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Recent US data point toward a “no landing” scenario, in which inflation is close to the Fed’s target but growth
remains at or above trend estimates. Within equities, we upgrade US and global equities (MSCI ACWI) to
Attractive from Neutral.

Is the US economy set to defy expectations yet again? It wouldn’t be the first time this cycle. In 2022, the Federal Reserve
and other central banks began what would become the fastest set of rate hikes since the 1980s as it tackled a US economy
with strong growth and inflation at four-decade highs. The debate over whether the Fed could engineer a soft landing
or would trigger a recession has preoccupied investors ever since.

But there may be a third alternative: a “no landing” path, with inflation close to the Fed’s target, but growth at or above
previous trend estimates. Recent data suggest that the US economy is moving toward this “no landing” scenario.

First, the labor market is more resilient than expected, with the last nonfarm payrolls picking up and the three-month
average payroll gain of 186,000 healthy enough to absorb labor supply growth, with unemployment falling. Second,
the economy is stronger than previously thought. Recent revisions to the last five years’ data show that GDP growth has
averaged 2.5% per year since 2019. Third, inflation data, while volatile month to month, overall continue to trend toward
the Fed’s target. The most recent reading of the personal consumption expenditures price index (PCE), the Fed’s preferred
measure of inflation, showed annual inflation slowing to the lowest level since February 2021.

As a result, the economic expansion appears more sustainable, with limited risk of a near-term recession. However, with
the current fed funds rate of 4.75-5.0% well above the Fed’s estimate of the neutral rate (2.9%), we think inflation will
be low enough for the Fed to keep cutting rates: our base case is for a further 150 basis points of cuts by the end of next
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year. This improved macro outlook strengthens our confidence that US corporate earnings will remain solid; we forecast
11% S&P 500 earnings growth in 2024 and 8% in 2025.

The US presidential election, which remains too close to call, may create volatility. We now see the presidential race as
a dead heat. We see a 95% chance the Senate will switch to Republican control, and a 60% probability for divided
government. But this is unlikely to derail these positive equity market fundamentals. We continue to believe that investors
should not make dramatic changes based on expected election outcomes and should avoid knee-jerk reactions based on
individual policies. Depending on who controls Congress, either candidate may struggle to push their agenda through.

Turning to China, the government is rolling out plans to support indebted local governments, recapitalize large state
banks, and stabilize the property market. Efforts to accelerate the deployment of unused funds and ease local government
indebtedness are positive. However, details are still lacking, and considerable uncertainty remains around the outcome. We
think a more explicit commitment to multi-year stimulus is needed to break the debt-deflation cycle and revive consumer
confidence.

Where does this leave our positioning?

The bottom line is that the improved US macroeconomic outlook increases our degree of certainty about our positive view
of equities. We have upgraded US equities to Attractive from Neutral and target 6,600 for the S&P 500 by end 2025,
implying 13-14% total returns from current levels. We expect those gains to drive similar returns for the MSCI All Country
World index, which we have also upgraded to Attractive. Given the risks, we remain Neutral on China equities in our Asia
strategy. We believe that it will still be possible to enter the market profitably once there is greater clarity. For investors
with large allocations to China, the risks illustrate the need to consider diversification, and we do see opportunity in Asia
Pacific more broadly, including in India and Taiwan.

Read more in our latest Monthly Letter, “Geostationary orbit?”

Important information
As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and
Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment advisory and brokerage
services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different
laws and separate contracts. It is important that you carefully read the agreements and disclosures UBS provides to you about
the products or services offered. For more information, please visit our website at www.ubs.com/workingwithus.
© UBS 2024. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for
individual investors and are produced by UBS Global Wealth Management (which includes UBS Financial Services Inc. and UBS
International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors. The
two sources operate independently and may therefore have different recommendations. The various research content provided
does not take into account the unique investment objectives, financial situation or particular needs of any specific individual
investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of UBS AG
and an affiliate of UBS International Inc.

https://secure.ubs.com/public/api/v2/investment-content/documents/n-_PpFnqGv8PYEXJG6iHoQ?apikey=1AS8wxGGWLjxy6J92ees52Uz5ZrWmy6m


Non-Traditional Assets

Non-traditional asset classes are alternative investments that include hedge funds, private equity, real estate, and managed 
futures (collectively, alternative investments). Interests of alternative investment funds are sold only to qualified investors, and 
only by means of offering documents that include information about the risks, performance and expenses of alternative investment 
funds, and which clients are urged to read carefully before subscribing and retain. An investment in an alternative investment fund 
is speculative and involves significant risks.  Specifically, these investments (1) are not mutual funds and are not subject to the same 
regulatory requirements as mutual funds; (2) may have performance that is volatile, and investors may lose all or a substantial amount 
of their investment; (3) may engage in leverage and other speculative investment practices that may increase the risk of investment 
loss; (4) are long-term, illiquid investments, there is generally no secondary market for the interests of a fund, and none is expected 
to develop; (5) interests of alternative investment funds typically will be illiquid and subject to restrictions on transfer; (6) may not be 
required to provide periodic pricing or valuation information to investors; (7) generally involve complex tax strategies and there may 
be delays in distributing tax information to investors; (8) are subject to high fees, including management fees and other fees and 
expenses, all of which will reduce profits. 

Interests in alternative investment funds are not deposits or obligations of, or guaranteed or endorsed by, any bank or other insured 
depository institution, and are not federally insured by the Federal Deposit Insurance Corporation, the Federal Reserve Board, or any 
other governmental agency. Prospective investors should understand these risks and have the financial ability and willingness to accept 
them for an extended period of time before making an investment in an alternative investment fund and should consider an alternative 
investment fund as a supplement to an overall investment program. 

In addition to the risks that apply to alternative investments generally, the following are additional risks related to an investment in 
these strategies:

 Hedge Fund Risk: There are risks specifically associated with investing in hedge funds, which may include risks associated with
investing in short sales, options, small-cap stocks, “junk bonds,” derivatives, distressed securities, non-U.S. securities and illiquid
investments.

 Managed Futures: There are risks specifically associated with investing in managed futures programs. For example, not all managers
focus on all strategies at all times, and managed futures strategies may have material directional elements.

 Real Estate: There are risks specifically associated with investing in real estate products and real estate investment trusts. They
involve risks associated with debt, adverse changes in general economic or local market conditions, changes in governmental, tax,
real estate and zoning laws or regulations, risks associated with capital calls and, for some real estate products, the risks associated
with the ability to qualify for favorable treatment under the federal tax laws.

 Private Equity: There are risks specifically associated with investing in private equity. Capital calls can be made on short notice,
and the failure to meet capital calls can result in significant adverse consequences including, but not limited to, a total loss of
investment.

 Foreign Exchange/Currency Risk: Investors in securities of issuers located outside of the United States should be aware that even
for securities denominated in U.S. dollars, changes in the exchange rate between the U.S. dollar and the issuer’s “home” currency
can have unexpected effects on the market value and liquidity of those securities. Those securities may also be affected by other
risks (such as political, economic or regulatory changes) that may not be readily known to a U.S. investor.
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