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A weaker pulse (again)

B Softer leading indicators

This month’s Global Economic Scorecard provides further evidence that the pulse .
. . . Economist
of the world economy is fading. Many of our aggregate activity measures lost
. Lo . . . , andrew.cates@ubs.com
ground on a further retreat in leading indicators, including purchasing managers +44-20-7568 6892
surveys of manufacturing and services.
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B Still high USrecession probability Economist
Our regiona and global indicators are now at levels that have previousy been lary.hathevay @ubs.corn

identified with ‘growth recessions' (a protracted period of below-trend growth). “_‘4'20'7568 4053
And in some cases, most notably in the US, various indicators are at levels Sophie Constable
previously associated with recessions. The latest reading from our US recession _ Associate Analyst
probability model, for example, is 78%, some 15% higher than last month. 5°ph'e-°°:‘zzaf2"(‘;7@5%f;5-3°fof‘;

B Higher oddsof a global recession

The recent weakness of global equity markets, the widening of US credit spreads
and the latest decline in global government bond yields suggests that investors are
paring back expectations for global growth and profitability. Our model suggests
that investors are collectively discounting a 30% probability of a global recession,
up nearly 25% from last month.

B Downsiderisksto consensusforecasts

On our estimates, global GDP growth will track in a range of 3.0-3.5% over the
next two years, below our estimate of trend growth of 3.8%, and a far cry from the
above-trend readings achieved from 2003-2007. Y et we see considerable risk that
global growth will fall short of even this more subdued range in 2009. Consensus
forecasts for 2009 appear at risk of disappointment.
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Global Growth Dial
2008 H2 k 2008 H1

Recession Overheating

Our core macro views: Three themes

— No de-coupling, no rebalancing. Global growth is unlikely to escape the
downdraft from US recession. We believe weaker US consumption will
compress import demand and hence world trade. A higher cost of capital,
credit restraint, and soaring energy and food prices will also slow global
growth below trend in 2008-2009. Expansionary US monetary and fiscal
policy will replace US household dis-saving as the primary drivers of
structural imbalances in the world economy.

— Erosion of US dollar hegemony. The US dollar’s role as mainstay of
global monetary arrangements we expect to fade as high-inflation
emerging economies gravitate to aternative nomina anchors. Many
emerging currencies, particularly in Asia, are likely to appreciate at a
faster rate. But high inflation in the emerging complex will aso test
investor confidence in ways not seen in more than a decade.

— End of a golden era. The world economy is exiting an unprecedented
half-decade of strong growth and robust profitability. We expect equity
and corporate credit returns to be more modest and (eventually) will be
driven more by falling risk premiums than by earnings growth. Distressed
debt and undervalued assets are likely to become a key locus of returns.

Key indicators/events to watch
— Global inflation data: Heightened inflation concerns have moved CPI
releases into sharp focus. Key releases in the month ahead include June's
US CPI (16 July) and Eurozone CPI data (16 July). China's June CPI data
(18 July) aso bears watching.

— Confidence indicators. Business and consumer confidence indices will
remain crucia for global macroeconomic outcomesin the period ahead.

— US labour market data: The US labour market is expected to remain
pivotal in determining how US consumers cope with the balance sheet
and income stress posed by weaker house prices and soaring energy costs.
The next US non-farm payroll report will be an important data point (1
August).
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Overview

This month’s Global Economic Scorecard provides further evidence that the
pulse of the world economy is fading. Many of our activity scores lost ground.
The greatest loss of momentum was recorded for Japan, a function of
widespread softening across various high-profile indicators. Our score for global
growth aso lost ground this month on a further retreat in several global leading
indicators, including purchasing managers surveys of manufacturing and
Sservices.

On the positive side of the ledger, our scores for global consumption eked out a
modest gain this month. This can mostly be traced to the impact on US personal
disposable income of the income tax rebates. Insofar as the boost from these
rebates is temporary, however, our score for global consumption should drop
back again in the months ahead.

Change in scores from June
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Our favourite leading indicator of global activity continues to signal downside
growth risks. The globa purchasing managers index of manufacturing dipped

below 50 in June, signalling that global manufacturing output is now contracting.

Significantly, the ratio of new orders to inventory dipped again, pointing to more
downside for global manufacturing activity in the months ahead (see chart
below).

Pulse of world economy still fading

US tax rebates have boosted the global
consumption score, but this should be
temporary

Leading indicators point to downside
risks
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Evidence of excess inventory in global manufacturing is more acute
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Many of our regional and global indicators are now at levels previously The Iat_eSt reading_ fmm our US
associated with ‘growth recessions (i.e, periods of protracted below-trend ~ fecession probability model, for
growth). And in some cases, most notably in the US, many high-frequency ~ €X@mple, is 78%, some 15% higher than
indicators are at levels consistent with recession. The latest reading from our US last month

recession probability model, for example, is 78%, some 15% higher than last

month. The elevated reading reflects declining US employment growth, falling

house prices, and depressed housing starts (three of the key factors in the mode!).

The latest reading from our US recession probability model is 78%
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Source: UBS. The model is a function of four factors: US housing starts, house prices, employment growth and
durable goods orders.

Importantly, the trough of a Fed rate cutting cycle has never occurred while our We still forecast 50bps of Fed easing by
US recession probability model signalled increasing odds of recession (see chart year-end

below). Rather, the Fed has typically continued easing monetary policy during

recessions. Moreover, it has not typically tightened monetary policy until long

after an economic upturn has been identified. Notwithstanding the tax rebate-

related boost to US consumption growth now unfolding, our US team expects a

US recession to remain in place through the end of this year, consistent with the

reading from our recession probability model. That, in turn, accords with our
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view that the Fed will deliver 50bps of additional easing in Q4, in stark contrast

to the tightening now discounted in the US forward curve.

The trough of Fed rate cutting cycles has occurred after our recession probability
model has turned decisively lower (a recession has formally ended)

1.20 1

1.00 1

0.80

0.60 1

0.40 4

0.20 ﬁ

0.00 < LT’ ' ' ' ' ' ' ' ._Al‘L ' |L -~ ' ' '
o (92} [{=} (o] N Yo} [ee] - < N~ o ™ [{=] (o] N Yo} [ee]
© © © O N N K ® © D P P P P Q@ I
c c c c c C c c c c c c c c c c c
[+ [+ [+ (55} (55} (55} (55} (55} [+ [+ [+ [+ (55} (55} (55} (55} [+
— — — - - - - - — — — — - - — — —

Fitted Probability Trough of Fed rate cutting cycle

Source: UBS

On our calculations recent market pricing suggests investors have been revising
down expectations for world economic growth. The weakness of global equity
markets, the widening of US credit spreads, and the retreat in global government
bond yields suggests that investors have pared back expectations for global
growth and profitability. Specifically, our model suggests that global asset prices

now discount a 30% probability of a global recession, some 20-25% higher than
last month (see chart below).

Estimated global recession probability from asset prices
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Source: UBS. Based on probit-based regression analysis relating a global recession outcome (a period when the
Global PMI index of manufacturing is below 45) to financial asset prices. These include the 12- month change in BAA

US credit spreads, the annual change in the global MSCI index of equity prices, the annual change in a composite
metal price index and the shape of the US yield curve.

Our model suggests that markets are
discounting a 30% probability on a

global recession outcome in the period
ahead
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As we have documented in our recent research, we are also extremely concerned  Risks to consumption from downside in
about the prospects for the world economy.® This is largely due to the  housing
deteriorating outlook for household consumption, particularly in developed
economies. On our calculations global consumer spending volume has done

most of the heavy lifting for the world economy over the past few years (see

first two charts below). In developed economies consumption received
considerable support this decade from the balance sheet side of household

finances. The story is well known. Rising real house prices allowed households

easy access to mortgage debt, driving down saving ratios, which in turn stoked

consumer confidence and stronger household spending growth. Exuberance in

the forma and ‘shadow’ banking sectors—via securitisation of financial
products—facilitated access to mortgage credit over this period, underpinning

consumer leveraging trends.

As has become al too clear since last summer, this situation has begun to play
out in reverse, most notably in the US and the UK. Tighter lending standards,
combined with falling real house prices, are now likely to produce a prolonged
period of household de-leveraging that, in turn, should drag developed
economies household consumption growth onto a much weaker trgjectory over
the remainder of this decade, if not longer.

Global growth driven by above-trend growth in consumption Global consumption volume is well above trend
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1 See ‘Three Themes #3: End of a Golden Era’ Global Economic Perspectives, 20 June 2008,
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Real house prices gains, 2002-2007

Over-valued housing markets
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Source: UBS calculations/National sources. European data is an un-weighted

average of indices for the UK, France, Spain, the Netherlands, Ireland, Italy, and
Finland (and Germany after 1991).

Those economies which appear most at risk to household de-leveraging are
those that have experienced the most exuberance in their housing markets and
consumption behaviour. Well-known candidates include the US, the UK, Spain
and Ireland. We would add to the list France, many of the Nordic economies,
Canada, Australia and Italy given the correlation between gains in real house
prices and consumer spending growth in these countries over the past half
decade (see chart below).

Real house prices and consumer spending have been tightly correlated
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Another challenge for the world economy is inflation, which is now particularly
acute in emerging economies where the high weight of food and fud in
consumer baskets has amplified the inflationary impact of soaring commodity
prices. High inflation poses two problems for growth. First, it compresses real
household incomes and profits. Second, rising inflation is likely to engender
tighter monetary policiesin many emerging economies this year and particularly
in those countries where capacity bottlenecks and tight labour markets are
threatening to unleash more demand-led (as opposed to just cost-push) price
pressures (e.g., in Russia, Brazil or India).

A tight correlation between house
prices and consumption over the past 5
years

Inflation challenges for the developing
economy bloc
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As a result, domestic demand-led growth in much of the developing world is
now at greater risk and unlikely to offset the consumption-led downturn that we
envisage in much of the developed world. Indeed, slower real income gains
seem likely to render an autonomous consumption-led downturn in much of the
developing world that could exacerbate the downside risks to globa growth
from elsewhere.

Developing economy real household income growth
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The bottom lineis that global growth appears destined to slow over the next year
and thereafter could remain sluggish. On our estimates, global GDP growth will
probably lie in arange of 3.0-3.5% over the next two years, below our estimate
of trend global GDP growth of 3.8%. We see considerable risk, moreover, that
globa growth next year will fall short of even this more subdued range for the
reasons we have outlined above. Current consensus forecasts for 2008 and 2009
certainly seem at risk to disappointment (see charts below).

Domestic demand growth at risk in
developing world

Consensus forecasts for global growth
look too high

UBS and Consensus GDP growth forecasts for 2008: UBS and Consensus GDP growth forecasts for 2009
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Global growth

Economic activity

Latest ~3-month Av. Trend Std. Dev. Score Most of our global activity indicators
Global PMI manuf. index 495 500 52.4 19 19  arehovering close to levels that have
previously been associated with
Global PMI services index 494 50.9 56.2 2.6 1.0 .
recession
G3 cap. goods orders %yly 1.9 3.0 7.8 7.8 2.0
China physical activity ind. 114 113 12.7 35 3.0
Global Consumer Conf ind. -1.7 -14 0.0 0.8 1.0
Weaker growth Neutral Stronger growth
< Score >
1 2 3 4 5
Average
Forecast™

Financial conditions*

Indicators Latest 3-month Av. Trend Std. Dev. Score US financial conditions have tightened
UBS US fin. conditions ind. -1.3 0.6 0.0 0.3 1.0
UBS EU fin. conditions ind. 0.6 0.7 0.0 04 5.0
UBS JPY fin. cond. ind. 0.7 0.6 0.0 0.6 5.0
* An index of credit market spreads, equity prices and bank lending growth 28 M Total score
35
Weaker growth Neutral Stronger growth gg
< Score > 2.0
15
1 2 3 4 5 1.0
0.5
Average 0.0
Forecast™ $85555558333
53 8583853588883
nz-2=s"nnzmn=s"
Monetary and risk conditions
Indicators Latest 3-month Av. Trend Std. Dev. Score
G7 M1 growth (%yly) 19 25 54 29 10 Monetary and market risk indicators are
G7 M3 growth(%yly) 75 75 55 10 50 mostly conS|st.ent with v.veaker levels of
global growth in the period ahead
EMBI spread (bps) 297.8 2713 2414 46.2 2.0
UBS risk indicator* -1.0 0.4 0.0 0.0 1.0

* The Risk Indicator is an equally weighted normalised composite of 3 components: Equity Market
Positioning, Equity Option Vol and Credit & FX Conditions

Weaker growth Neutral Stronger growth
< Score >
1 2 3 4 5 Overall score: 2.3
Average
Forecast™

** Expected average score in 12 months time.

* The overall score represents a simple average of the scores for each indicator

Source: UBS Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a ‘2" or ‘4, and a ‘3’ otherwise.
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Global growth score versus global GDP growth
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Our score for global growth weakened
again this month and points to a sub-
trend phase of global activity

Our favourite leading indicators—the
PMI surveys of manufacturing and

services—have weakened over the past
few months

Consumer confidence gauges have

weakened significantly in recent
months
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Global production and trade

Production
Indicators Latest 3-month Av. Trend Std. Dev. Score
Global Industrial Prod., %yly 4.2 43 4.0 0.8 3.0
Global PMI manuf. index 495 50.0 52.4 19 1.0
G3 manuf. new orders, %yly -1.6 0.3 5.7 6.7 2.0
G7 leading ind., 6 mo. %chg -3.1 -3.1 17 3.0 1.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Inventory*
Indicators Latest  3-month Av. Trend Std. Dev. Score
Global inventory/orders in. 1.1 0.1 -6.7 2.8 1.0
Asia inventory/ship. index 95.4 95.6 90.0 7.1 2.0
Stocks/G7 GDP %yly 0.3 0.2 0.0 0.3 4.0
US inventory to sales ratio 13 13 13 0.1 4.0
EU finished stocks balance 9.7 8.7 9.0 36 3.0

* Higher inventory balances are negative for the growth outlook and are thus assigned lower relative

scores.

Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
World trade
Indicators Latest  3-month Av. Trend Std. Dev. Score
World trade imports %yly 6.2 6.2 7.5 81 3.0
World trade exports %yly 7.6 75 75 3.9 3.0
Global PMI exp. orders ind. 52.0 51.9 524 3.3 3.0
US ISM export orders index 58.5 58.5 533 2.4 5.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5

Average
Forecast

Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a 2 or ‘4’, and a ‘3’ otherwise.

Manufacturing production indicators

have been slowing

Evidence of excess inventory at the
global level has become much more

pronounced
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World trade indicators have started

decelerating

Overall score: 2.7
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Global industrial production growth

The data flow for industrial activity
i5 ] appears consistent with a slowdown in
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US ISM export orders But still strong US export orders
65 -
60
55
50
45 4
40 L) L) L) L) L) L) L) L) L) L) L) L) L)
Yol © r~ (=) D o - N o oy Yol © ~ (=)
2 2 =2 e 9 © & g & 9 9 9 g 39
oy o o o o o c o o o oy o c o
[5+] [5+] © © [5+] [5+] © © © © [5+] [5+] © ©
tar) tar) k) k) b tar) - - - - b b k) -

=== JS ISM export orders index

Source: UBS, Haver

UBs 13



Global Economic Scorecard 9 July 2008

Global
Indicators Latest  3-month Av. Trend Std. Dev. Score Continuing high commodity prices still
Oil prices ($/bbl) 1414 1263 919 234 5.0 f’°se_b'g upside risks to headline
inflation outcomes
CRB index 545.9 544.3 462.8 78.6 5.0
Global output gap, % GDP -0.6 -0.6 -1.1 0.6 4.0
G7 unit wage costs, %yly 1.7 17 1.9 0.8 3.0
Lower inflation Neutral Higher inflation
< Score >
1 2 3 4 5
Average
Forecast
National
Indicators Latest 3-month Av. Target/Trend Std. Dev. Score Inflation in parts of Asia and Europe is
US core CPI, %yly 23 23 23 0.4 30 uncomfortably high
China CPI, %yly 7.8 8.2 3.0 2.2 5.0
EU core CPI, %yly 1.7 1.8 1.4 0.2 5.0
Japan core CPI, %yly 15 1.2 0.5 0.4 5.0
. . . 50
US inflation lead. ind. %yly 3.2 3.2 3.0 15 3.0 B Total score
4.0
3.0
Lower inflation Neutral Higher inflation
Score 20
3 1.0
Average 0.0
Forecast 8855555588883
S 2 88528388873
nzZz-o=s"n=zm,=="
Inflation expectations
Indicators Latest  3-month Av. Trend Std. Dev. Score Market-based measures of inflation
US Michigan 5-10yr exp. o 33 20 o 50 expectatlon.s also remam. high largely
due to soaring energy prices
EU inflat. expectations ind. 30.6 28.7 17.7 7.7 5.0
US inflation breakeven 5 yr 24 25 22 0.3 4.0
EU inflation breakeven 10 yr 2.7 2.6 2.2 0.1 5.0
Lower inflation Neutral Higher inflation
Score
L 2 3 4 5 Overall score: 4.4
Average
Forecast
Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a ‘2" or ‘4, and a ‘3’ otherwise.
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UBS inflation score versus G7 CPI inflation

Our score for global inflation remained
stable this month
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== Total score for inflation G7 CPI %yly

Oil prices Oil prices remain a chief source of
(headline) inflation risk
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Japan core CPI Even Japan’s core CPI has risen
sharply in recent months
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== Japan core CPI

Source: UBS/OEF/Haver/Bloomberg
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Profits

Profit share, % of GDP

Indicator Figure Average Trend Dev. Score
US corporate profits 11.0 11.1 9.7 13 5.0
Japan corporate profits 9.5 10.1 7.8 2.2 4.0
EU operating surplus 405 404 395 0.5 5.0
Weaker profits Neutral Stronger profits
< Score >
1 2 3 4 5
Average
Forecast
Growth and productivity
Indicator Figure Average Trend Dev. Score
G7 nominal GDP %yly 3.8 39 3.8 1.0 3.0
G7 productivity, %yly 18 17 15 05 3.0
US productivity, %yly 34 32 25 1.0 4.0
EU productivity, %yly 0.9 0.9 1.0 0.6 3.0
Japan productivity, %yly 12 12 1.8 13 3.0
Weaker profits Neutral Stronger profits
< Score >
1 2 3 4 5
Average
Forecast
Costs, capacity and policy*
Indicator Figure Average Trend Dev. Score
G7 unit wage costs, %yly 17 17 1.9 0.8 3.0
G7 non-unit wage costs %yly 13 1.8 4.3 33 4.0
Global labour capacity, % 0.1 0.1 0.4 0.3 1.0
G7 Policy stance 0.3 0.3 0.1 0.7 3.0
G7 PPI, %yly 6.0 538 13 19 5.0
US capacity utilisation, % 794 79.8 814 31 2.0

*Scoring system adjusted to reflect the impact on profitability, i.e. lower unit costs imply higher

profitability

Average

Forecast

Weaker profits Neutral Stronger profits
< Score >
1 2 3 4 5

Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a 2 or ‘4’, and a ‘3’ otherwise.

Profit shares of GDP have edged off
their highs

Productivity growth in the US and
Japan have picked up slightly

3.6
M Total score

3.4

3.2

3.0

2.8

2.6
O O I~ P~ D~ P~ DN~ I~ 0O W 0O ©
SR8 QQ
o > S 5 225 QL2 S 5 >5
F28S=285828S=2<-5

We believe capacity pressures in global
labour markets pose the greatest threat
to the outlook for corporate profitability.
These pressures should fade, however,
as global growth decelerates

Overall score: 3.4
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G7 corporate profits and nominal GDP
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Source: UBS, OEF, Haver

G7 corporate profits are slowing in tune
with nominal GDP growth

US productivity growth has picked up

G7 unit wage cost inflation has been
slowing partly thanks to stronger US
productivity growth along with subdued
wage pressures
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Us

Domestic activity

Indicators Latest  3-month Av. Trend Std. Dev. Score Most of our US activity indicators are
still close to if not already at levels that

ISM Manufacturing index 50.2 495 53.0 3.6 2.0 . . . )
have previously been identified with US
ISM non-manufacturing in. 48.2 50.6 55.2 34 1.0 .
recessions
Non-farm payrolls, %yly 0.0 0.1 0.7 0.7 2.0
Retail Sales, %m/m 1.0 0.6 0.6 0.9 3.0
Manufacturing output %m/m 0.0 0.2 0.3 0.5 2.0
Housing starts, '000s 975 990 1728 332 1.0
Existing home sales, '000s 4990 4940 5972 724 1.0
Consumer confidence ind. 50.4 57.1 111.2 118 1.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Inflation
Indicators Latest  3-month Av. Trend Std. Dev. Score Core inflation and wage inflation
Effective exch. rate, index 9.1 %58 1034 79 40  Indicators remain mostly well-behaved
Producer prices, %yly 7.2 6.8 2.3 18 5.0
Av. hourly earnings, %yly 34 315 3.6 0.8 3.0
Employment cost ind. %yly 3.3 3.3 3.6 0.4 2.0
Core CPI, %yly 2.3 2.3 2.3 04 3.0 3 g M Total score
Core PCE, %yly 2.1 2.1 2.0 03 3.0 , g
2
Weaker Neutral Stronger 15
< Score > 1
0.5
1 2 3 4 5 0
Average $3835555558833
5388333583887 3
Forecast wzs=2="wnz>=3"
International
Indicators Latest 3-month Av. Trend  Std.Dev. Score Relative to our scores for US domestic
Global PMI manuf. index 495 £0.0 24 19 10 activity, our global scores are still quite
firm
US ISM export orders index 58.5 585 533 24 5.0
Global Industrial Prod, %yly 4.2 43 4.0 0.8 3.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5 Overall score: 2.5
Average
Forecast

Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a 2’ or ‘4’, and a ‘3’ otherwise.
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US score versus Fed funds rate Counter to current market pricing, we

still expect further Fed easing by the
4.0

—70  end of the year
+ 6.0
3.5 - -
WA
3.0 1 \\\ 40
95 | - 3.0
\ - 2.0
2.0 -
- 1.0
15 L} L} L} L} L} L} L} L} L} L} L} 00
~ [ee] D o ) N o™ < [Te) © ~ [ee]
=} =) =2} =) =) =) =} =} =] =) ] QD
o o o o o o o o o o o [
© [+ © [+ © [+ © © [+ © [+ ©
- tarl - tarl - tar] - - tarl — tar] -
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Economic activity
Indicators Latest  3-month Av. Trend Std. Dev. Score
Retail sales, %yly 0.0 -15 13 1.0 1.0
Consumer confidence ind. -16.7 -14.6 -7.0 45 1.0
Industrial production, %yly 81 3.0 2.0 17 4.0
Production expectations, % 49 6.7 8.0 3.4 3.0
ZEW EU current cond.% 7.9 116 0.0 50.0 3.0
Unemployment rate (%) 7.2 7.2 8.6 0.7 5.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Financial and inflation
Indicators Latest 3-month Av. Trend Std. Dev. Score
M3, %yly 11.2 11.1 6.9 2.1 5.0
Private credit: loans, %yly 10.3 10.5 8.2 2.7 4.0
Effective exchange rate 1155 1154 107.6 5.6 1.0
Producer prices, %yly 7.1 6.4 4.2 17 5.0
Wage inflation, %yly 3.4 3.4 2.2 0.3 5.0
Consumer prices, %yly 3.7 35 2.0 0.6 5.0
Core CPI, %yly 17 18 14 0.2 5.0
Weaker Neutral Stronger
Score
1 2 3 4
Average
Forecast
International
Indicators Latest  3-month Av. Trend Std. Dev. Score
US industrial prod., %yly 0.1 0.5 1.8 11 1.0
US retail sales (value), %yly 25 2.6 6.9 1.6 1.0
US ISM index 50.2 495 53.0 3.6 2.0
UK retail sales, %yly 8.1 55 4.0 17 40
Weaker Neutral Stronger
< Score >
1 2 3 4

Average

Forecast

Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a 2’ or ‘4’, and a ‘3’ otherwise.

The Eurozone’s consumer spending
indicators have weakened markedly
over the past few months and now lie at
recession-like levels

Financial and inflation indicators in
contrast are mostly much firmer

5.0
M Total score

4.0
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1.0

0.0
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A weak US outlook poses some risk to
European exports

Overall score: 3.2
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Eurozone score versus refinancing rate

Our score for the Eurozone has
increased this month
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Domestic activity
Indicators Latest 3-month Av. Trend Std. Dev. Score
Tankan survey index 5.0 6.7 19.8 7.2 1.0
Machinery orders, %yly 51 0.2 6.8 8.1 2.0
Industrial production, %yly 4.2 24 3.0 25 3.0
Tokyo Dept store sales %yly -0.9 04 -1.8 2.9 3.0
Tertiary index, %yly 0.3 -0.6 24 15 1.0
Household spending, %yly -3.2 2.5 0.7 22 2.0
Jobless rate, % 4.0 39 4.0 0.5 3.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Financial and inflation
Indicators Latest 3-month Av. Trend Std. Dev. Score
Bank lending growth, %yly 15 13 -15 2.3 5.0
Effective exchange rate 83.7 855 89.4 49 4.0
Corp. goods price ind, %yly 4.7 4.2 34 12 4.0
CPI, %yly 13 11 1.0 0.8 3.0
Core CPI, %yly 15 12 0.5 0.4 5.0
Cash earnings, %yly 0.2 0.8 0.5 15 4.0
Weaker Neutral Stronger
Score
1 2 3 4 5
Average
Forecast
International
Indicators Latest 3-month Av. Trend Std. Dev. Score
Global PMI manuf. index 495 50.0 524 1.9 1.0
China physical activity ind. 114 113 127 35 3.0
Global Industrial Prod. %yly 4.2 43 4.0 0.8 3.0
Weaker Neutral Stronger
Score >
1 2 3 4 5

Average

Forecast

Source: UBS

Note: Values outside one SD merit a ‘1’ or ‘5’ score, one half SD a ‘2’ or ‘4, and a ‘3’ otherwise.

Japan’s activity indicators have

weakened

Headline and core inflation have risen

4
35
3
25
2
15
1
0.5
0
28555555
52888353

M Total score

Jan-08

Mar-08
May-08

Global demand conditions are slightly

less supportive

Overall score: 2.9
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Japan score versus overnight call rate

We expect the BoJ to leave policy rates

unchanged this year
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UK

Domestic activity

Indicators Latest  3-month Av. Trend* Std. Dev. Score Our UK activity indicators have been
Retail sales volume, %yly 8.1 55 4.0 17 4.0 mixed in recent months
Retail sales value, %yly 7.8 45 4.0 2.0 3.0
Manufacturing output, %yly -0.8 0.1 1.0 15 2.0
CBI output expectations 2.0 0.7 8.3 8.3 2.0
Unemployment rate (%) 53 5.2 5.0 0.3 2.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Financial
Indicators Latest  3-month Av. Trend Std. Dev. Score Monetary growth rates have started to
M4 deposits, %yly 100 109 95 16 40 ebb
M4 lending, %yly 113 120 11.0 13 40
Halifax house prices, %yly 6.4 -3.8 8.1 6.4 1.0
Exchange Rate Index 92.8 92.7 95.8 3.2 4.0 j = Total score
3
Weaker Neutral Stronger 2
< Score > 1
1 2 3 4 5 0
Average 885555558888
Forecast §§§§§§§§§§§§’
Inflation
Indicators Latest 3-month Av. Trend Std. Dev. Score Consumer and producer price inflation
Producer input prices, %yly 27.6 245 16 7.7 5.0 rates remain high for the BoE’s comfort
Producer output prices %yly 8.9 7.7 26 17 5.0 at present
Average earnings, %yly 3.8 3.9 4.0 0.5 3.0
RPIX, %yly 43 39 25 0.6 5.0
CPI, %yly 83 29 20 0.6 5.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5 Overall score: 3.5
Average
Forecast

Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a ‘2" or ‘4, and a ‘3’ otherwise.
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UK score versus Bank rate

We now expect the MPC to remain on
hold for the time being but to start
4.0 1 8.0 . o
75 cutting rates again in November. We
35 7'0 now expect 75bps of further cumulative
¢5  easing by the end of 2009
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China

Activity
Indicators Latest 3-month Av. Trend Std. Dev. Score Some of China’s high-frequency
UBS expenditure ind. %yly 8.0 47 T il T activity indicators have weakened in
recent weeks
China physical activity ind. 114 11.3 12.7 35 3.0
NBS PMI, index 52.0 54.8 55.3 12 3.0
CLSA PML, index 53.3 54.5 53.0 14 5.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Money and credit
Indicators Latest  3-month Av. Trend Std. Dev. Score Money growth remains stable
M2 money supply, %yly 18.1 17.0 17.3 1.9 3.0
Loans of fin institut.,%yly 14.9 14.8 15.6 4.2 3.0
Base money growth, %yly 14.4 19.0 9.9 51 5.0
4.0
M Total score
3.0
Weaker Neutral Stronger 2.0
< Score > 1.0
1 2 3 4 5
0.0
Average © © I~ I~ I~ I~~~ © © 0 ©
2SPLIIIPIIIIPIIILS
Forecast §§§§§%§§§§§3
Trade
Indicators Latest  3-month Av. Trend Std. Dev. Score Export growth has rebounded a little
Export growth %yly 27.9 24.0 29.9 13.8 3.0
Import growth %yly 39.6 28.9 2715 13.8 3.0
Trade balance, USD mn 19272.0 19384.3 10586.9 6604.2 5.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5 Overall score: 3.4
Average
Forecast

Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a 2 or ‘4’, and a ‘3’ otherwise.
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China M2 money supply Broad money growth is stable
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Emerging economies

Industrial production and exports

Indicators

Growth momentum has weakened of
late in much of the emerging economy
complex

Inflationary pressures however have
continued to mount, particularly in Asia

4.0

3.9 M Total score

3.8

3.7

3.6

35

3.4

3.3
2385555558383
§2EEFREsREE3

Latest  3-month Av. Trend Std. Dev. Score
Asian Industrial Prod., %yly 10.4 10.8 9.2 0.9 5.0
India Industrial Prod., %yly 7.0 6.6 7.2 3.0 3.0
Latam Industrial Prod., %yly 3.8 4.2 4.0 39 3.0
Asian exports, %yly 234 220 10.6 11.4 4.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Inflation and monetary
Indicators Latest 3-month Av. Trend Std. Dev. Score
Asian CPI, %yly 6.3 5.8 3.7 24 4.0
Asian M1 growth, %yly 111 11.3 10.9 53 3.0
Asian bank credit, %yly 16.3 154 11.0 6.6 4.0
Latin America CPI, %yly 6.0 5.9 6.6 2.9 3.0
Emerging Europe CPI, %yly 12.1 114 8.9 218 3.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Stress indicators*
Indicators Latest 3-month Av. Trend Std. Dev. Score
EMBI spread, % 297.8 2713 241.4 46.2 2.0
UBS Asian stress index 0.6 0.6 1.0 0.1 5.0
UBS Latam stress index 0.7 0.7 1.0 0.1 5.0
UBS Emerg. EU stress ind. 0.9 0.9 1.0 0.0 5.0
* A high score indicates less financial stress
Weaker Neutral Stronger
< Score >
1 2 3 4

Average

Forecast

Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a 2’ or ‘4’, and a ‘3’ otherwise.

Financial stress indicators remain
subdued

Overall score: 3.8
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Latin American industrial production Latin America’s industrial production

growth has slowed
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Latam Industrial Production

UES Stress Index Several Eastern European economies,

14 - such as Turkey and Hungary, appear
124 vulnerable, according to our financial
104 stress indicators. China and Russia
05 - look least vulnerable
0.6
0.4
0.2
0.0 -

SESIGFEGGFIFEFIfEFEd
S & S& & & FUI
M UBS Stress Index, July
Change in stress index from November 2007 Relative to their position six months
ago, Chile and Argentina have become
020 1 more macro stress f more vulnerable while Poland and India
0151 have become less at risk
0.10 -
0.05 -
0.00 -
-0.05
010 less macro stress *
-0.15 4
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B Change in stress index, July 08 versus December 07

Source: UBS, Haver, OEF
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Global consumer spending

Global
Indicators Latest 3-month Av. Trend Std. Dev. Score Our global consumption gauges have
G7 retail sales growth % yly 09 0.1 17 08 10  Weakened in recent weeks
G7 employment, % yly 0.7 0.8 1.0 0.4 3.0
G7 RPDI growth %yly 14 1.6 2.3 0.4 1.0
Global consumer conf. ind. -1.7 -14 0.0 0.8 1.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Income
Indicators Latest 3-month Av. Trend Std. Dev. Score US personal disposable income has
US pers. dispos. inc., %yly 10.7 6.7 6.0 12 4.0 be(.-zn.boosted by income tax rebates.
This is not expected to last, however
EU13 pers. comp., %yly 4.8 4.6 2.7 0.7 5.0
Japan pers. comp., %yly 14 1.0 0.7 1.9 3.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Housing market
Indicators Latest  3-month Av. Trend Std. Dev. Score
US OFHEO prices, %yly 0.0 0.3 7.0 315 1.0
US exist. house prices %yly 6.3 -1.6 6.4 4.1 1.0
4
EU house prices, %yly 6.2 6.2 53 2.1 3.0 35 W Total score
3
UK house prices, %yly 6.4 -38 8.1 6.4 1.0 25
Weaker Neutral Stronger 1 é
< Score > 'l
1 2 3 4 5 0.5
Average 0
Forecast 885555553833
SE5553255883
n Z - = 0n Z - =
Household financial balances, % of GDP
Indicators Latest 3-month Av. Trend Std. Dev. Score US and UK balance sheets remain
us 2.2 2.4 18 13 3.0 stretched
EU 5.2 5.1 438 05 4.0
UK -3.6 -39 0.3 2.0 1.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5

Average
Forecast

Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a 2 or ‘4’, and a ‘3’ otherwise.

Overall score: 2.3
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UBS estimates of US household cash flow
2004 2005 2006 2007 2008F 2009 F US household cash flow has been
under pressure from higher debt

Median household income 44,334 46,326 48,201 49,454 50,542 51,452
servicing, as well as soaring energy
Taxes per household 7,130 8,876 9,640 10,039 9,906 10,393 .
costs. These factors are, according to
Mortgage payments 14,086 16,349 18,325 18,736 18,774 18,265 our estimates, more than offsetting the
Post-tax and interest income 22,837 20808 19,921 20355 21535 22467 from the tax rebates
% change 2.2 -8.9 -4.3 2.2 5.8 -10.0
Fuel and energy costs 2,221 2,665 2,961 3,849 4,812 4,331
Other utility costs 1,577 1,763 1,853 2,434 3,012 2,698
US household cash flow 19,038 16,379 15106 14,071 13712 15438
% change -4.6 -14.0 78 -6.9 -26 12.6

UBS estimates of EU13 household cash flow

2004 2005 2006 2007  2008F 2009 F EU13 cash flow has been more stable, a
function of lower mortgage debt levels

Median Household Income 43,629 44,651 46,358 48,059 49,415  50605.9
relative to the US and the UK
Taxes per household 17,040 17,276 17,652 18,002 18216 18414.16
Subsidies per household 15,169 15,469 15,775 16,088 16406 16731.08
Mortgage payments 2,733 2,859 3,132 3,322 3,538 3393.889
Other debt payments 2,501 2,578 2,607 2,619 2731 2790.139

Post-tax and debt payment income 36,523 37,407 38,742 40,204 41337 42,739

% change 2.2 2.4 3.6 3.8 2.8 34
Petrol costs 2,389 2,468 2,550 2,641 2746 2827.42
Utility and other costs 1,785 1,897 1,975 2,053 2125 2187.632
Euro area household cash flow 32,350 33,042 34,216 35,509 36,466 37,724
% change 21 2.1 3.6 3.8 2.7 3.4

UBS estimates of UK household cash flow

2004 2005 F 2006 F 2007 F 2008 F 2009 F UK cash flow may recover next year if,
as we envisage, the Bank of England

Median Household Income 30,896 32,157 33,476 34,788 36,330 37,729
begins easing monetary policy again
Taxes per household 8,402 8,762 9,140 9,508 9,588 9,848 .
toward the end of this year
Mortgage payments 5,550 6,186 6,776 7,719 8,340 8,553
Other debt payments 1,095 1,169 1,164 1,231 1,308 1,303
Post-tax and interest income 15,849 16,040 16,396 16,330 17,094 18,025
% change 0.2 12 2.2 0.4 47 54
Petrol costs 1,196 1,301 1,372 1,409 1,694 1,754
Utility and other costs 4,165 4,234 4,398 4,495 4,679 4,879
UK household cash flow 10,488 10,506 10,626 10,426 10,721 11,393
% change -14 0.2 11 -1.9 2.8 6.3
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Global capital investment

Global
Indicators Latest 3-month Av. Trend Std. Dev. Score
G7 capital investment, %yly 04 0.5 2.8 1.7 1.0
Global GDP growth, %yly 39 41 3.8 1.0 3.0
Global output gap, % GDP 0.6 0.6 -1.1 0.6 4.0
G3 cap. goods orders, %yly 1.9 3.0 7.8 7.8 2.0
G7 capital goods price ind. 1.0 1.0 1.0 0.0 4.0
Weaker Neutral Stronger
Score
1 2 3 4
Average
Forecast
Capex intentions
Indicators Latest  3-month Av. Trend Std. Dev. Score
US Philladelphia outlook ind 3.8 12.5 16.9 5.6 2.0
German IFO Bus. Expec ind 94.7 96.2 97.0 3.8 3.0
UK CBl index -18.0 -16.0 -8.8 135 2.0
Weaker Neutral Stronger
Score >
1 3 4
Average
Corporate financial balances, % of GDP
Indicators Latest 3-month Av. Trend Std. Dev. Score
us 0.3 0.3 0.4 1.9 3.0
EU 2.8 2.2 -1.0 1.2 2.0
Japan 4.9 -0.8 5.2 3.8 1.0
Weaker Neutral Stronger
Score >

Average

Forecast

Source: UBS Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a ‘2" or ‘4, and a ‘3’ otherwise.

Global indicators of capex activity have
weakened

Capex intentions have also mostly been
weak

5.0 | Total score

4.0
3.0
2.0
1.0
0.0
© O I~ P~ P~ N~ I~ I~ 0 0 ™ ™
LI
o > C 5 >S5 Q=2 Cc 52>
S 8 8 T 3 oS 88 T3
%z-—:EE'“%anE'_’

Corporate cash balances are not as
flush as they were last year

Overall score: 2.5
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G3 capital goods orders G3 capital goods orders have been

firmer than expected
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Philadelphia Fed survey of investment intentions Weaker capex intentions
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== Philadelphia Fed survey of investment intentions
G7 corporate balance sheets
4.0 1 Corporate balance sheet strength has
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== (57 corporate sector financial balance

Source: UBS, Haver, OEF
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The US dollar

Exchange rate momentum

The dollar has been on a stronger
footing in recent days, though the trend
has been fairly week against most
major currencies except sterling

Narrowing interest differentials have
undermined support for the dollar in
recent months

35
3.0
2.5
2.0
15
1.0
0.5
0.0

Sep-06
Nov-06

M Total score

Jan-07
Mar-07
May-07

Jul-07
Sep-07
Nov-07

Jan-08

Mar-08
May-08
Jul-08

Indicators Latest  3-month Av. Trend Std. Dev. Score
Euro 1.58 1.6 15 0.1 1.0
Yen 105.70 104.2 105.9 4.2 3.0
Renminbi 6.90 7.0 7.1 0.2 1.0
Sterling 1.97 2.0 2.0 0.0 4.0
Weaker USD Neutral Stronger USD
Score >
1 2 3 4 5
Average
Interest differentials
Indicators Latest 3-month Av. Trend Std. Dev. Score
US/Global real short rate 2.4 2.4 0.2 13 1.0
US/Global real long rate -11 -1.2 04 0.8 2.0
US/Global nom. short rate -1.4 -1.4 13 13 1.0
US/Global nominal long rate 0.1 0.0 0.7 0.5 1.0
Weaker USD Neutral Stronger USD
Score
1 3 4 5
Average 1.3
Forecast
US financing and risk
Indicators Latest  3-month Av. Trend Std. Dev. Score
Current ac. def. (% of GDP) -5.0 -4.9 -4.0 0.5 1.0
US net invest. Income* 21.0 226 8.5 5.2 5.0
US net FDI (% of GDP) 0.3 0.3 0.0 0.3 1.0
UBS risk indicator -1.0 0.4 0.0 0.0 1.0
Weaker USD Neutral Stronger USD
Score
1 2 3 4 5
Average
Fair value
Indicators Latest  3-month Av. Trend Std. Dev. Score
USD vs real eff. exch. rate 0.8 0.8 1.0 0.1 5.0
EUR relative to PPP 14 14 1.0 0.1 5.0
JPY relative to PPP 13 13 1.0 0.1 1.0
Weaker USD Neutral Stronger USD
Score >
1 2 3 4 5
Average
Forecast

Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a ‘2" or ‘4, and a ‘3’ otherwise.

The dollar looks under-valued versus

the euro

Overall score: 2.2
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US-Global real short rate differential Real short-rate differentials have

moved sharply against the US
301 undermining its attractiveness
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== |JS/Global real short rate differential

US-Global real long rate differential Real long-rate differentials have

reversed their narrowing trend in recent
15
weeks, however
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== JS/Global real long rate differential
US current account deficit The US current account deficit remains
high
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=== JS current account deficit, % of GDP

Source: UBS, Haver
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Government bond markets

Real yields

Indicators Latest 3-month Av. Trend Std. Dev. Score
10 yr US ILB yield (2012) 04 0.6 2.0 0.7 1.0
Global growth surprise ind. 123.8 1235 128.7 25 1.0
UBS global growth score 24 25 31 04 1.0
US real GDP growth, %yly 25 25 3.2 12 2.0
Real Fed funds rate 2.1 -1.9 15 1.8 1.0
Lower yields Neutral Higher yields
< Score >
1 2 3 4 5
Average 1.2
Forecast
Inflation expectations
Indicators Latest 3-month Av. Trend Std. Dev. Score
US inflation breakeven 5 yr 24 25 2.2 0.3 4.0
EU inflation breakeven 10 yr 2.7 2.6 2.2 0.1 5.0
Global inflation surprise ind. 85.6 84.9 79.0 24 5.0
UBS global inflation score 3.9 3.8 2.8 0.4 5.0
Lower yields Neutral Higher yields
< Score >
1 2 3 4 5
Average
Forecast
Risk and positioning
Indicators Latest 3-month Av. Trend Std. Dev. Score
UBS risk indicator -1.0 0.4 0.0 0.0 1.0
SMR survey of duration 99.2 99.4 100.0 0.3 1.0
Lower yields Neutral Higher yields
< Score >
1 2 3 4 5
Average 1.0
Fair value
Indicators Latest 3-month Av. Trend Std. Dev. Score
US nominal GDP less 10 yr% 13 12 0.0 1.3 4.0
G7 nominal GDP less 10 yr% 0.4 0.3 0.0 11 3.0
Lower yields Neutral Higher yields
< Score >
1 2 3 4 5
Average
Forecast

Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a 2’ or ‘4’, and a ‘3’ otherwise.

Easier US monetary policy has
undermined support for real yields

Short-term inflation expectations
remain elevated owing to high energy
prices and higher-than-expected
inflation data
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2.0
1.0
0.0

Sep-06
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M Total score

Jan-07
Mar-07
May-07

Jul-07
Sep-07
Nov-07

Jan-08

Mar-08
May-08
Jul-08

US yield levels are low relative to the
current pace of nominal GDP growth

Overall score: 2.6
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Bond market score versus US nominal yields Our score for government bond yields
remained stable this month
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=== Total for government bond markets US 10 year yields (rhs)
US 10 year yield versus global growth surprise index US yields have been closely correlated
with the pattern of our global growth
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=== Global growth surprise index (Ihs) US 10 yr bond (rhs)
Real Fed funds rate

The real Fed funds rate is now negative
thanks to an aggressive policy

response from the Fed, but also higher
inflation
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Source: UBS, Haver, Bloomberg
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Equities

Equity market valuation

Indicators Latest  10-year Av. Trend Std. Dev. Score
MSCI World cons. fwd PE 11.9 17.4 16.5 39 5.0
MSCI World PBV (trailing) 2.6 2.8 2.8 0.6 3.0
MSCI World Dividend Yield 2.0 19 19 03 3.0
S&P500 12m fwd PE 132 18.0 17.2 34 5.0
MSCI Europe 12m fwd PE 10.0 15.4 14.7 39 5.0
MSCI Japan 12m fwd PE 15.2 213 20.3 5.2 4.0
(Target PE is 10 year average PE * current World consensus EPS relative to 10y log trend)
Expensive Neutral Cheap
< Score >
1 2 3 4 5
Average
Forecast
World Equity Market Momentum
Indicators Latest  10-year Av. Trend Std. Dev. Score
Consensus EPS revs, 1m% -0.2 0.5 -0.5 1.2 3.0
Consensus EPS revs, 3m% -1.2 -1.2 -1.2 31 3.0
Consensus EPS revs, 6m% 5.4 -1.6 -1.6 5.4 2.0
Price Momentum, 3m (%) 7.1 11 11 7.3 1.0
Price Momentum, 6m (%) -12.8 24 24 10.5 1.0
Price Momentum, 12m (%) -14.9 5.2 5.2 17.1 2.0
Weak Neutral Strong
< Score >
1 2 3 4 5
Average
Forecast _
Risk Appetite
Indicators Latest  10-year Av. Trend Std. Dev. Score
Global Eq. Ind. Option Volatil. -1.2 0.0 0.0 1.0 1.0
Credit & FX Conditions (*) -0.8 0.0 0.0 1.0 3.0
Equity Market Positioning (**) -0.5 0.0 0.0 1.0 3.0
Global Risk Appetite Indicator -1.0 0.0 0.0 1.0 1.0

* an aggregate of credit spreads, swaps spreads and FX option vol

** an aggregate of cyclical vs defensive performance, and excess performance by high beta

regions/sectors

Average
Forecast

Risk Tolerant

Neutral

Risk Averse

Score

2 3

Source: UBS  Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a 2’ or ‘4’, and a ‘3’ otherwise.

According to most of our valuation
yardsticks, equity markets are trading
below fair value

Momentum indicators have weakened,
however, in recent weeks
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Risk appetite has faltered

Overall score: 2.8
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Equity indices
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Source: BS, Thomson Financial

Most major equity indices have
softened in recent weeks

Global valuations remain reasonable

Consensus earnings expectations have
declined somewhat but overall remain
resilient to signs of weaker economic
activity. Lower unit labour costs in the
US may be one factor, strong returns in
the energy and basic materials sector is
another.
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Oil and commodities

Activity indicators for the commodity
markets have softened somewhat in
recent months and most notably global
industrial production

World oil demand has slowed

4.0

39 M Total score
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Global
Indicators Latest  3-month Av. Trend Std. Dev. Score
Global GDP growth, %yly 3.9 41 3.8 1.0 3.0
Global Industrial Prod %yly 4.2 43 4.0 0.8 3.0
China Industrial Prod., %yly 16.0 16.5 14.9 14 5.0
US ISM index 50.2 495 53.0 3.6 2.0
Real G7 interest rates, % 0.6 0.7 0.9 0.4 3.0
US Effective Exch. rate ind. 96.1 95.8 1034 7.9 4.0
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Oil demand and supply
Indicators Latest 3-month Av. Trend Std. Dev. Score
World oil demand, %yly 11 13 17 21 3.0
US oil inventories, mil bbls 299.8 308.8 310.9 19.0 3.0
Higher inventory readings are a negative for commodity prices, and are thus assigned a lower relative
score.
Weaker Neutral Stronger
< Score >
1 2 3 4 5
Average
Forecast
Inventories (000 metric tons)*
Indicators Latest 3-month Av. Trend Std. Dev. Score
Aluminium Stocks 1092.5 1070.1 829.1 296.2 2.0
Copper Stocks 122.6 119.8 438.3 314.6 5.0
Lead Stocks 101.9 74.5 107.4 51.1 4.0
Nickel Stocks 46.5 488 219 15.7 1.0
Tin Stocks 6.8 74 14.5 8.9 4.0
Zinc Stocks 153.6 1412 414.0 203.9 5.0

* Higher inventory readings are a negative for commodity prices, and are thus assigned a lower relative

score.

Average
Forecast

Weaker

Neutral Stronger

Score

3 4

Source: UBS Note: Values outside one SD merita ‘1’ or ‘5’ score, one half SD a ‘2" or ‘4, and a ‘3’ otherwise.

Mixed inventory readings for metals

Overall score: 3.4
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Global industrial production

Global industrial production growth has
slowed a little in recent months
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=== Global Industrial Production growth

US ISM index The US ISM index has picked up
slightly but its trend is weak
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US ISM index
China physical activity index One of our preferred indicators of the
Chinese economy suggests that
20 1 . .
Growth rate (% yoy) activity is slowing
18 -
16 -
14
12 -
10 -
8 4
6 -
4

2000 2001 2002 2003 2004 2005 2006 2007

2008
I China monthly physical activity index SARS-adjusted, 3mma

Source: UBS, Haver, OEF
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Markets versus Economics

Relative performance of cyclicals versus defensives

The recent under-performance of
cyclical stocks relative to defensive
- 6 . L
62 - - stocks has mirrored the gyrations in
- 4 the global PMI index
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Global PMI (Ihs) =====Relative performance of global cyclicals versus defensives (rhs)
EMBI spreads Wider EMBI spreads also look
consistent with what has been evolving
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Change in credit spreads
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Asset allocation overview

Overview of global asset allocation recommendations Chart 1: Asset class tilts

Benchmark Current Previous* Load (x) Prev load (x*) Govt bonds

Equities

Equities
N. America 27.0% 27.5% 27.5% 1.02 1.02 _
Japan 4.5% 4.5% 4.5% 1.00 1.00 Inflinked bands
United Kingdom 5.0% 5.0% 5.0% 1.00 1.00 Commodities
Europe 9.5% 9.5% 9.5% 1.00 1.00 Corp bonds
Asia 3.0% 3.0% 3.0% 1.00 1.00 REITs
Rest of world 1.0% 1.0% 1.0% 1.00 1.00
Total equities 50.0% 50.5% 50.5% 1.01 1.01 I | Ca?h [
3% 2% -1% 0% 1% 2% 3%
Government Underw eight Overweight
United States 7.0% 8.0% 7.0% 1.14 1.00
Europe 9.0% 10.0% 9.0% 111 1.00 Source: UBS
UK 2.0% 2.0% 2.0% 1.00 1.00
Japan 3.5% 3.5% 3.5% 1.00 1.00
Dollar bloc 1.0% 1.0% 2.0% 1.00 2.00
Total gov’t bond 22.5% 24.5% 23.5% 1.09 1.04

Inflation indexed

United States 1.0% 1.5% 1.5% 1.50 1.50
UK 1.0% 1.0% 1.0% 1.00 1.00
Europe 0.5% 0.5% 0.5% 1.00 1.00
Total infl. indexed 2.5% 3.0% 3.0% 1.20 1.20

Corporate bonds

US inv. grade 6.0% 6.5% 6.5% 1.08 1.08
US high yield 1.5% 1.0% 1.0% 0.67 0.67
Euro inv. grade 2.0% 1.5% 1.5% 0.75 0.75
Sterling inv. grade 0.5% 0.5% 0.5% 1.00 1.00
Total corp. bonds 10.0% 9.5% 9.5% 0.95 0.95
Commodities
Energy 1.0% 1.0% 1.0% 1.00 1.00
Industrial metals 1.0% 1.0% 1.0% 1.00 1.00
Precious metals 1.0% 1.0% 1.0% 1.00 1.00
Agriculture 1.0% 1.5% 1.5% 1.50 1.50
Livestock 1.0% 1.0% 1.0% 1.00 1.00
Total commodities 5.0% 5.5% 5.5% 1.10 1.10

Listed real estate

United States 2.5% 2.25% 2.25% 0.90 0.90
Europe 0.5% 0.25% 0.25% 0.50 0.50

UK 0.5% 0.25% 0.25% 0.50 0.50
Japan 0.5% 0.0% 0.0% 0.00 0.00

Asia 1.0% 1.25% 1.25% 1.25 1.25
Total real estate 5.0% 4.0% 4.0% 0.80 0.80
Cash 5.0% 3.0% 4.0% 0.60 0.80

Source: UBS estimates
Note: Load (x) = current weight / benchmark weight; * current as of 13 June 2008, previous as of 6 June 2008
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Asset class tilts by region

Equities Government bonds
Rest of World Europe
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Economic forecasts

Table 1: GDP growth

%yly Weight* 2006 2007F 2008F 2009F
us 0.23 29 22 11 1.8
Canada 0.02 31 2.7 1.0 2.3
Japan 0.07 24 21 1.0 14
Western Europe 0.22 29 2.7 15 13
of which:

Eurozone 0.17 29 2.6 1.6 11

UK 0.04 29 31 17 12

Switzerland 0.01 32 31 16 13
Asia ** 0.23 8.4 8.6 74 7.3
of which:

China 0.10 10.7 10.9 9.9 9.5

India 0.04 9.6 9.0 7.7 7.9
Latin America 0.08 5.2 5.3 43 3.8
of which:

Brazil 0.03 37 5.4 4.8 4.0
Eastern Europe 0.07 6.4 6.3 5.7 5.6
of which:

Russia 0.03 74 8.1 7.0 7.0
Rest of world 0.07 7.2 6.8 6.4 5.6
Advanced economies 0.60 3.0 2.6 15 17
Developing economies 0.40 7.3 7.3 5.7 5.7
WORLD 1.00 49 4.6 33 34

Source: UBS calculations and estimates
* Based on purchasing-power-parity-adjusted GDP levels;
**includes Australia and New Zealand.
Table 2: Inflation
%yly Weight* 2006 2007F 2008F 2009F
us 0.23 3.2 29 43 2.2
Canada 0.02 2.0 21 1.9 3.0
Japan 0.07 0.3 0.0 14 1.6
Western Europe 0.22 2.2 2.1 3.1 2.3
of which:
Eurozone 0.17 2.2 2.1 3.6 2.3
UK 0.04 2.3 2.3 35 3.2
Switzerland 0.01 11 0.7 25 1.4
Asia * 0.23 3.6 44 6.1 4.7
of which:

China 0.10 15 4.8 6.5 45

India 0.04 6.8 6.2 55 6.5
Latin America 0.08 4.8 6.0 6.6 6.0
of which:

Brazil 0.03 31 45 6.5 4.8
Eastern Europe 0.07 74 74 10.3 8.2
of which:

Russia 0.03 9.5 9.0 13.0 10.5

Source: UBS calculations and estimates

* Based on purchasing-power-parity-adjusted GDP levels;

**includes Australia and New Zealand.
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Table 3: Interest rate forecasts

% 09-Jul-08 Dec-08 Jun-09 Dec-09
us

Fed Funds Rate 2.0 15 15 2.0

10 year yield 39 39 4.2 45
Canada

Bank of Canada Rate 3.3 3.0 3.0 35

10 year yield 37 41 45 48
Japan

Call Rate 0.5 0.5 0.8 0.8

10 year yield 1.6 1.6 1.7 1.8
Germany

Repo Rate 4.0 43 3.8 35

10 year yield 4.4 4.4 4.0 43
Sweden

Repo Rate 4.3 4.8 4.3 4.0

10 year yield 44 45 41 44
UK

Repo Rate 5.0 5.0 4.8 4.3

10 year yield 49 54 5.3 5.1
Switzerland

3 month rate 2.8 3.0 2.8 2.3

10 year yield 3.2 31 2.8 31
Australia

Cash Rate 7.3 7.3 6.8 6.8

10 year yield 6.3 6.0 6.0 6.3
New Zealand

Cash Rate 8.2 7.3 7.3 75

10 year yield 6.3 6.0 6.2 6.3

Source: UBS calculations and estimates

Table 4: Foreign exchange forecasts

09-Jul-08 Dec-08 Jun-09 Dec-09
EUR/USD 157 1.40 1.40 1.30
USD/JPY 107.55 100.00 100.00 95.00
EUR/JPY 168.70 140.00 140.00 123.50
GBP/USD 1.97 1.90 1.90 1.86
EUR/IGBP 0.80 0.74 0.74 0.70
USD/CHF 1.03 1.14 114 1.23
EUR/CHF 1.62 1.60 1.60 1.60
USD/CAD 1.02 1.05 1.05 1.10
AUD/USD 0.95 0.87 0.87 0.82
NZD/USD 0.75 0.70 0.70 0.68
EUR/SEK 9.44 9.35 9.35 9.35
EUR/DKK 7.46 7.46 8.46 7.46
EUR/NOK 8.04 8.00 8.00 8.00

Source: UBS calculations and estimates
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