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Equities within Capital Markets

♦ Financial Markets are an essential aspect of international trade

— efficient trade in raw materials & commodities

— managing cash flows

♦ Companies use Capital Markets to raise money for investment in their 
businesses and managing their balance sheets

— debt - credit risk

— equity - capital risk

— derivatives (off balance sheet)

♦ Brokers act as intermediaries between buyers and sellers

— companies issuing shares (equity) or bonds (debt)

— investors managing portfolios

♦ Corporate Finance intermediates changes in structure

— mergers and acquisitions

— changes balance sheet structure

What are we here for?
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Equities Stockbroking

♦ Corporate Finance and Equities are mutually dependent but distinct 
businesses in that each requires the presence of the other to thrive best

— They can exist independently yet have clear business synergies, each supporting the 
other

— They have to remain operationally isolated to prevent conflicts of interest that would 
damage both

♦ Equities Division are primarily directed towards exploiting the economies of 
scale through providing services to investors beyond just execution

♦ Make money through commission and trading by providing investment 
research, products and services to institutional investors

— Research

— Sales (distribution)

— Transaction Execution

— Ancillary Services (e.g. Prime Brokerage)

♦ The key to success: Active Client Management

— operate as a focussed team with defined objectives

The business perspective
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Adding Value to Investors - 1

♦ Research

— Assist investors in selecting stocks by providing recommendations based 

on detailed company analysis

— Assist in asset allocation by providing macro economic and strategy 

forecasts and scenario analysis

— Assist in portfolio construction and investment decisions with analytic 

tools, data and research into investment process

♦ Sales

— Act as filters on research information providing personalised regular 

contact

— Arrange meetings with analysts and customized services from within the 

Research pool

— Intermediate with Execution to convert goodwill into commission

— Manage the relationships with clients including prioritisation and 

distribution controls

Research and Distribution – Nectar to attract bees
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Adding Value to Investors - 2

♦ Execution

— Vanilla Service in its most basic form – low revenues but provides flow 
pool (liquidity) on which positions can be made at low cost (Edge)

— Large trades or Portfolio Trades or trades in illiquid stocks offer 
opportunities for extra services managing the execution to minimise 
market impact

— Some clients will pay extra for the bank to take on some of the execution 
risk – guaranteeing prices

— Risk management products such as exchange-traded derivatives or 
structured products can increase or reduce risk exposure

♦ Ancillary Services

— Global Custody – administrative management of portfolios (registration, 
dividends, etc)

— Prime Brokerage – stock lending to investors wanting to go short

— Hedge Fund Services – assist in the startup of hedge funds, introducing 
them to potential investors and covering startup costs in return for PB 
business later

Execution, enhancing yield and managing risk
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Research

♦ Where Fixed Income research is about credit quality (default risk), 

Equities research is about forecasting earnings growth

♦ This is a disciplined process requiring analysts to forecast whole 

balance sheets for at least five years into the future, to establish 

trends and identify key variables

♦ Target prices (from which recommendations are derived) are based

on the sum of present value of future earnings based on a discount 

rate incorporating an equity risk premium

♦ This process produce comparable results - based on common 

assumptions and using consistent methods - for this to be useful to 

investors

♦ The key to successful research is teamwork, discipline and structure -

plus curiosity and insight

A consistent, unified view of the world
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Distribution (Sales)

♦ The role of sales is to manage the relationships with clients, using research as 
the main product

♦ General Sales - manage clusters of clients and act as a single contact point 
communicating whatever research is most relevant in a daily call or email

♦ Specialist Sales (Global Sector Marketers) - cover all clients for a limited range 
of research products – acting as business managers for Research teams 

♦ Clients pay through overall commission - allocation to individual products / 
teams / people through broker votes rather than individual trades

♦ Clients are targeted based on size (funds under management) and ability to 
pay - key contacts (who can influence commission allocation) are then
identified and targeted to maximise impact

♦ Active control over access to research to maximise revenue impact and 
emphasise that it is a value added product and not a freebie

♦ Equity Client Relationship Directors (ECRD) manage the process

Marketing and Distribution Management
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Research 1 – Individual Companies

♦ The most obvious economy of scale – to publish what we have to 
know anyway

♦ Investors want help deciding which companies to invest in –
forecasting future price performance

♦ The nature of Company Statement of Accounts is to present each 
company to investors in the best possible light within the rules – e.g. 
Enron

♦ Equity Research can help interpret this to make things more 
transparent so that forecasts can be made on a more consistent basis 
(note potential conflict of interest with Corporate Finance)

♦ To value a company we must forecast cash flows and asset value 
changes into the future, based on growth rate assumptions, and then 
discount these back to the present based on the return investors
would pay for (risk-free rate plus equity risk premium)

“Lies, damn lies and statistics” – Benjamin Disraeli
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Research 2 – Macro – Economics and Strategy

♦ Growth rate drivers of companies may be 

— company-specific (e.g. investment in new infrastructure, superior 

marketing team, leading research) or 

— common to many companies – either industry or country effects –

company research should be consistent in use of macro assumptions

♦ Similarly investor appetite for risk (equity risk premium) is mostly not 

company-specific – combination of industry and country factors

♦ Forecasting these is a task for Strategy Research and Economic 

Research (Strategy Research is focussed on equity markets)

♦ Strategy Research also has the task of deriving market forecasts

(country or industry) to assist investors making asset allocation 

decisions – which should be consistent with aggregated company 

forecasts

The Big Picture
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Research 3 - Analytics - Quantitative Research

♦ Systematic investment processes require high quality data

— construction of databases is a specialist task

♦ Portfolios can have unexpected risks

— risk measurement and decomposition is not straightforward

♦ Asset Allocation and Portfolio construction require discipline

— optimisers can assist in processing information in a consistent way

♦ Investment processes have to be clear

— identification of meaningful styles of investment

♦ Quantitative disciplines require specialist statistical knowledge

— brokers can add value to the investment decision processes of clients

Meet the Geeks
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Marketing Quants – not just Salesmanship

♦ UBS has the best quant research group in the world

— how do we convert this into revenue & votes?

♦ Clear marketing message - Value Added Process Enhancement

♦ Systematic marketing

— regular global marketing tours – maintaining relationships

— variation of analyst / message / product

♦ Disciplined client / contact records

— know who our contacts are / what we have done for them

— 2,500 people at 500 institutions

♦ Thorough follow-through - value added comes through service

♦ Targeted research distribution

— make sure each publication is going to the right people

Translating pointy-head into human?
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The Result

♦ Since 2000 client activity with quant department increased 500%

♦ UBS has the best quant research group in the world

— Ranked top 3 in Institutional Investor Surveys for Global, Europe, Asia & 

Japan

— Ranked 1st in Extel Europe Survey for last three years

– one third of the individual nominations

– 3rd highest team vote across all UBS Equities products

– 11th highest team vote across all broking houses

— This year David Jessop won overall Best Rising Star Analyst

♦ Quantitative Research is one of UBS’s most popular products

♦ Accounts for about 5% of commission revenues overall

— But for some major clients as high as 25% or more

Revenge of the Nerds
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Summary

♦ Equities is a business, not a process

— think outside the box

♦ High quality, consistent product

— focus on added value

— discipline & structure

— open and transparent

♦ Targeted sales - maximise revenue potential

— active client management

— systematic, teamwork coverage

♦ Distinctive culture helps

— flat hierarchy, involved accessible management

— collaborative, consensus decisions, team approach

— willingness to embrace radical solutions

— high staff retention

— emphasis on efficient work and balanced life

Teamwork, Structure, Discipline, Focus
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Disclaimer

This material has been prepared by UBS AG, or an affiliate thereof ("UBS"). In certain countries UBS AG is referred to as UBS SA.

This material is for distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, 
financial situation or particular needs of any recipient. It is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy 
or sell any securities or related financial instruments. No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness 

or reliability of the information contained herein, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in 
the materials.  It should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this material are subject to 
change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and 
criteria. UBS is under no obligation to update or keep current the information contained herein. UBS, its directors, officers and employees' or clients may have or 

have had interests or long or short positions in the securities or other financial instruments referred to herein and may at any time make purchases and/or sales in 
them as principal or agent. UBS may act or have acted as market-maker in the securities or other financial instruments discussed in this material. Furthermore, 
UBS may have or have had a relationship with or may provide or has provided investment banking, capital markets and/or other financial services to the relevant 
companies. Neither UBS nor any of its affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage 
arising out of the use of all or any part of this material.

Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Past performance is not necessarily 
indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security or related instrument mentioned in 

this presentation. Prior to entering into a transaction you should consult with your own legal, regulatory, tax, financial and accounting advisers to the extent you 
deem necessary to make your own investment, hedging and trading decisions. Any transaction between you and UBS will be subject to the detailed provisions of 
the term sheet, confirmation or electronic matching systems relating to that transaction. Clients wishing to effect transactions should contact their local sales 
representative. Additional information will be made available upon request.

United Kingdom and rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who 
are market counterparties or intermediate customers (as detailed in the FSA Rules) and is only available to such persons.  The information contained herein does 
not apply to, and should not be relied upon by, private customers.  Switzerland: These materials are distributed in Switzerland by UBS AG to persons who are 

institutional investors only.  Italy:  Should persons receiving this material in Italy require additional information or wish to effect transactions in the relevant 
securities, they should contact Giubergia UBS SIM SpA, an associate of UBS SA, in Milan. United States: These materials are distributed by UBS Securities LLC or 
UBS Financial Services Inc., subsidiaries of UBS AG, or solely to US institutional investors by UBS AG or a subsidiary or affiliate thereof that is not registered as a 
US broker-dealer (a "non-US affiliate"). Transactions resulting from materials distributed by a non-US affiliate must be effected through UBS Securities LLC or UBS 

Financial Services Inc. Canada: These materials are being distributed in Canada by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the 
principal Canadian stock exchanges & CIPF. Hong Kong: The materials relating to equities and other securities business, and related research, are being 
distributed in Hong Kong by UBS Securities Asia Limited. The material relating to corporate finance, foreign exchange, fixed income products and other banking 
business, and related research, are being distributed in Hong Kong by UBS AG, Hong Kong Branch.  Singapore: These materials are distributed in Singapore by 
UBS Securities Singapore Pte. Ltd or UBS AG, Singapore Branch.  Japan: The materials relating to equities, fixed income products, corporate finance and other 

securities business, and related research, are distributed in Japan by UBS Securities Japan Ltd. The materials relating to foreign exchange and other banking 
business, and related research, are distributed in Japan by UBS AG, Tokyo Branch.  Australia: These materials are distributed in Australia by UBS AG (Holder of 
Australian Financial Services Licence No. 231087) and UBS Securities Australia Ltd (Holder of Australian Financial services Licence No. 231098).  New Zealand: 
These materials are distributed in New Zealand by UBS New Zealand Ltd.

 2004 UBS. All rights reserved. UBS specifically prohibits the redistribution of this material and accepts no liability whatsoever for the actions of third parties in this 
respect.


