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No “all clear” for southern
Europe

In their latest “European sovereign debt update”, my
colleagues Daniel Kalt, Thomas Flury and Thomas Wacker
remain pessimistic about south European sovereign bonds. Their
conclusion: hands off Greece, maximum caution with Italy, Spain
and Portugal. Conversely, Austria, Finland, Luxembourg and the
Netherlands remain attractive. WMR expects a further slight
recovery for the Eurozone, but this will not have the same effect
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EURCHF 1.33 1.30 1.30
USDCHF 1.06 1.08 1.04
GBPCHF 1.61 1.57 1.54
JPYCHF 1.21 1.14 1.04
EURUSD 1.25 1.20 1.25
EURGBP 0.83 0.83 0.84
GBPUSD 1.51 1.45 1.48
Interest Rates Short rates (3m) Bond yields (10y)
Current Fest 12m Current Fest 12m
Switzerland 0.12 0.25 1.43 1.90
EMU 0.73 0.75 2.54 2.90
UK 0.73 0.75 3.32 3.90
USA 0.53 0.50 2.92 3.50
Japan 0.25 0.30 1.1 1.50

Source: UBS WMR, Bloomberg
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Past performance and forecasts provided is no indication of future performance. The
market prices provided are closing prices on the respective principle stock exchange. The
returns on investments in foreign currencies can increase or decrease as a result of
currency fluctuations. This applies to all performance charts and tables in this publication.
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Economic Indicators Expected Today

Time Country Indicator Unit Month / Quarter Freq. UBS Cons. Prev.
9:15 Switzerland Consumer Price Index % m/m Jun m n.a. -0.1 -0.1
Source: UBS WMR, Bloomberg ‘ gh=quarter on qgarter/m,f‘nzmonth on month /yk=year on year /lev.=level / 06-Jul-10, 04:54 am CET
EMU refers to European Monetary Union sa=seasonally adjusted
' .
Don't miss...

The debt crisis European sovereign debt update

Full report
https:/bw.gpwb.ubs.com/SBC jct/app/SBC/6/ResearchNavigator/gzg/document.do?id=5002524

- We stick to our base case for a moderate recovery. Fiscal tightening should partly be counter-balanced
by low interest rates and a weaker EUR. Consumer and business sentiment are key indicators to watch.

- FX: The EUR has found support versus the USD, GBP and JPY, which are similarly challenged by the
costs of the financial crisis. Clearing euro short positions might drive the euro up quickly in the short
term.

- Equities: Economic growth concerns and uncertainties regarding refinancing needs of European banks
weighed on markets. We remain cautious on Eurozone banks and keep our preference for German
equities within the Eurozone.

- Bonds: We maintain our Sell recommendation for the government bonds of Greece and the bonds
issued or guaranteed by Spain, Portugal and Italy with maturities of more than two years.
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Disclaimer

Wealth Management 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 s referred to as UBS SA. This publication is for your information only and is not intended as an offer, or a solicitation of
an offer, to buy or sell any investment or other specific product. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an
unrestricted basis and/or may not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from sources believed to
be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating to UBS
AG, its subsidiaries and affiliates). All information and opinions as well as any prices indicated are currently only as of the date of this report, and are subject to
change without notice. The analysis contained herein is based on numerous assumptions. Different assumptions could result in materially different results. Opinions
expressed herein may differ or be contrary to those expressed by other business areas or divisions of UBS, its subsidiaries and affiliates, as a result of using different
assumptions and/or criteria. At any time UBS and other companies in the UBS group (or its employees) may have a long or short position, or deal as principal or agent,
in relevant 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 illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be difficult to
quantify. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, divisions or affiliates
of UBS. Futures and options trading is considered risky. Past performance of an investment is no guarantee for its future performance. Additional information will be
made available upon request. Some investments may be subject to sudden and large falls in value and on realization you may receive back less than you invested or
may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the price, value or income of an investment. The compensation of
the analyst(s) who prepared this report is determined exclusively by research management and senior management (not including investment banking). Analyst
compensation is not based on investment banking revenues, however, compensation may relate to the revenues of UBS Global Wealth Management and Business
Banking as a whole, which includes investment banking, sales and trading services. We are of necessity unable to take into account the particular investment
objectives, financial situation and needs of our individual clients and we would recommend that you take financial and/or tax advice as to the implications (including
tax) of investing in any of the products mentioned herein. For structured financial instruments and funds the sales prospectus is legally binding. If you are interested
you may attain a copy via UBS or a subsidiary of UBS. This document may not be reproduced or copies circulated without prior authority of UBS or a subsidiary of
UBS. UBS expressly prohibits the distribution and transfer of this document to third parties 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.

Australia: Distributed by UBS Wealth Management Australia Ltd (Holder of Australian Financial Services Licence No. 231127), Chifley Tower, 2 Chifley Square,
Sydney, New South Wales, NSW 2000. Bahamas: This publication is distributed to private clients of UBS (Bahamas) Ltd and is not intended for distribution to persons
designated as a Bahamian citizen or resident under the Bahamas Exchange Control Regulations. Canada: In Canada, this publication is distributed to clients of UBS
Wealth Management Canada by UBS Investment Management Canada Inc. Dubai: Research is issued by UBS AG Dubai Branch within the DIFC, is intended for
professional clients only and is not for onward distribution within the United Arab Emirates. France: This publication is distributed to clients of UBS (France) SA, 69,
boulevard Haussmann F-75008 Paris, R.C.S. Paris B 421 255 670, a duly authorized bank under the terms of the «Code Monétaire et Financier», regulated by French
banking and financial authorities as the «Banque de France» and the «Autorité des Marchés Financiers». Germany: The issuer under German Law is UBS Deutschland
AG, Stephanstrasse 14-16, 60313 Frankfurt am Main. UBS Deutschland AG is authorized and regulated by the «Bundesanstalt fur Finanzdienstleistungsaufsicht».
Hong Kong: This publication is 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. Italy: This publication is distributed to the clients of UBS (ltalia) S.p.A., via del
vecchio politecnico 3 - Milano, an Italian bank duly authorized by Bank of Italy to the provision of financial services and supervised by «Consob» and Bank of Italy.
Jersey: UBS AG, Jersey Branch is regulated by the Jersey Financial Services Commission to carry on investment business and trust company business under the
Financial Services (Jersey) Law 1998 (as amended) and to carry on banking business under the Banking Business (Jersey) Law 1991 (as amended).
Luxembourg/Austria: This publication is not intended to constitute a public offer under Luxembourg/Austrian law, but might be made available for information
purposes to clients of UBS (Luxembourg) S.A./UBS (Luxembourg) S.A. Niederlassung Osterreich, a regulated bank under the supervision of the «Commission de
Surveillance du Secteur Financier» (CSSF), to which this publication has not been submitted for approval. Singapore: This material is distributed to clients of UBS AG
Singapore Branch by UBS AG Singapore Branch, an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed
under the Singapore Banking Act (Cap. 19), regulated by the Monetary Authority of Singapore. Spain: This publication is distributed to clients of UBS Bank, S.A. by
UBS Bank, S.A., a bank registered with the Bank of Spain. UAE: This research report is not intended to constitute an offer, sale or delivery of shares or other securities
under the laws of the United Arab Emirates (UAE). 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 Authorities, the Emirates Securities and Commodities Authority, the Dubai Financial Market, the Abu Dhabi
Securities market or any other UAE exchange. UK: Approved by UBS AG, authorised and regulated in the UK by the Financial Services Authority. A member of the
London Stock Exchange. This publication is distributed to private clients of UBS London in the UK. Where products or services are provided from outside the UK they
will not be covered by the UK regulatory regime or the Financial Services Compensation Scheme. USA: This document is not intended for distribution into the US and
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