long dated crude oil prices around
USD 90-95/bbl are unlikely to secure the
needed investments to keep supply growing.
This gives strategically oriented crude oil
investors the opportunity to build up some
long-term crude oil exposure owver the next
three to five years.

Financial investors are heavily positioned
Values in mn barrels
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W 5pec. Accounts: Futures

Source: Bloomberg, UBS, as of February 2013
Mote: Past performance is not an indication of future returns.
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Base metals

Preference: neutral

Current (20 Feb) (last month): Copper USD 7,960/mt (7,963); Nickel USD 17,170/mt (17,190);
Aluminum USD 2,065/mt (2,015)

UBS View Six-month target: Copper: USD 8,800/mt; Nickel: USD 20,500/mt; Aluminum: USD 2,250/mt
* Improved economic prospects have rendered some support to base metal prices in early 2013. That said, recent price
advances have largely been driven by optimism in broader markets and to a lesser degree by specific base metal
fundamentals. Lingering concerns over stronger supply growth, higher levels of inventory and rather sluggish physical
demand until now have hindered prices from taking off.
* Nevertheless, a more pronounced acceleration in industrial activity should provide the necessary base for a true
demand pickup on the metal side. And here the focus falls on China, which holds the key in providing the needed
stimulus for base metal prices to appreciate another 10% over the next 3-6 months.
* | eading indicators for China, credit activity and corporate earns data are giving promising signals for fixed asset
investments and industrial activity after Chinese New Year. While some Chinese figures might be distorted due to the
last year's Chinese New Year, an uplift in activity should be underway. Combined with a seasonal increase in EM base
metal demand and a lower demand drag from Europe, global inventories should start to come under pressure.
= Copper and aluminium, the two heavy weights when it comes to sector indices, are likely to appreciate modestly but
should see steady prices advances. Mine supply growth in copper should expand 6% yoy in 2013 and ample production
capacities in aluminum together with high physical premiums provide a firm supply backdrop. More strength is
expected from “smaller" metals like zinc and nickel where demand swings by China and supply challenges with regards
to refining activity or new mine additions hold the key to stronger price swings.

A Positive scenario Upside potential for the sector: + 20%

= China eases monetary policy aggressively, thereby allowing money growth to reach 20% yfy in 2013, Central banks
and politicians stabilize economic growth in Europe and provide a lift to US industrial activity.

A3 Megative scenario Downside potential for the sector: - 25%

* Chinese authorities act too passively by keeping GDP growth on a constant deceleration path. An escalation of the
Eurczone crisis or a military confrontation in the 5trait of Hormuz could affect global trade and metal prices severely.

What we're watching Why it matters

Demand - Hard economic data {IP and FAI) from China has yet to confirm a pick up in metal
demand, suggested by leading indicators and financing conditions in January.
- Better PMI readings from Eurcpe as well as political risk events related to the region
Supply - Export activity of copper by Chile and Peru should be tracked closely in order to gauge

the expected improvements in supply. Moreover, we like to have a close eye on treatment

charges for zing, as it will define the recovery in Chinese zinc output. And for nickel we
focus on Chinese NPl production and supply disruptions of new nickel projects.

Key dates: 1-2 Mar, Chinese [/ US leading indicators; 9 Mar, Chinese IP and FAI
data

Economic data

3 UBS

Recommendations
Tactical (six months)
= We see room for higher base metal prices over

the next 3-6 months. The return potential on a
sector level should be 10% with an expected
volatility of around 15% (UBS CMCI Industrial
Metals). The key drivers behind this call root
on stronger Chinese industrial activity and a
general pull in EM metal consumption starting
March. The pick up in demand should be
visible in lower LME warehouse inventories.

Strategic (two years)
* One of the strongest price performers over

the next two years could be zing, as mine
supply tops out due to ageing mines in
2014415, In order to compensate for mine
closures and structurally higher demand, new
zinc mine capacity will be needed. At current
price levels we are unlikely to see this
expansion in supply. Hence we see prices
trending towards USD 2,750/mt in the long
run.

A pick up in Chinese metal demand
expected

The pre conditions for a pick up in investments
200%

150%
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0%

0%
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-100%
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China all system financing 1otal yoy Immavg
China noustrial enterprise prafits yoy Imimaeg

Source: Bloomberg, UBS, as of February 2013
Mote: Past performance is not an indication of future returns.
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Agriculture

Preference: neutral

Current (20 Feb) (last month): Soybeans, USD 14.63/bu (14.14); Corn, USD 6.90/bu (7.31);
Wheat, USD 7.40/bu (7.83)
UBS View Six-month target: Soybeans, USD 12.8/bu; Corn, USD 6.2/bu; Wheat, USD 6.95/bu
= Despite two consecutive quarterly grains reports showing lower inventory levels, grains prices were not able to rise
back to levels seen during mid-2012. Beside the lack of supply disappointments as of late, the market has started to
focus more on South America's solid crop prospects for the grains in the coming months. Even prevailing weather
concerns related to Argentina's crop prospects failed motivate higher price until now.
* For corn, some demand weakness is still required to secure minimal inventories for the start of the upcoming
marketing year. Thus, there is still scope for higher corn prices towards USD 8/bu in the near term before the US
harvest kicks in. In the case of soybeans, a solid increase in South American cutput within the next 2-3 months should
ease supply concerns, push global inventories meaningfully up and weigh on prices. Additional upward pressure on
inventories and downward pressure on prices should come with a 92mn ton soybean harvest in the US. And lastly
wheat, better supply prospects outside the US (India, Europe) and a lack of demand particularly for US exports should
lead to further price downside 1H 13. That said inventories in wheat are likely to increase the least in 2013/14.
* The poor performance of softs in 2012 partially continued in January this year. We think the severe price weakness in
2012 should have cut into investment activity, which should allow market surpluses to fade over the next 6-12 months.
At the same time prices are likely to bottom out during 1H13. Our top choice is a long position in sugar.

A Positive scenario Corn six-month USD 10/bu; Soybeans six-month USD 19/bu
» Downward revisions to South America's harvest would require additional demand rationing and lead to higher
prices. Poor soil moisture in the US could potentially undermine yield prospects for the grains in the coming guarters.
3 MNegative scenario Corn six-month USD G/bu; Soybeans six-month USD 12.5/bu
* Higher-than-expected South American crop and US export slowdown. 5trong supply outlook for next year's crop due
to higher acreage and normalizing yields.

What we're watching Why it matters

UsDA WASDE report The March WASDE report will focus on South American crop and US grains demand. Since

{monthly)} there was no downward revision in Argentine wheat output; we can expect some supply
cuts in wheat and further downward revisions in corn output. Key date: 8 Mar

Recommendations

Tactical

= Investor with existing corn positions should
still hold on to their longs over the next
month. Demand rationing is still required to
limit the drag on inventories in the short run.
The expected upside potential for such a
position is limited at around 10%.

Strategic

= Our expected return outlook for the grains
stands at around -7 % over the next 12
months. With grain prices at elevated levels
from an historical standpoint, the supply side
is very likely to expand considerably in 2013/14
and pressurize prices over the next 6-12
months. Hence, we recommend no long
positions over a 12-month horizon.

Soybean will be the most relieved grain
from South America's upcoming harvest

wfy change in production = Values in mn tons

M

DII u “ N

U5 grains stock report Since the latest stock quarterly report has shown less demand rationing than expected; 115
{quarterlj,r]l demand during Dec'12-Feb’13 is |ikE|‘l-,I' to be highEF as well. Hij‘ date: 28 Mar OIWI1 201142 201213 200011 20112 Z01213E 201071 201112 2012138
Cembman Coar [LITIPS
Prospective planting Prospective planting report should provide guidance for all grains planting acreage. Corn Wisgerting Wbl
report (Annual} and soybeans acreage will be crucial to watch. Key Date: 28 Mar
Sowrce: USDA, UBS, as of February 2013
Note: Past performance is not an indication of future returns.
COT (weekly, Friday} Investors' net-long positions in grain futures remain stable at high levels.
3¢ UBS \
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Listed real estate

Preference: neutral

UBS Global Index DTR (20 Feb): 1,660 (last month: 1,619)
UBS View UBS Global Index DTR (six-month target): 1,680
* |n the current envirenment we continue to recommend a neutral stance. Listed real estate's valuation is slightly
expensive versus equities whereas it offers a favorable valuation relative to corporate bonds. Yet, we continue to see
low financing costs, low supply and a good yield pick-up relative to corporate bonds as REITs are expected to continue
to grow their dividend yield payout in 2013,
* | pose monetary policies in the developed world are keeping refinancing rates low, providing cheap financing for
REITs and supporting ongoing slight value appreciation. We see evidence of listed real estate companies refinancing
their debt at lower yields and with longer durations. The global supply is still comparatively low. Slightly improved
leasing activities should help rents to increase slightly. Global REITs offer a good yield pick-up relative to I1G corporate
credit across all major markets.
* \We maintain our preference for Asia over the UK on valuation and over Continental Europe, where market
fundamentals are still comparatively weak and rental growth is at risk despite the fact that tail risks have diminished.
The Hong Kong and Singapore governments continue to fight the overheating residential property markets by various
measures that should affect developers, while Chinese developers expect an ongoing rebound in markets.

A Positive scenario UBS Global Index DTR (six-month target): 1,760
* Ongoeing reflationary monetary policies across the world push investors towards risky assets and the expectation of an
increase in inflation favors real estate as an inflation hedge, while attracting more loss-making bond investors. Real
estate provides a good exposure to the recovery with a beta over 1.

3 Megative scenario UBS Global Index DTR (six-meonth target): 1,400
= Global growth rates disappoint investor expectations and new recession risks trigger a tightening of credit standards
that would cut real estate companies from the capital market, making listed real estate more dependent on bank

financing. Real estate underperforms global eguities. Mote: Scenarios refer to global economic scenarios (see slide &),

What we're watching
Global transaction

volumes and rental
growth in direct markets

Why it matters

Global real estate markets delivered around USD 440 billion in commercial transactions in
2012. Volumes should reach USD 500 billion in 2013, with upside in Asia and in the best
secondary US markets. Increased optimism translates into renewed growth in leasing
activities with modest prime rent increases by 2-3%. A shortage of high guality and low
levels of construction support a decreasing office vacancy rate to below 13%.
Capitalization rates and
rental yields

We do expect capitalization rates to stay supportive at low levels or to only slightly
decrease. Rental yields have already been pushed down by decreasing bond yields but
they remain favorable compared to history. A flat interest curve continues to help long-
term refinancing in a low-growth environment despite the recent upturn in rates.
Lending conditions are still challenging for developers and private investors, which is
supportive for public companies that have very good access to credit and capital.

Credit markets and
financing costs

3 UBS

Recommendations

Tactical (six months)

+* We continue to recommend to hold global
listed real estate at benchmark. Yield gaps still
speak in favor of the asset class against bonds,
whereas the asset class is slightly expensive
relative to equities. Another supportive factor
is the current low interest rate and low growth
environment along with strong earnings
stability and income visibility. We maintain an
Asian bias and are slightly underweight in UK

and continental Europe based on soft
fundamentals.

Strategic (1-2 years)

= The asset class is expected to deliver
comparatively solid return on investment.

Refinancing conditions are supportive and we
expect gradually higher payout ratios coupled
with portfolio optimizations. Balance sheets of
listed companies are increasingly healthy.
Weak economic growth and rightsizings limit
rental income growth.

Our market preference (six months)
Far listed real estate relative to global real estate*

Current most Current least
preferred preferred

e ] el Teldn e oo | D g
ong Kong Landiords  Contuinental Eurcpe
pan Frogen K
dpan RClls

=

* This is our relative preference within the global real estate
markets based on UBS Global Real Estate Index domestic total
return, which is not the overall sector wiew

Source: UBS, as of 7 February 2013

Mote: Past performance is not an indication of future returns.
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For further Information please contact €10 asset class specialist Thomas Veraguth, || TNNNNNGNGEGE

Please see impartant disclaimer and disclosures at the end of the document.
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Hedge funds

UBS view Prefer relative value and equity long/short
* HF managers attempt to capture most of the upside of risky assets while limiting drawdown. Capital protection is
crucial to the process as large losses are detrimental to the rate at which capital compounds. Some HF strategies have
shown to be less tied to stocks and bonds, offering important diversification in times of equity distress and rising
interest rates.

* The recovery of the US housing market and cyclical upswings in most regions, with China and the rest of Asia
rebounding strongly, are now underway. These trends benefit equity longfshort, notably net long. Falling intra-
stock correlations add to the positive environment for bottom-up fundamental equity long/short strategies.

* For relative value, the stable macroeconomic backdrop supports (non-treasury) spread products such as corporate
bonds, emerging markets and securitized products (e.g. residential mortgage-backed securities). Long/ short credit
managers could allocate away from duration-sensitive products over time into securities not tied to the interest rate
cycle. Market participant numbers have declined significantly following the adoption of the Volcker rule, which
forced firms to exit from propriety trading desks conducive to fixed income arbitrage strategies.

A Positive scenario Prefer equity long/short and event-driven
* Robust economies should drive up risky assets, including equities, lower intra-stock correlation and volatility, and
boost the ] covcle. These developments should help bottom-up fundamental strategies such as equity long/short
and event-driven managers the most.

3 Negative scenario Prefer trading (Global Macro + CTA)
* Short-term reversals due to central bank interventions and stimulus effects continue to plague the market - an
obstacle for trend-following managers. 5till, unmanaged European deleveraging (or the US fiscal deficit) could

threaten risky assets. Trading can do well if such a scenario unfolds.

Note: Scenarios refer to global economic scenarios (see slide 8).

What we're watching Why it matters

The ocutlock for global equities is an important HF performance driver. The economic
cycle affects strategies differently.

Global equity direction/
economic cycle

Correlation Correlation is an important performance/alpha driver for equity long/fshort, the primary

HF strategy by assets under management.

Leverage Gross and net leverage are key to monitoring risk.

Volatility The direction influences certain HF strategies (e.g. convertible arbitrage).

Liquidity Important in particular for large, less nimble HFs, as it enables them to enter and exit
their strategies.

Regulation Volcker rule, USCITS 1AV

3 UBS

Recommendations

Strategic (1-2 years)
* Recommendation: We recommend equity

leng/short and relative value strategies. We are
becoming more positive about global equities
with  intra-stock correlations  falling, an
environment conducive to equity long/short
strategies. The stable macro economic
backdrop and diminishing competition from
bank propriety traders help relative-value
arbitrageurs.

Value proposition: Hedge funds should
achieve robust performance over an extended
horizon while displaying limited volatility vis-a-
vis equities and other risky assets. Hedge funds
try to minimize downside losses in adverse
market conditions (through active risk
management), which plays a crucial role in
wealth appreciation. Similarly, hedge fund
managers attempt to capture most of the
upside of risky assets owing to a valid value
proposition.

Performance, comparison

Source: HFRI, Bloomberg, as of 31 December 2012
Mote: Past performance is not an indication of future returns.

d1

For further information please contact C1O asset class specialist Cesare Valeggia, —

Please see important disclaimer and disclosures at the end of the document.
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Private equity

Prefer small-/mid-cap buyouts in US/emerging markets;
UBS View distressed debt in Europe
» Global i} volume has continued its downward trend since 2010, down 3% on 2011, and still a heavy 41% below
the peak achieved in 2007. However, H2 2012 was up 13% vs. H1, driven by a strong fourth quarter, the highest figure
in two years, showing improved confidence for deal makers. Private equity investors are also increasingly active again,
with deal volumes in H2 2012 up 40% vs. the first half of the year. Exit activity also continues at a healthy pace, with
diversified private equity investors obtaining attractive distributions from their mature portfolios.
= \We prefer buyout strategies in North America, given reasonable valuations, liquid debt markets and our house view
of economic outperformance vs. Europe. Emerging markets offer compelling opportunities for PE investors, especially
outside the main hubs (China, Brazil), which have become expensive. Direct lending to companies is also attractive in
Europe, where debt markets are less liquid and still dominated by banks.

A Positive scenario Prefer small-imid-cap buyout and secondaries

= An abating Eurozone debt crisis and improved business confidence would increase deal flow and exit opportunities
for private equity managers, but would also increase entry prices. In such a positive scenario, we would perceive
commitment strategies to secondary funds as attractive for building exposure to an invested private equity portfolio.
3 Megative scenario Prefer distressed debt
= A renewed escalation of the debt crisis would significantly impact deal activity, the availability of debt and company
owners' willingness to sell. At the same time, it would offer even more attractive opportunities within distressed
strategies and lower entry prices for long-term private equity investors.

MNate: Scenarios refer to global ecomomic scenarios (see slide B).

What we're watching
Credit markets

Why it matters

In 2012, leveraged loan issuance, an important ingredient of PE activity, grew 34% wy
in the US, but fell by more than 34% in Europe. The US debt market is much deeper
tham Europe's, raising over EUR 360bn of leveraged debt while Europe raised only EUR
29bn with more restrictive debt structures.

Exit activity Exit activity is an important indicator of the health of the PE market and a key return
driver for investors. Despite the difficult macro environment, 40 2012 distributions

from portfolio sales (USD 73bn) have held up, and grew =65% yoy.

Prices for LBOs Average purchase prices for new buyouts in the US are at 8.3x EBITDA (full-year 2012
figures), in line with the 10-year average (8.2x); Europe is more expensive (9.3x), 5%

above 2011 and 10% above the 10-year average (8.5x).

3 UBS

Recommendations

Strategic (1-2 years)

* The current economic environment that
includes  global deleveraging, banking
disintermediation in Europe and emerging
market growth offers attractive opportunities
for illiquid private equity strategies.

Private equity preferences

* Global private equity secondaries to
capitalize on regulation-driven sales by banks
and insurance companies at attractive
discounts of 15-20% to net asset value.

* Direct lending to companies in Europe,
where debt markets are less liquid than in the
Us and still dominated by banks, which are
reducing lending.

+* Growth and buyout capital in emerging
markets, to access superior growth and
attractive consumer dynamics.

= Within real assets, we like opportunistic
strategies in US real estate and lending
strategies within European commercial real
estate, which are attractive as banks shrink
their loan portfolios.

Investment preferences (new PE commitment
strategies)

Current most preferred Current least
strategies prefared strategies

Secondaries (global)

Large-cap buyout {Europs)

Direct |EI'II:|iI'Ig I:EI_.[DPE] Venture capi'tal [Eunjpef-

Small-cap buyout (Latin
America, South-East Asia)

For further information please contact {0 asset class specialist Stefan Bragger, [ N T

Flease see important disclaimer and dedosures at the end of the document.
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Mote: We emphasize the equal importance of fund manager selection and the commitment strategy. Flease note that private eguity is an illiquid asset class and must be held at least until the end of the fund {10+ years.
Please note that UBS might not hawe a product available which reflects our UBS (00 private equity recommendations. Private equity is only suitable for gualified investors (= USD Sm investable assets).
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Contact list

UBS WM Global Chief Investment Officer
Alexander Friedman

UBS WM Head of Investment
Mark Haefele

UBS €10 WM Investment Office

Asset Allocation Advisory Asset Allocation Discretionary Themes / UHNW Alternative Investments Research Co-Head
Mark Andersen Mads Pedersen Simon Smiles Andrew Lee Loris Centola

Research Co-Head
Philippe G. Maller

UBS €10 WM Regional Chief Investment Officers

Europe Switzerland Asia-Pacific Asia-Pacific (South) Emerging Markets
Andreas Hofert Daniel Kalt Yonghao Pu Eelvin Tay Jorge Mariscal

3 UBS

43

EFTA01089617



Disclaimer

UBs CI0 W Research is published by Wealth Management & Swiss Bank and Wealth Management Americas, Business Divisions of UBS AG {UBS) or an affiliate thereof. In certain countries UBS AG is referred to as UBS SA. This publication is
for your information only and is not intended as an offer, or a solictation of an offer, to buy or sall any investment or other spacfic product. The anahyss contained herein is based on numerous assumptions. Different assumptions could result
in matarially different results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis andfor may not ba eligible for sale to all investors. All information and opinions exprassad in
this document were obtained from sources believed to be reliable and in good faith, but no representation or warranty, express or impled, is made as to its accuracy or completeness (other than disclosures relating to UBS and its affiliates).
All information and opinicns & well as any prices indicated are current as of the date of this report, and are subjact to change without notice. Opinions expressed herein may differ or be contrary to those expressed by other business areas or
divisions of UBS as a result of using different assumptions andior criteria. At any time UBS AG and other companies in the UBS group {or employees thereof) may have a long or short position, or deal as principal or agent, in relavant securities
or provide advisory or other services to the issuer of relevant securities or to a company connected with an issuer. Some investments may not be readily realizable since the market in the securities is liquid and therefore valuing the investment
and identifying the risk to which you are exposed may be difficult to quantify. UBS relies on information barmers to controd the flow of information contained in one or more areas within UBS, into other areas, units, divisions or affiliates of
UBA. Futures and options trading is considered risky. Fast performance of an investment is no guarantze for its future performance. Some investments may be subject to sudden and large falls in walue and on realization you may receive back
less than you invested or may be required to pay more. Changes in FX rates may have an adverse effect on the price, value or income of an investment. We are of necessity unable o take into account the particular inwestment objectives,
financial situation and needs of our individual dients and we would recornmend that you take financial andfor tax advice as to the implications (including tas) of investing in any of the products mentioned herein. This docurment may not be
reproduced or copies drculated without prior authority of UBS or a subsidiary of UBS. UBS exprassly prohibits the distribution and transfer of this document to third partees for any reason. UBS will not be liable for any claims or lawsuits from
any third parties arising from the use or distribution of this document. This report is for distribution only under such circumstances as may be permitted by applicable law. In developing the Chief Investment Office economic forecasts, CIO
economists worked in collaboration with ecanomists employed by UBS Investrnent Research. Forecasts and estimates are current only as of the date of this publication and may change without notice.

External Asset Managers / External Financial Consultants: In case this research or publication is provided 1o an External Asset Manager or an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External
Aszat Manager or the External Financial Consuftant and is made available to their clients andéor third parties. Australia: 1) Clients of UBS Wealth Management Australia Ltd: This notice is dstributed to dients of UBS Wealth Management
Australia Ltd ABW 50 005 311 937 {Holder of Australian Finandial Services Licence Noo 231127), Chiflay Tower, 2 Chifley Square, Sydney, New South Wales, NSW 2000, by UBS Wealth Management Australia Ltd.: This Document contains
general information andfor general advice only and does not corstitute personal finandal product advice. As such the content of the Document was prepared without taking into account the objectives, financial situation or needs of any
speafic recpeent. Prior to making any investment decision, a recipient should obtain personal financial product advice from an independent adviser and consider any relevant offer documents {induding any product disdosure staterment)
where the acquisition of financial products is being considered. 2) Clients of UBS AG: This notice is issued by UBS AG ABN 47 08B 129 613 (Holder of Australian Financial Services Licence Mo 231087 This Document i issued and distributed
by UBS AG. This is the case despite anything to the contrary in the Document. The Document is intended for wse only by *Wholesale Clients” as defined in section 761G (“Wholesale Clients”) of the Corporations Act 2001 {Cth)
["Corporations Act"). In no arcumstances may the Document be made available by UBS AG to a "Retad Client” as defined in section 761G of the Corporations Act. UBS AG's research services are only available to Wholesale Chents. The
Document s general information only and does mot take into account any person’s investment obgectives, financial and tasation situation or partcular needs. Austria: This publication is not intended to constitute a public offer or a
comparable soliataton under Austrian law and will only be used under ciroumstances which will not be equivalent to a public offering of securities in Austria. The document may only be used by the diract recipient of this information and
may under no circumstances be passed on to any other investor. Bahamas: This publication is distributed to private dients of UBS (Bahamas) Ltd and is not intended for distribution to persons designated as a Bahamian citizen or resident
under the Bahamas Exchange Control Requlations. Bahrain: UBS AG is a Swiss bank not licensed, supervised or regulated in Bahrain by the Central Bank of Bahrain and does not undertake banking or investment business activities in Bahrain.
Theratare, Clients have no protection under local banking and investment services laws and regulations. Belgium: This publication is not intended to constitute a public offering or a comparable solicitation under Belgian law, but might be
made available for information purposes to clients of UBS Belgium WW/SA, a regulated bank under the * Commission Bancaire, Financiére et des Assurances®, to which this publication has not been submitted for approval. Canada: In Canada,
this publication is dstributed to clients of UBS Wealth Management Canada by UBS Investment bManagement Canada inc.. Dubai: Research is issued by UBS AG Dubai Branch within the DIFC, is intended for professional clients only and is not
for onwward distribution within the United Arab Ernirates. France: This publication is distributed by UBS (France) 5.4, French *société anonyme® with share cagital of € 125.726.944, 69, boulevard Haussmann F-75008 Paris, RIC.5. Pars B 421
255 670, to its dients and prospects. UBS {France) 5.4, is a provider of investment services duly authonzed according to the terms of the “Code Monétaire et Financier®, regulated by French banking and financial authorities as the *Bangue
de France® and the ®Autorité des Marchés Financiers”. Germany: The ssuer under German Law s UBS Deutschland AG, Bockenheimer Landstrasse 2-4, 60306 Frankfurt am Main. UBS Deutschland AG s authorized and regulated by the
° Bundesanstalt flr Finanzdienstleistungsaufsicht”®. Hong Kong: This publication i distributed to clients of UBS AG Hong Kong Branch by UBS AG Hong Kong Branch, a licensed bank under the Hong Kong Banking Ordinance and a registered
institution under the Securities and Futures Ordinance. India: Distributed by UBS Securities India Private Ltd. 2F, 2 Morth Awvenue, Maker Mawity, Bandra Kurla Complex, Bandra (East}, bMumbai {India) 400051, Phone: +912261556000. SEBI
Registration Mumbers: NSE (Capital Market Segment)c INB230951431, MNSE (FA&O Segment) INF230951431, BSE (Capital Market Segment] INBO10951437. Indonesia: This research or publication is not intended and not prepared for purposes
of public offering of securities under the Indonesian Capital Market Law and its implementing regulations. Securities mentioned in this material have not been, and will not be, regstered under the Indonesian Capital Market Law and
Regulations. ltaly: This publication is distributed to the dients of UBS {Italia) 5.p.A., via del vecchio politecnico 3, Milano, an talian bank duly authorized by Bank of Italy to the provision of finandal services and supenised by *Consob® and
Bank of Italy. UBS iakia has not participated in the production of the publication and of the research on investments and financial analysis herein contained. Jersey: UBS AG, lersey Branch, is regulated and authorized by the lersey Financial
Services Commission for the conduct of banking, funds and investment business. Luxembourg: This publication is not intended to constitute a public offer under Luxembourg law, but might be made available for information purposes to
clients of UBS {Luxembourg) 5.A., a regulated bank under the supervision of the * Commission de Surveillance du Secteur Financier® (C55F), to which this publication has not been submitted for approval. Mexico: This document has been
distributed by UBS Asesores México, 5.4 de €.V, a company which is not subject to supervision by the Mational Banking and Securities Commission of Mexioo and is not part of UBS Grupo Financiero, 5.4, de C.V. or of any other hamcan
financial group and whaose obligations are not guaranteed by any third party. UBS Asesores México, 5.4, de C.V. does not guarantee any yield whatsoever. Singapore: Please contact UBS AG Singapore branch, an exempt financial adviser
under the Singapore Financial Adwvisers 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 ansing from, or in connection with,
the analysis or report. Spain: This publication is distributed to clients of UBS Bank, 5.A. by UBS Bank, 5.4, a bank registered with the Bank of Spain. LMAE: This research report s not intended to constitute an offer, sake or delivery of shares or
other securities under the laws of the United Arab Emirates (WAE). The contents of this report have not been and will not be approved by any authority in the United Arab Emirates including the UAE Central Bank or Dubai Financial Authaorities,
the Emirates Securities and Commoedities Autharity, the Dubai Financial Market, the Abu Dhabi Securities market or any other UAE exchange. UK: Approved by UBS AG, authorized and regulated in the UK by the Financial Services Authority.
A member of the London Stock Exchange. This publication is distributed to private dients of UBS Londan in the UK. Where products ar services are provided from autside the UK, they will not be covered by the UK regulatony regime or the
Financial Services Compensation Scherme. WSA: This document is not intended for distribution into the US and / or to US persons. UBS Securities LLC is a subsidiary of UBS AG and an affilate of UBS Financial Services Inc., UBS Financial
Sarvices Inc. s a subsidiary of UBS AG.

Version 152013,
£ UBS 2013, The key symbaol and UBS are amaong the registered and unregistered trademarks of UBS. All rights reserved.
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