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Dear Reader,

It is apt that we publish this edition of the Investment Strategy
Guide on the eve of the Lunar New Year. China’s “big bang” exit
from zero-COVID not only spells good news for the hundreds of
millions who will be able to travel and reunite with their families
for the holiday after more than three years, but it has also injected
optimism about a global soft landing into the markets. Some
inflection points we had anticipated for 2023 may now arrive
sooner than expected. This has opened up opportunities for inves-
tors, not only in China but also in other asset classes tied to Chi-
na’'s recovery, such as emerging markets and commaodities.

Europe, too, has benefited from a milder winter, with falling natu-
ral gas prices and fiscal support helping to cushion the downturn.
On the other hand, in the US, while the labor market remains
resilient, weaker economic data, mixed earnings results, and more
tech layoffs continue to suggest that growth and profits are slow-
ing. So how should investors respond to the apparent divergence
in growth trajectories across different economies and markets?

As we note in our monthly House View letter, we believe this is a
market in which selectivity will be rewarded, and our positioning
reflects that. We incorporate a combination of defensive, value,
and income opportunities that should outperform in a high-infla-
tion, slowing-growth environment, alongside select cyclicals that
should perform well as and when markets start to anticipate the
inflections in inflation, rates, and growth.
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Given our view that the inflection point for growth in the US will
come later than in China or Europe, we maintain our least pre-
ferred view on US equities. Aside from the Fed pausing rate hikes,
the end of downward earnings revisions is the other key catalyst
for US equities to start a sustainable bull market rally. In our
regional equity allocation, we upgraded emerging markets to
most preferred. China's idiosyncratic recovery and a softer US dol-
lar should now support emerging market equity performance ver-
sus developed markets.

Within US equities, we moved consumer discretionary from least
preferred to neutral. Although slower growth in the US could
continue to weigh on the sector, China’s reopening should pro-
vide a boost, particularly for the more traditional, less tech-ori-
ented parts of the sector. As we discuss in our thematic spotlight
on “Reopening China,” we believe the bulk of the upside from
the recovery is likely to be in segments leveraged to stronger Chi-
nese consumer spending.

We also upgraded our view on commodities to most preferred.
China’s rebound should benefit energy and base metals. Com-
modities stand to benefit from secular demand drivers, such as
the global shift to net-zero. Commodities also face supply chal-
lenges stemming from the war in Ukraine, climate developments,
and broad underinvestment in upstream capacity. Read our asset
allocation implementation section for more detailed guidance
across asset classes.

We hope this guide will help you set your portfolio on the right
track for the year ahead. As always, we encourage you to reach
out to your financial advisor for any questions on our latest
positioning.

Regards,

o—

Solita Marcelli

This report has been prepared by UBS AG, UBS Switzerland AG,
UBS AG Singapore Branch, UBS AG Hong Kong Branch, and
UBS Financial Services Inc. Please see important disclaimers and
disclosures at the end of this document.
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Gauging the inflections

Challenging backdrop

Despite recent encouraging
economic data, the near-term
backdrop remains one of high
inflation, rising rates, and
slowing growth.

Inflections coming Be selective Asset allocation

China is reopening faster, We position with a combi- We add preferences for
growth has proven resilient, nation of defensive, value, emerging market equities,
and some parts of the market  and income opportunities, emerging market bonds, and
will inflect sooner than alongside select cyclicals that commodities. In currencies,
others. Dispersion is likely to should perform well as and we move the euro to neutral
be elevated. when markets start to from least preferred.

anticipate the inflections.

Mark Haefele
Global Chief Investment Officer
Wealth Management

Follow me on LinkedIn
linkedin.com/in/markhaefele

Follow me on Twitter
twitter.com/UBS_CIO
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Markets are off to a solid start in 2023 as falling inflation, relatively robust economic
data, and China’s COVID policy change drive investor hopes of a “soft landing” for
the global economy.

The big question now is whether the latest activity readings and China’s reopening
mean the current rally will prove durable, or if we face more volatility and uncertainty
ahead.

In our Year Ahead report, we said that 2023 would be a “Year of Inflections,” with the
timing and magnitude of turning points in inflation, interest rates, and growth shaping
the outlook for markets. In this letter, we assess the progress of the key inflection points
and the implications for positioning.

In short, the backdrop remains one of high inflation, rising rates, and slowing growth.
But at the same time, labor market and inflation data in recent weeks has been
encouraging, and we recognize that some parts of the market will reach inflection
points before others, meaning dispersion between different geographical markets and
sectors is likely to be elevated. We therefore think selectivity will be rewarded, and
our positioning reflects that.

For example, we think China’s reopening should allow for a faster turning point in
global growth and prove supportive of emerging market equities and commodities. We
have added a preference for both asset classes this month. Lower gas prices should
reduce recession risks in Europe, and we have moved to a neutral view on the euro
from least preferred. We have also added a preference for emerging market bonds rela-
tive to high grade bonds, given cooling US inflation and China’s policy shift.


https://www.linkedin.com/in/markhaefele/
https://www.linkedin.com/in/markhaefele/
http://www.twitter.com/UBS_CIO
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The risk-reward for broad

US indexes remains unfavorable,
and we are selective in our
equity positioning.

US and European growth
has shown resilience, while
China is reopening faster.
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By contrast, still-tight labor markets in the US mean that investor and central bank con-
cerns about inflation are likely to persist despite recent declines in price readings. In
addition, we do not believe that US valuations fully reflect the earnings contraction we
expect this year. The risk-reward trade-off therefore remains unfavorable for broad US
indexes, in our view, and we retain a least preferred stance on US equities and the tech-
nology sector.

Elsewhere, within equities, we continue to favor healthcare, consumer staples, and
energy. In fixed income, we prefer higher-quality bonds, including high grade and
investment grade, relative to high yield credit. In currencies, we have moved the Swiss
franc down to neutral, have a most preferred view on the Australian dollar, and retain a
least preferred view on the British pound.

Latest Macro impact: Investment

developments Positive / negative implications

China ending Positive for Chinese and - Supportive of commodities
zero-COVID policy faster than  global growth and emerging market equities

expected — Boost for reopening beneficiaries
in China and emerging market
sovereign bonds
— Less downside risks to consumer
discretionary stocks

— Less downside risks for the euro
— Positive for German equities,
which should also benefit
from China reopening

Lower European Shallower downturn
gas prices in Europe and positive
for recovery in 2023

Inflation moderating,
but labor markets

Central banks to slow
the pace of rate rises,

— Supportive of commodities as an
inflation hedge and beneficiaries

remain tight but inflation remains a of China reopening
risk and rate cuts remain — Positive for value stocks, which
distant tend to outperform in elevated

inflation environments

Source: UBS, as of January 2023

Growth: Resilience so far, but divergence ahead

What's happened?

In the US, consumer spending has continued to increase in real terms despite the
impact of higher prices and interest rates on household budgets. Even after disappoint-
ing retail sales data for December, the Atlanta Federal Reserve’s GDPNow tracking esti-
mate for consumption expenditures shows a 2.6% growth rate in the fourth quarter of
last year.

In Europe, mild weather has allowed gas storage facilities to be filled, contributing to a
fall in gas prices. Hard economic data, including industrial production, and sentiment
surveys have also been stronger than expected.

And in China, Beijing has opted for a “big bang” exit from its zero-COVID policy, which

will likely result in a peak in infections in major cities within weeks, and thus pave the
way for a faster-than-anticipated economic recovery.
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We expect to see a divergence
in the growth trajectories for
different regions.

We expect market volatility
to continue and are selective
in our equity allocations.
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Figure 1

Mild winter weather in Europe has contributed to a fall in gas prices
Dutch natural gas price, in EUR / MWh
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Source: Bloomberg, UBS, as of January 2023

What do we expect?
From here, we expect to see a divergence in the growth trajectories for different
regions.

The US economy is likely to slow further. The savings rate has fallen close to 2%, near its
record low, suggesting limited capacity among consumers to continue to spend. The hous-
ing sector has turned sharply lower in response to higher mortgage rates: Existing home
sales are down 35% year-over-year in November. Leading indicators also suggest weakness
ahead: The ISM manufacturing PMI has been in contraction territory since November, and
the ISM services PMI fell to 49.6 in December, the lowest reading since May 2020.

By contrast, growth in Europe is likely to accelerate in the coming months. Lower gas
prices and fiscal support have helped cushion the downturn. We now see upside risk to
our estimate that Eurozone GDP in the fourth quarter of 2022 shrank 0.4% from the
previous quarter, and for the first three months of 2023, growth could be flat or even
slightly positive. We expect a further improvement in the second and third quarters.

In China, the surge in infections and consumer caution are likely to dampen growth in
the near term. But mobility data are pointing to increasing activity. Subway ridership,
for example, rebounded rapidly in the first half of January, with the seven-day moving
average reaching around 70% of 2020 levels based on our tracker. We expect a recov-
ery in consumption and activity from February and a further acceleration from the sec-
ond quarter onward. Beijing’s supportive monetary and fiscal policy stance and house-
holds’ pent-up savings should provide an additional boost. Overall, we expect GDP
growth to recover to around 5% in 2023.

What does it mean for investors?

Until a trough for the US economy and global corporate earnings is more clearly in sight,
we expect equity market volatility to continue. As such, we are selective in our equity allo-
cations. Improvements in Europe and China create opportunities for investors.

Since October’s low in global equities, emerging market equities have already outper-
formed US equities by 10 percentage points, but China’s reopening should enable this
trend to continue. We move emerging market equities to most preferred and retain US
equities at least preferred in our asset allocation. We also expect China to outperform
other regional markets in the months ahead. We estimate 13.8% earnings per share
growth for MSCI China in 2023 compared with 6% for MSCI Asia ex-Japan.



Inflation is peaking, allowing
central banks to slow the pace
of rate hikes.
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In Europe, we move our view on the euro from least preferred to neutral. European
Central Bank policymakers are likely to remain hawkish for some time as they aim to
bring inflation all the way down to the 2% target. We also continue to like German
equities, which should benefit both from improving growth in Europe and from China’s
reopening, given the German market’s export-oriented composition.

Inflation: Falling, but how fast?

What's happened?
Inflation has continued to fall from its peaks late last year, largely supported by falling
energy prices.

US inflation fell to 6.5% year-over-year in December after 7.1% in November and 7.7%
in October. Meanwhile, Eurozone inflation slowed to 9.2% year-over-year in December,
down from 10.1% in the prior month, and surveys show that both input and output
prices are now rising at their slowest rate for 12 months.

What do we expect?

The decline in inflation is already enabling central banks to slow, or discuss slowing, the
pace of rate hikes. However, uncertainty remains about how smoothly and quickly infla-
tion will fall back to target, most notably because of continued tightness in labor markets.

US nonfarm payrolls increased by 223,000 in December, around double the pace of
growth in the workforce. The unemployment rate, at 3.5%, is at a 50-year low. And
the JOLTS survey data showed job openings dropped by just 54,000 month-over-
month in November to 10.46 million, meaning there are still 1.74 vacancies for every
unemployed person. This is translating into high wage growth. The Atlanta Fed's
wage tracker shows the three-month rolling average of wage growth at 6.1% in
December, and, with the quits rate high by historical standards, it is important to note
that job switchers are achieving 7.7% wage growth.

Figure 2

A tight US labor market means inflationary pressures from wages remain

US jobs per unemployed, Employment Cost Index (ECI), y/y, in %. Since May 2021, there has been more than
one job per unemployed, a sign of a tight labor market
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The risk is that price and
wage inflation proves stickier than
expected.

Central banks have reduced
the pace of hiking, but rate cuts
remain a long way off.
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In Europe, although headline inflation has fallen, core inflation has risen to a record
5.2%, and the ECB has highlighted that “wage growth over the next few quarters is
expected to be very strong compared with historical patterns.”

What does it mean for investors?

Lower inflation is positive for markets, but at over 6% in the US, there is still a long way
to go before investors, or central banks, can feel comfortable that inflationary risks are
behind us. The risk is that price and wage inflation proves stickier than expected and
does not fall smoothly back down to central bank target levels.

As a result, we retain a preference for value stocks relative to growth, given that value
stocks tend to outperform during periods of elevated inflation, and growth stocks could
be at risk if inflation proves to be stickier than we, or the market, expect in our base
case.

We also think uncertainty about inflation speaks in favor of including a tactical alloca-
tion to commodities within portfolios. Commodities should benefit from increased
demand following China’s reopening, but can also act as a portfolio hedge against
inflation proving more persistent than expected.

Figure 3
The reopening of China’s economy creates upside for commodities

Chinese commodity demand, as a share of global (2021), in %
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Source: BP Statistical Review of World Energy, Woodmac, WGC, Silver Institute, Johnson Matthey, USDA, ICCO, UBS,
as of January 2023

Monetary policy: Peaks in sight, but cuts remain distant

Lower headline inflation has helped alleviate some pressure on central banks, and the
Fed, ECB, and Swiss National Bank all shifted to a 50-basis-point pace of interest rate
increases in December, after 75bps in their previous rate hikes. The Fed is widely
expected to slow the pace of rate hikes further, to 25bps, at its next meeting on 31 Jan-
uary—1 February.



Sustainable rallies have

historically required investors

to anticipate rate cuts, not
just an end to hikes.

Scenario targets
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What's the outlook?

Markets, economists, and policymakers have a fairly clear consensus about the likely
peak for interest rates in the near term. Both the Fed’s “dot plot” and financial market
pricing imply a further 50-75bps of interest rate increases before a peak. Federal funds
futures currently imply that rates will peak around 4.95% in June, and most Fed offi-
cials expect a peak between 5% and 5.25%.

However, the timing of future rate cuts is much more uncertain. Market pricing suggests
the Fed will bring rates back down to 4.5% by the end of 2023, yet the minutes of the
Fed’'s December meeting showed no policymaker backing rate cuts until 2024. In verbal
comments, central bankers have also continued to push back against the market’s pric-
ing of a more dovish future policy stance. Atlanta Fed President Raphael Bostic said inter-
est rates should stay above 5% for “a long time,” adding he was “not a pivot guy.”

Similarly, in Europe, ECB President Christine Lagarde has said the central bank must pre-
vent faster-than-expected wage growth from fueling inflation, and policymakers do
appear concerned that high headline inflation rates could translate into higher wage
settlements, risking a wage-price spiral. With this in mind, rate cuts appear to remain a
distant prospect in Europe, too, and we cannot rule out the possibility that the ECB will
lift the deposit rate to as high as 3.5%.

What does it mean for investors?

The recent decline in inflation does support a slower pace of interest rate increases from
major central banks and is consistent with a likely “peak” for interest rates in the first
half of 2023.

However, as we discussed in our Year Ahead outlook, sustainable rallies for the broad
equity indexes have historically required investors to start anticipating actual rate cuts,
rather than a mere end to hikes. And here, uncertainty is higher. Tight labor markets
and continued hawkish commentary mean it is likely to be hard for financial markets to
fully anticipate interest rate cuts, and we should therefore expect more volatility in the
near term.

Spot* Upside Base case Downside
MSCI AC World 762 850 720 640
S&P 500 3,929 4,400 3,700 3,300
EuroStoxx 50 4,174 4,550 3,800 3,300
MSCI China 72 78 72 55
US 10-year Treasury yield 3.37% 2.5% 3.5% 4.5%
US 10-year breakeven yield 2.12% 2% 2.25% 3%
US high yield spread** 425bps 300bps 550bps 850bps
US IG spread** 110bps 60bps 120bps 200bps
EURUSD 1.08 1.10 1.07 1.00
Commodities (CMCI Composite) 1,915 2,200 2,100 1,600

Gold

USD 1,904/0z

UsD 2,000-2,100/0z UsD 1,800/oz usD 1,500-1,600/0z

* Spot prices as of market close of 18 January 2023

** During periods of market stress, credit bid-offer spreads tend to widen and result in larger ranges.

Note: The asset class targets above are for June 2023 and refer to the respective macro scenarios. Individual asset prices can be influenced by factors not reflected

in the macro scenarios.

Source: UBS, as of January 2023
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Scenario analysis

Scenarios Upside Base case Downside Things to watch

(June '23)

Probability 25% (up from 20%) 50% 25% (down from 30%)

Inflation / Inflation falls faster than Inflation continues to slow Inflation proves more persis- US: CPl and PCE inflation

Central banks

expected, allowing central
banks to tilt toward rate cuts
sooner.

in the US and in Europe,
allowing the Fed, the ECB,
the SNB, and the BoE to
complete their hiking cycles
in TH23.

As inflation comes closer to
major central bank targets
toward end-2023, interest
rate cuts are considered later
in the year.

tent than central banks and
markets expect, resulting in
a protracted period of tighter
monetary policy.

US: ISM prices-paid subindex
US: Average hourly earnings
US: JOLTS openings and hires
Eurozone: HICP inflation
Global: Oil price

Economic Economic activity reacceler- The US economy slows Growth in Europe and US, China: Manufacturing PMI
growth atels;as faIILn(_?dinﬂation boosts  further and enters a mild t:e uUs falls n:jore sharply ) US, China: Services PMI
real household incomes. recession in 2H23, owingto  than expected owing to tight . )
. 9 L . 9 9 US, China: Industrial
: . " the lagged impact of mone-  monetary policy and a deep- .
Financial conditions ease, . . U - production
e . tary policy. ening cost-of-living crisis.
lifting market valuations. } . N ) US: Change in nonfarm
" ook § . Economic activity in China Financial condltlons tlghten payrolls
€ outioox for corporate reaccelerates from 2Q23 furth‘er, causing stress in o .
earnings improves. onwards. the financial system. China: Consumgr mobility
Central banks cut interest Europe: Gas prices
In the Eurozone and the UK,
. rates toward 2H23 as reces-
lower energy prices pose sion deepens and unemploy-
upside risk to growth. We
. 2 ) ment and corporate defaults
still expect activity to remain . .
rise. Economic recovery starts
below trend through the .
. in 2024.
winter months, followed by
a modest recovery.
Geopolitics The war in Ukraine The war in Ukraine drags China takes a U-turn in its War in Ukraine: Territorial shifts
and others deescalates, e.g., via a on and keeps markets vola- ~ economic reopening as

ceasefire agreement.

A quicker-than-expected
reacceleration in China
boosts global demand.

tile for the foreseeable
future. A cessation of hostili-
ties remains an unlikely out-
come.

Global financial conditions
remain tight, increasing the
market's vulnerability to
negative surprises or external
shocks.

COVID cases soar.

The war in Ukraine escalates
or US-China tensions inten-
sify.

Tail risk: The US debt ceiling
is not raised by July or
August, resulting in a US
Treasury default and a global
market sell-off.

War in Ukraine: Weapons
supply

War in Ukraine: Putin support
polls

Other: Financial conditions
indexes

Market path

Risk assets are lifted by
easing financial conditions
and a brightening outlook
for global growth.

Markets remain volatile
throughout 1H23 owing to
uncertainty about inflation,
monetary tightening, and
economic growth.

Risk assets start trending
higher in 2H23 amid turning
points in growth, inflation,
and interest rates.

Markets experience a severe
downturn, with global
equities posting double-digit
losses.

Credit spreads widen, while
safe-haven assets benefit.

Source: UBS, as of January 2023
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We incorporate a combination

of defensive, value, and income
opportunities, alongside select cycli-
cals.
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Investment views

The near-term backdrop remains one of high inflation, rising rates, and slowing growth.
At the same time, lower inflation, China’s reopening, and relatively resilient growth
data have been positive for markets over recent weeks. And when inflection points are
reached, market rallies can be swift.

We therefore like strategies that provide exposure to equity market upside while adding
downside protection. We also think selectivity will be rewarded, and our positioning
reflects that. We incorporate a combination of defensive, value, and income opportuni-
ties that should outperform in a high-inflation, slowing-growth environment, alongside
select cyclicals that should perform well as and when markets start to anticipate the
inflections. Diversification, including into alternatives, remains a key pillar of portfolio
risk management in the current environment, while we continue to see long-term
opportunity in the era of security and by investing sustainably.

This month we make the following changes to our asset class preferences:

— We upgrade emerging market equities from neutral to most preferred. We expect
China’s reopening to be positive for export demand, and over the course of the
year anticipate a weaker US dollar, which tends to be supportive of emerging mar-
ket stocks. Earnings momentum and earnings estimate revisions are bottoming rel-
ative to developed market peers. The MSCI Emerging Markets index still trades at a
40% discount to MSCI World (at a 12-month forward price-to-book ratio of 1.5x
versus 2.5x), a level historically consistent with positive performance in the next
12 montbhs.

— We move consumer discretionary stocks from least preferred to neutral. Although
slower US growth could continue to weigh on the sector, China’s reopening should

Figure 4

EM performance leads earnings recovery by almost 3 months
MSCI EM 6-month price performance (lhs) and 6-month change in forward EPS (rhs), in %
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Source: Refinitiv Datastream, UBS, as of January 2023

provide a boost, particularly for the more traditional, less tech-oriented parts of the
sector. Overall valuations have improved over the last 12 months; the sector’s price-
to-earnings ratio was trading at 24x at the beginning of 2022 and is now at 18x, or
a 5% discount versus the 10-year average.

— We upgrade commodities from neutral to most preferred. Commodities continue to
benefit from secular demand drivers, such as the global shift toward net-zero carbon

February 2023 UBS House View 11
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emissions. We now also anticipate a cyclical upswing in demand as economies
approach growth inflection points. China’s faster reopening should benefit both
energy and industrial metals. The lack of adequate supply growth or even outright
production cuts also favor higher prices in energy, industrial metals, and parts of
agriculture. Expected returns in commodities benefit from attractive carry; down-
ward-sloping futures curves offer roll gains, while higher yields have improved
returns on cash collateral. A risk to our view is that China’s property sector recovers
more slowly, reducing the expected pickup in commodity demand.

— We move emerging market bonds from neutral to most preferred. Spreads have
tightened recently on the back of the decline in US inflation, the shift in China’s
COVID policy stance, and increased support for China’s property sector. Our view is
that this can continue over the short term. We see the performance of this seg-
ment being driven by carry and upside on special situations in the distressed space.
This includes sovereigns willing and able to work with the International Monetary
Fund or other international lenders, or where we see upside to potential restructur-
ing scenarios.

— Within fixed income more broadly, rate volatility has moderated as the inflation out-
look has cooled and expectations grow that central banks are close to the end of

Investment idea

Protect with
defensives
and value

Slowing US growth, rising interest rates, and fears about inflation proving more persistent are likely to impact markets
over the coming months. Defensive sectors such as consumer staples and healthcare should prove relatively insulated
from a weakening economy, while value stocks tend to perform well when inflation is high. Elsewhere, high grade bonds
and currencies like the Swiss franc and Japanese yen should also offer defensive characteristics.

Seek income
opportunities

Interest rates and bond yields moved significantly higher in 2022, boosting the range of options for investors seeking
income, and we see particular opportunity in investment grade bonds, resilient credits, emerging market credit, and qual-
ity-income stocks. Market volatility itself can also offer investors a means of generating income. A slowing US economy
means we are cautious on high yield credit.

Anticipate
the inflections

In our base case, broad equity markets face a challenging backdrop in the months ahead. But we also believe that 2023
will bring inflection points in inflation, monetary policy, and economic growth, which will eventually lead to a turning
point for broader markets. Lower inflation data and China’s reopening also mean that turning points may come earlier for
individual parts of the market. Investors should therefore plan how to phase cash into markets, and seek opportunities in
commodities, emerging markets, early-cycle markets like Germany, select stocks exposed to China’s reopening process,
the Australian dollar, and currency structures to take advantage of the turn in the US dollar.

Seek uncorrelated

Equities and bonds failed to act as a counterweight to each other’s performance in 2022, as concerns around monetary

hedge fund policy and inflation drove their correlation to a 23-year high. Despite data showing falling inflation, fears about future

strategies inflation and monetary policy are likely to remain in focus in 2023, and so uncorrelated hedge fund strategies such as
macro, equity market neutral, and multi-strategy funds should once again play an important role in diversifying portfolios.

Position for The government, business, and consumer response to US-China tensions and Russia’s invasion of Ukraine demonstrate

the era of security

that we are entering an era of security, in which energy security, food security, and technological security will be increas-
ingly prioritized, even if they come at the cost of efficiency. The era of security will drive winners and losers across the
investment landscape. We see opportunities in greentech, agricultural yield, and cybersecurity solutions.

Invest sustainably

The long-term performance of sustainable investments remains strong on an absolute and relative basis, despite the
underperformance in certain areas over the past year. Sustainability can be a key driver of corporate performance, and
companies that manage their business, stakeholder, and environmental impacts better should also be well positioned to
deliver on financial results. As the past year has shown, investors should pay particular attention to portfolio diversifica-
tion by sector, style, and asset class.

Seek value and growth

in private markets

Some private market funds are likely to revise down net asset value estimates, as a result of the public market correction
in the past year. But putting fresh capital to work in private markets following declines in public market valuations has his-
torically been a rewarding strategy. In the current environment, value-oriented strategies are becoming increasingly attrac-
tive, in our view.
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FEATURE

their rate-hiking cycles. All-in yields remain appealing, particularly relative to oppor-
tunities in other asset classes, and investor demand for fixed income exposure has
increased. We maintain a preference for high grade (HG) and investment grade cor-
porate bonds (IG).

— In corporate high yield (HY), tighter lending standards feed through with a lag, and
the current slower growth and earnings in developed economies suggest higher
default risk in the future. Additionally, liquidity risk premiums are likely to rise over
time as global money supply continues to shrink. As a result, we see corporate HY
spreads as being vulnerable relative to corporate IG and HG and have a least pre-
ferred stance on HY.

— We move our view on the euro from least preferred to neutral. China’s reopening
should be positive for Eurozone exporters, and the ECB is likely to keep monetary
policy hawkish for some time to bring down inflation. We have a preference for the
Australian dollar, which is supported by China’s reopening, Australia’s relatively
strong economic growth, and a central bank that is likely to keep the reins tight
when the Fed starts to ease monetary conditions. We change our most preferred
view on the Swiss franc to neutral after its strong gains against the US dollar. Never-
theless, we believe the Swiss National Bank is committed to preserving the franc’s
strength to limit imported inflation, and that the currency will be supported by safe-
haven flows. In the UK, the weak growth outlook and still-high inflation are likely to
weigh on sterling, and we maintain our least preferred view.

Mark Haefele
Chief Investment Officer
Global Wealth Management
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ASSET ALLOCATION IMPLEMENTATION

Asset allocation implementation

The UBS House View is our current assessment of the global economy and financial markets,
with corresponding investment recommendations. The asset allocation implementation of this
view can vary based on the portfolio types and objectives.

Our tactical asset class preferences

Most preferred @ Least preferred

° NEW EM equities e US equities

* NEw EM hard-currency e US large-cap growth
bonds equities

* NEw Commodities e US government

e US large-cap value intermediate bonds

* UK equities ¢ US high yield corporate

e Australia equities e bonds

e US investment grade e Senior loans

corporate bonds
e US agency MBS
* QOil

Implementation guidance

Financial markets have ebbed and flowed with incoming data
on growth and inflation, and with implications for central bank
policy. We expect this to continue in the near term. News over
the past month has increased the probability of a global soft
landing and reduced the downside tail risks, resulting in a more
symmetric distribution of potential macro outcomes, and mar-
kets have rallied accordingly. This change in outlook is due to
China dropping its zero-COVID policies and reopening much
sooner than anticipated; Europe benefiting from better-than-
expected weather and steeply falling energy costs; and " Goldi-
locks” inflation and jobs data in the US. While headline US
inflation is falling rapidly, recent data indicate that the economy
is slowing in response to higher interest rates, with a resilient
labor market being the primary offset. The US economy’s ability
to achieve a soft landing hinges on inflation moderating back to
2% while significant job losses are avoided.

While the next 3-6 months are likely to remain volatile with
large market swings as investors assess whether inflation or
growth is falling faster, a better market outlook could emerge
later in year. The Fed stopping its rate hikes will be the clearest
sign that the risk-reward is starting to shift, and that is likely to
happen with the March FOMC meeting. The better news for
China and Europe means their growth should start to recover
by late 1Q and 2Q, respectively, while we expect the US to be
the laggard on growth inflecting higher. A consequence of
these regional macro dispersions is a preference for ex-US equi-
ties over the US. Aside from the Fed pausing rate hikes, the end
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of downward earnings revisions is the other key catalyst for US
equities to start a sustainable bull market rally. For now, we
maintain an overall risk bias that favors higher-quality and
defensive assets, while beginning to add risk selectively.

Equities

In our regional equity allocation, we upgraded emerging markets
to most preferred. China's idiosyncratic recovery and a softer US
dollar should now support emerging market equity performance
versus developed markets. Earnings momentum and revisions have
also bottomed in emerging markets versus developed markets, and
valuations look appealing even after the recent rally. US equities
remain least preferred across regions. The S&P 500 forward P/E is
about 17.5x, above the pre-pandemic average of 16.6x and higher
than at the start of the last two earnings seasons. We see limited
upside based on elevated valuations and earnings that we expect
to contract 4% in 2023. Among other regions, the UK and Austra-
lia stay most preferred. Australia should benefit from higher com-
modity prices and spillover benefits from China’s reopening. UK
equities are attractively valued with a forward P/E at a 34% dis-
count to global equities, while the market has high exposure to
energy and defensive sectors.

In our intra-US equity allocation, we maintain our value preference
and keep large-cap growth stocks as least preferred. Value stocks
tend to outperform in periods of above-average inflation, which
should persist for most of the year. Growth stock valuations also
still look elevated relative to real interest rates and from a historical
perspective. Growth stocks’ outperformance has extended their
lofty valuation premium versus value stocks, which trade at a large
discount relative to growth. Value stocks have also been out-earn-
ing growth stocks, and we expect that to continue in 2023.

In our US equity sector preferences, we maintain a defensive posi-
tioning. Our most preferred sectors are consumer staples (earnings
growth for the sector should be more resilient relative to the mar-
ket, and relative valuations are reasonable given the sector’s defen-
siveness), energy (free cash flow yield is attractive, capital discipline
has improved, and the sector should benefit from tight oil mar-
kets), and healthcare (drug pricing reform lifts a long-standing
overhang, providing earnings clarity; medical procedures are
rebounding; and profit growth should be more resilient versus the
market). We upgraded consumer discretionary to neutral from least
preferred, as it has significantly derated over the past 12 months
and should benefit from lower inflation and China's reopening. To



offset this, we further downgraded information technology, which
should continue to underperform as growth slows and rates stay
elevated, and the relative valuations of tech remain lofty and above
pre-pandemic levels. The other least preferred sector is financials, a
cyclical sector that faces the headwinds of slowing growth and net
interest margin compression.

Fixed income

Treasury yields have declined by about 20-40bps to start the
year on good inflation data and the market pricing in less Fed
tightening and an earlier start to rate cuts. The market is now
pricing in a terminal federal funds rate of about 4.85% and
close to 50bps of rate cuts before the end of 2023. We expect
the 10-year Treasury yield to trade within a range of 3.4-3.9%.
With the yield currently below 3.5%, we would trim some inter-
est rate exposure through longer-duration fixed income, looking
for a better entry point near the top of the expected range.

We maintain an “up in quality” allocation in fixed income as US
growth slows, while spreads for lower-quality bonds have tight-
ened significantly to start the year and do not adequately price
in the risk of a recession. Therefore, we continue to prefer
investment grade corporate bonds and US agency MBS for their
high quality relative to high yield corporate bonds and senior
loans, both of which remain least preferred. We prefer more
resilient credits, which also have the benefit of longer duration
in the event that Treasury yields fall in a recession.

Real assets

Commodity prices may drop in the short term due to slowing
global growth, but supply and demand dynamics should favor
the asset class from 2Q onwards. Consequently, we upgraded
the asset class to most preferred. We expect China’s growth to
rebound starting later in 1Q, supporting energy and base met-
als. Commodities stand to benefit from secular demand drivers,
such as the global shift to net-zero. Commodities also face sup-
ply challenges stemming from the war in Ukraine, climate devel-
opments, and broad underinvestment in upstream capacity.
Aside from supply and demand dynamics, commodities also
offer attractive carry, which we forecast in the high-single digits
attributable to roll gains and cash collateral returns.

We maintain oil as most preferred since prices are supported by
very low inventories and spare capacity, the desire of OPEC+ to
keep prices higher, and the risk of additional geopolitical ten-
sions. The outlook for industrial metals is more closely tied to
China’s recovery, which is likely to improve as the year pro-
gresses. We remain neutral on gold. Gold prices have reached
their highest level in six months, triggered by a rally in US bonds
and weakness in the USD on poor economic data. Gold has a
strong correlation with broad USD moves and a moderate link
to nominal rates. Given recessions risks, we reiterate gold’s
insurance qualities in a portfolio context.

Note: See explanations about asset classes in the Appendix. Changes are
based on the US asset class preferences table found in UBS House View
Monthly Extended: January 2023, published on 15 December 2022. *We
hold a most preferred stance on EM Hard Currency sovereign bonds and
remain Neutral on EM Hard Currency corporate bonds.

ASSET ALLOCATION IMPLEMENTATION

Our preferences

Most
preferred

Least
preferred

Cash

Fixed Income

US Gov't FI
US Gov't Short
US Gov't Intermediate ()
US Gov't Long

TIPS

US Agency MBS

US Municipal
US IG Corp FI
US HY Corp FI

Senior Loans

Preferreds

CMBS

EM Hard Currency FI*

EM Local Currency Fl

Equity

US Equity e

US Large Cap Growth (]

US Large Cap Value

UsS Mid Cap

US Small Cap

Int'l Developed Markets

UK

Eurozone

Japan

Australia

Emerging Markets

Other

Commodities

Gold

Oil

MLPs

US REITs
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BULL MARKET MONITOR

Bull Market Monitor

Equity markets have been helped by more favorable inflation data

W

Current status

We judge that the economy is in late-cycle, with growth slowing
and the Fed continuing to hike rates. We also judge that the econ-
omy is not in recession, but downside risks are high as tighter policy
weighs on activity.

What's new?

COVID-19 hospitalizations and deaths have risen off of their recent
lows. However, with few government restrictions in place and many
people returning to more normal lifestyles, the economic impact
has been limited. Economic data for December was mostly weaker.
The ISM Manufacturing PMI fell to 48.4 from 49 in November, while
the Services PMI dropped sharply to 49.6 from 56.5. Manufactur-
ing output fell by 1.3%, and retail sales were down 1.1%. Nonfarm
payrolls increased by 223,000, the smallest rise since December
2020, while the unemployment rate fell to 3.5%, matching the
pre-pandemic level at a 50-year low. CPI inflation slowed to 6.5%,
down from a peak of 9.1% in June.

The Fed raised rates by 50 basis points on 14 December, setting the
federal funds target range at 4.25-4.5%. Public comments from
FOMC participants suggest that there will be another rate hike on 1
February, but it is likely to be only 25bps. Markets are pricing in rate
cuts to start before the end of the year.

The yield curve is inverted, with 2-year Treasury yields around 70bps
higher than 10-year. Spreads on corporate bonds narrowed over the
past month. Mobility indicators suggest that there is little residual
impact from the pandemic.

What are we watching?

We are looking at a wide range of indicators to gauge the strength
of consumer demand, inflation, and labor market conditions. We are
watching for any hints that the Fed is approaching the end of the
rate-hiking cycle.

What are the investment implications?

We like strategies that provide exposure to equity market upside
while adding downside protection. We upgrade emerging market
equities to most preferred.
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Key cycle indicators

The cycle indicators gauge whether the econ-
omy is overheating and if financial conditions
are restricting growth. These determine our
assessment of where we are in the cycle.

w Current < Previous
Economic indicators
Growth (relative to potential)

v
———

Below Above

Labor market

v
Shrinking Growing
Mobility (relative to normal)

v

Restricted Unrestricted
Inflation (relative to 2%)

v <
Below Above

Financial indicators

Monetary policy

v
S —]
Accommodative Restrictive
Yield curve
v
S —]
Steep Inverted

Credit conditions

v

Loose Tight

Each indicator is evaluated relative to a neutral
level that is sustainable over time in order to
determine whether the economy is at risk of
overheating or if financial conditions will start
to restrict growth.



Reopening China

ClO’s recently added preferences for both commodities and
emerging markets stem from our view that China’s reopening
should fuel a turning point for global growth. Chinese equities
were also recently upgraded to most preferred within Asia-ex
Japan. The upgrade was driven by a faster-than-anticipated re-
opening; increased domestic policy support; signs of stabilization
in the property market; easing regulatory pressures on Chinese
internet companies with the US now having full access to au-
dited financials of US-listed Chinese companies; and stronger
expected earnings growth compared to other emerging markets.

As such, we recently launched a theme, "Reopening China,"
that includes a stock list of US companies we expect to benefit
from China’s abandonment of the zero-COVID policy. While
some stocks leveraged to the reopening have performed well in
recent weeks, we continue to see opportunity for further earn-
ings upside, and see the "Reopening China" theme as a way to
anticipate the inflection point in markets.

After years of enforcing a strict COVID-19 containment strat-
egy, China is reopening at a rapid pace and is expected to fully
reopen during the first quarter of this year. Ebbs and flows are
expected as episodic COVID-19 waves work their way through
the population, and we are already seeing a proliferation of the
disease in the early days of reopening. Still, China’s top policy-
makers have shifted the focus to economic growth and are likely
to continue to adopt pro-growth initiatives to smooth the path.

We believe the bulk of the upside is likely to be in segments
leveraged to stronger Chinese consumer spending. A boost in
private consumption will be key to China’s economic recovery.
Years of pent-up demand could lead to "revenge" spending in
consumer services. As mobility indicators improve, this should be
beneficial to consumer-facing companies, like casinos in Macau
that US companies have exposure to. The return of international
tourism should provide a source of upside to earnings as well.

When crafting our stock list, not only did we screen for compa-
nies with revenue exposure to China, but we also did for those
that might benefit indirectly from the knock-on effects that
surging China demand might have, especially on the commodity
complex. China represents a large share of global commodity de-

TOP THEMES

Authors

Michelle Laliberte, CFA

Thematic Investment Strategist

Nadia Lovell
Senior US Equity Strategist

Matt Tormey
Equity Strategist

David Lefkowitz
Head of US Equities

mand. Qil prices are likely to increase as mobility trends improve.
Industrial metals could also get a lift from end-market demand
in the electrical network and transportation sectors, and from
policy support to stabilize the property sector.

Profits for many of the companies on the stock list are well
below prior peaks, suggesting significant recovery potential as
China reopens. On average, forward earnings estimates for the
companies on our list are nearly 40% lower than peak earnings
over the last five years. This discount rises to nearly 50% if we
exclude the energy companies, which benefited from the surge
in oil prices in 2022 due to Russia’s invasion of Ukraine.

Key risks

First, China's reopening could be in doubt if policymakers reverse
recent measures to loosen the country’s zero-COVID policies.
Snap lockdowns would impair economic and earnings growth.
Second, continued monetary policy tightening by key central
banks raises the risk of a global recession, and this may out-
weigh the positive impact from China’s reopening on our theme.
Third, increased tensions between the US and China may have

a negative impact. Finally, each company on our stock list has its
own idiosyncratic risks that may impact future performance.
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TOP THEMES

Tactical themes

Tactical equity themes capture opportunities that cannot be expressed
through size, sector, and style allocations. Instead, our thematic lists
reflect groupings of securities that we view as well positioned to bene-
fit from a common set of drivers. Drivers for tactical themes include
macroeconomic forces, policy changes, geopolitical events, temporary
mispricing of opportunities (valuations), or timely factors. Our tactical
themes span across asset classes, including equity, fixed income, and
commodities.

US equity
Resilient spending: We've put together a list of companies we expect
to benefit from an increase in spending.

Pricing power standouts: Companies with pricing power should be
better able to offset any potential increase in input prices.

Time for quality: With uncertainty over the outlook for economic
growth likely to persist, in conjunction with a flat yield curve, we believe
high-quality stocks are particularly well positioned.

Reopening China: We highlight US stocks that we expect to benefit
from China’s reopening.

Note: For each US equity theme, a stock list is available and updated
monthly in our report “Tactical US Equity Themes.”

International equity
ESG matters in emerging markets: Incorporating ESG considerations
into EM equity investment decisions may provide a competitive edge.

EM internet and e-commerce: We see an opportunity in high-quality and
structurally attractive emerging market internet and e-commerce stocks.

Fixed income

Yield opportunities in Latin America: This theme is constructed
around a basket of Latin American bonds that have the potential to out-
perform the ICE BofA Corporate IG index.

Taxable munis: Taxable munis can be attractive to taxable fixed income
buyers for three principal reasons.

Enhancing liquidity strategy return potential with MLCDs: Market-
linked certificates of deposit can offer some limited upside exposure to
stocks while providing a “floor” to prevent capital losses if they are held
to maturity.

Short-duration Pan-American bonds: This theme provides a list of
issuers domiciled in the US and Latin America with relatively short matur-
ities in the corporate bond market.

Alternatives

Opportunities in dislocated credit markets: Stress in the credit mar-
ket has expanded the opportunity for hedge fund and private managers
to deploy capital toward dislocations.

Highlighted global themes
Greentech goes global: We bring together our best investment ideas
from several CIO regional greentech themes.

22 for '22: Identifying the “new normal” in 2022 should bring multiple
opportunities for investors, including reopening, restocking, and a return
to expansion.

30 for 30: This stock list seeks exposure to secular growth companies in
the greentech, 5G+, fintech, and healthtech spaces.

ABCs of technology: We believe three major foundational technolo-
gies—artificial intelligence, big data, and cybersecurity—are at inflec-
tion points.

Security takes center stage: The Russian invasion of Ukraine will likely
have a meaningful and long-term impact on security considerations that
will affect conventional defense spending, cyberspace, as well as energy,
food, and semiconductor supplies. This theme identifies companies that
are leveraged to these trends.

Long-term themes

Longer-term themes are expected to unfold over a longer time horizon,
perhaps over the course of a decade or longer. These themes are based on
secular trends that, CIO anticipates, will endure over multiple business
cycles. Longer-term themes extend beyond the time frame of our strategic
asset allocation. CIO developed a thematic investment framework based
on three megatrends:
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The global population is expected to reach almost 10 billion by 2050
from the current 7.3 billion. The vast majority of this population growth
will occur in low- and middle-income countries.

The number of people aged 60 and older will exceed the number of
those under 25 in developed countries by 2030. Urban populations in

emerging economies are forecast to climb by 78% in the years to 2050.

Read more in our Thematic guide.


https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/investment-opportunities/longer-term-investments/_jcr_content/mainpar/toplevelgrid_1072716642/col1/actionbutton_copy_co.1266538153.file/PS9jb250ZW50L2RhbS9hc3NldHMvd20vZ2xvYmFsL2Npby9pbnZlc3RtZW50LW9wcG9ydHVuaXRpZXMvZG9jL2x0aS10aGVtYXRpYy1ndWlkZS1lbi11cy5wZGY=/lti-thematic-guide-en-us.pdf

Global economic outlook

ECONOMIC OUTLOOK SUMMARY

Central bank tightening has helped the supply side of the global economy to catch up with
demand, easing inflationary pressure. In the US, the Fed should end the rate-hiking cycle once the
labor market softens a bit further. This would take some pressure off of other central banks. China
is being hit by a wave of COVID infections, but less restrictive policies should set the stage for faster
growth this year. In Europe, lower energy prices and strong fiscal support are providing relief.

Economic outlook summary
Brian Rose, PhD
Senior Economist Americas

CIO view

Probability: 50%*

Declining inflation does less damage to consumers

¢ Inflation should continue to moderate across most major
economies, although local peculiarities in the calculation
of consumer prices will mean the decline is not necessarily
smooth. Profit-led inflation could surprise with the speed of
the decline—as this pricing power can correct more quickly

than an inflation that has been spurred by higher labor costs.

The decline in inflation is likely to focus market attention on
the sustainability of consumer demand, and thus the resil-
ience of economic activity.

e Lower-income consumers are more negatively affected by
recent price increases. As turnover in the labor market slows,
this group is also likely to experience more pressure on
wages. This may result in a further increase in the number of
people taking multiple jobs (increase labor supply, without
increasing the labor force participation rate). Middle- and
higher-income consumers are generally better positioned,
and this may result in more resilience in spending from these
groups.

e Central banks do not wish to encourage a market-led easing
of financial conditions, and so are likely to maintain a fairly
hawkish rhetoric. However, the trashing of forward guidance
by the Fed and the ECB in 2022 means that market attention
to central bank speak has perhaps declined.

Probability: 20%*

More resilience from consumer demand

Consumer spending continues to rise as higher-income house-
holds’ savings are put to work. Inflation is less damaging than
headline numbers suggest, implying more spending firepower
for middle-income households. New forms of employment,
unreported in the traditional data, mean better household
income than is officially recognized.

Global growth in 2023 expected to be 2.2%

Real GDP growth in % Inflation in %

2022F  2023F  2024F  2022F  2023F  2024F

us 2.0 0.4 0.3 8.0 32 1.8
Canada 3.5 -0.3 0.3 6.8 3.1 1.6
Brazil 3.1 0.7 1.8 9.3 43 3.8
Japan 1.2 1.1 1.2 2.5 2.3 1.4
Australia 3.6 1.4 1.7 6.6 5.3 2.9
China 3.0 4.9 4.8 2.0 3.0 2.1
India 6.9 5.5 6.0 6.5 5.2 5.0
Eurozone 3.2 0.2 0.8 8.4 6.0 2.2
Germany 1.7 -0.5 0.7 8.7 7.7 2.0
France 2.5 0.4 0.9 5.9 4.2 1.6
Italy 3.7 04 1.0 8.7 7.4 1.9
Spain 4.7 1.4 2.1 8.3 2.7 1.8
UK 4.3 -0.5 0.6 9.1 6.5 2.4
Switzerland 2.0 04 1.0 2.8 2.1 1.3
Russia -3.2 -3.0 0.8 13.7 4.5 43
World 3.2 2.2 2.7 8.5 59 3.6

Source: Reuters EcoWin, IMF, UBS, as of 19 January 2023

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

N Negative scenario

Probability: 30%*

Negative real wages drive negative consumption
Inflation is slower to fall, leading to a prolonged period of
negative real wages and falling wage share of GDP. Fears over
job security increase, leading to a desire to hold precautionary
savings. Consumer spending starts to decline in line with real
wages. Poor-quality data or policy error leads to a delayed cen-
tral bank response to weaker demand.

*Scenario probabilities are based on qualitative assessment.
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ASSET CLASSES OVERVIEW

Equities

Within equities as a whole, we keep the UK and Australia at most preferred and the US at least
preferred. Across sectors, we upgrade consumer discretionary to neutral as it has significantly
derated over the last 12 months and should benefit from China's reopening and lower inflation. We
still like global energy, healthcare, and consumer staples, and stay least preferred on information
technology and industrials. Across styles, we prefer value and quality income to growth.

Eurozone

NEUTRAL
We are neutral on Eurozone equities in our global asset class uni-
verse. We see more risks to Eurozone profits compared to other
developed market regions as a result of EU-Russia tensions and
the risk of energy crunches during winter, although we believe
this is partly already reflected in valuations. While inflation pres-
sures are showing signs of subsiding, economic growth is con-
tinuing to slow and is likely to weigh on equities in the near term
until we have greater clarity on how long or deep the downturn
could be.

EURO STOXX 50 (index points, current: 4,174) June 2023 target

Emerging markets

@ MOST PREFERRED

We hold a most preferred stance on emerging market equities.
The faster-than-expected economic reopening should be a cata-
lyst for the asset class to outperform its developed market peers.
A recovery in domestic consumption demand (on goods and ser-
vices including tourism) is set to benefit the country’s neighbors
in emerging Asia. China’s likely increase in demand for raw
materials should also support several commodity producers in
the emerging world.

MSCI EM (index points, current: 1,030) June 2023 target

House view 3,800 House view 1,050
7 Positive scenario 4,550 7 Positive scenario 1,150
A Negative scenario 3,300 N Negative scenario 820

Japan

NEUTRAL
We are neutral on Japanese equities in our global asset class uni-
verse. We see limited downside risks to share prices given cheap
valuations and resilient earnings trends relative to other devel-
oped markets. China’s rapid reopening should be positive for
select Japanese companies in 2023, particularly in capital-expen-
diture-related and consumer sectors. The ongoing domestic
reopening, including the increase in inbound tourism, should
also spur earnings growth. Japanese financials have emerged as
an immediate beneficiary of the Bank of Japan'’s recent surprise
policy action.

TOPIX (index points, current: 1,935) June 2023 target

UK

@ MOST PREFERRED

UK equities are most preferred in our global equity preferences.
The FTSE 100 has proven to be relatively resilient to domestic
challenges, thanks in part to its large international exposure and
heavy weighting to commodity and defensive sectors. We expect
this to continue to support UK equities relative to other major
regional markets in the coming months, and recommend a
broad-based exposure to the UK stock market, given market
given that our most preferred global sectors (energy, healthcare,
and consumer staples) are well represented in the FTSE 100.

FTSE 100 (index points, current: 7,831) June 2023 target

House view 1,950 House view 8,100
71 Positive scenario 2,200 7 Positive scenario 8,600
A Negative scenario 1,600 N Negative scenario 6,500
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US Equities

ASSET CLASSES OVERVIEW

Stocks are off to a good start in 2023 on better global growth prospects and improvements in US
wage and inflation data. However, further upside from here seems limited due to continued
downward pressure on profits, lagged effects of Fed rate hikes, and valuations that are full. We
think US equities are at the higher end of our expected near-term range.

David Lefkowitz, CFA; Nadia Lovell; Matt Tormey
US equities overview

NEUTRAL
We have a hard time seeing much near-term equity market
upside. Based on tightening lending standards, a likely move
higher in the unemployment rate, and continued weak business
sentiment, S&P 500 profits will likely be under pressure in the
coming months. Additionally, we don’t think there is much upside
to the current forward P/E of 17x. While not our base case, there
is still a material risk the US economy slips into a full-blown reces-
sion that could drive stocks around 15% lower. Our June and
December S&P 500 price targets are 3,700 and 4,000, respectively.

US equities — sectors

We maintain a defensive bias within sectors. We prefer both
consumer staples and healthcare due to their more resilient earn-
ings growth amid macro headwinds. Elsewhere, we think the
energy sector should benefit from continued demand and lim-
ited supply growth. Relative valuations in the tech sector remain
lofty, and there are risks to enterprise IT spending. Finally, finan-
cials may come under pressure as bank deposit rates rise, and
there is a risk of a significant increase in loan-loss provision
expense.

US equities — size

We remain benchmark-weight across size segments. Smaller size
segments have historically underperformed in the late stages of
the business cycle, which is consistent with the current environ-
ment. Additionally, forward EPS estimates for smaller segments are
not keeping pace with large-caps. But at some point later this
year, the yield curve may start to steepen as 2-year Treasury yields
fall in anticipation of Fed interest rate cuts, which typically corre-
sponds to outperformance of small- and mid-caps. Also, relative
valuations for smaller size segments are already quite depressed
and suggests there is less scope for near-term underperformance.

US equities — style

We maintain our most preferred view on value and least pre-
ferred view on growth. Value stocks have outperformed growth
stocks over the last year. Initially, higher interest rates weighed
more on growth stock valuations. But more recently, relative
earnings trends have moved in favor of value stocks. Finally,
growth valuations are still higher than normal versus value.

S&P 500 (index points, current: 3,899) June 2023 target

House view 3,700
Positive scenario 4,400
A Negative scenario 3,300

Note: All current values as of 19 January 2023

Figure 1

Maintain a defensive bias in our sector positioning

Most
preferred

Least

Neutral
preferred

US Equities
Communication services

Consumer discretionary

Consumer staples

Energy
Financials ()
Healthcare

Industrials

Information technology ()

Materials

Real estate
Utilities

Note: Changes are based on the Tactical preferences table found in CIO View: US
equity sectors, published on 15 December 2022.
Source:UBS, as of 19 January 2023

Figure 2

Valuation is higher than prior to the last two reporting seasons
S&P 500 forward P/E, shaded areas denote reporting season

19.0x
18.5x
18.0x
17.5x
17.0x
16.5x
16.0x
15.5x
15.0x
14.5x
14.0x
Jun-22 Jul-22
— S&P 500 Forward P/E
Reporting Season

Aug-22 Sep-22 Oct-22 Nov-22 Dec-22 Jan-23

Source: FactSet, UBS, as of 12 January 2023
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ASSET CLASSES OVERVIEW

Bonds

We believe that the Fed will hike again in February and March and that the magnitude of hikes will
continue to downshift as inflation appears on track for a sustained period of decline. However, we
still see a risk that the COVID pandemic might have fundamentally altered the US economy’s
productive capacity by causing a shortage of workers. If this were indeed the case, then the soft-
landing projected by the Fed might not be sufficient to bring the labor market back into balance.
This risk is not being priced into the long end of the curve, in our view.

Alejo Czerwonko; Leslie Falconio; Kathleen McNamara, CFA, CFP; Barry McAlinden, CFA; Frank Sileo, CFA

Government bonds

NEUTRAL
The 10-year US Treasury yield has rallied nearly 50bps since the
start of the year, as weaker economic data results in the market
perception of a dovish Fed by 2H23. CIO looks for the 10-year
yield to trade in the 3.4-3.9% range in the short term, and to
3% by year-end.

US 10-YEAR YIELD (current: 3.4%) June 2023 target

US investment grade corporate bonds

@ MOST PREFERRED

We hold a most preferred stance on IG. Spreads are sitting
around their long-term average; however, we gain comfort from
the higher outright yields of about 5% and the fact that Treasury
yields are a large component of the yield. This should provide an
offset based on our expectation that credit spreads move wider.
IG issuer fundamentals are strong with improved levels of cover-
age and leverage, but some degradation is expected as earnings
growth slows.

US IG SPREAD (current: 129bps) June 2023 target

House view 3.5% House view 155bps
7 Positive scenario 2.5% 7 Positive scenario 90bps
A Negative scenario 4.5% N Negative scenario 225bps

Emerging market bonds

@ MOST PREFERRED

Emerging market bonds have recently benefited from a decline
in US inflation, a shift in China’s COVID policy stance, and in-
creased support to China’s property sector. Emerging market
sovereign and corporate bond spreads should remain well-
supported the back of these drivers. We hold a most preferred
stance on hard currency sovereign bonds and remain neutral on
hard currency corporate bonds. Key risks include faster-than-
expected Fed tightening, worsening geopolitical tensions, and
sharp corrections in commodity prices.

EMBIG DIV. / CEMBI DIV. SPREAD

(current: 445bps / 335bps) June 2023 target

Benchmark: ICE BofA

US high yield corporate bonds

@ LEAST PREFERRED

We maintain HY at least preferred. Given our expectation of
slowing growth in 2023, we do not believe that investors are
compensated with ample risk premium to protect against weak-
ening credit fundamentals and rising defaults. With the ample
yields earned in higher-quality sectors, we believe that moving up
in credit is a prudent risk/reward strategy.

USD HY SPREAD (current: 427bps) June 2023 target

House view 425bps/300bps  House view 550bps
7 Positive scenario 300bps/280bps 7 Positive scenario 300bps
N Negative scenario 600bps/550bps N Negative scenario 850bps

EMBIG = hard currency sovereign bonds
CEMBI = hard currency corporate bonds
Note: Current values as of 19 January 2023
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Municipal bonds

NEUTRAL
Munis are off to a strong start in 2023. Month-to-date, tax-
exempt debt has gained almost 3%. At the same time, high yield
muni credits are up by close to 5%. We attribute these price gains
in large part to lower US Treasury yields and anemic muni new
issue supply. We favor high-quality muni sectors such as state
general obligation, electric utilities, and water and sewer that can
prove resilient through an economic downturn. Current AAA
10-year muni-to-Treasury yield ratio: 65.4% (last month: 69%).

ASSET CLASSES OVERVIEW

Non-US developed fixed income

NEUTRAL
Over the past month, bond yields in non-US developed markets
moved mostly lower on the perception that central banks are
approaching the end of the rate-hiking cycle. On foreign
exchange markets, the dollar was weaker against other major
currencies. These factors combined to produce strong returns for
the asset class. With yields still mostly lower than in the US, non-
US developed fixed income remains unattractive. We do not rec-
ommend a strategic asset allocation position on the asset class.

Additional US taxable fixed income (TFl) segments

Agency bonds

While the fourth-quarter effect has widened agency debt
spreads, we retain a preference for higher-quality agency securi-
ties such as agency MBS. Although we look for agency debt to
outperform in the second half of 2023, the wider opportunity
set within higher-quality assets points to an allocation to agency
MBS versus debt. Current spread is +8bps to the 5-year (versus
+12bps last publication)

Mortgage-backed securities (MBS)

MOST PREFERRED
Agency MBS is a favored asset class for 2023. Although 2022
saw historically lower total returns, agency MBS still outper-
formed most asset classes. The sector’s higher quality and
greater liquidity lend to a strong performance for the year
ahead. With interest rate volatility expected to remain elevated
but not spike in 2023, combined with the potential for slower
growth, this AAA sector should bode well as investors continue
to seek higher-quality assets. While spreads compressed to
127bps to Treasury, we look for 100bps as a potential target
over the longer term. Current spread is +135bps to the 5-year
and 10-year Treasury blend (versus +175bps last publication)

Preferred securities

NEUTRAL
Preferreds are off to a great start this year, helped by the 5- and
10-year Treasury rate dropping below 3.5%. A more favorable
inflation outlook and less hawkish Fed should sustain the more
benign rate backdrop in 2023, and this would support the pre-
ferred sector, especially given current valuations. With average
yields of more than 6%, absolute and relative valuations appear
fair-to-attractive, with the yield advantage over 10-year Treasur-
ies a bit higher than the 20-year average spread. Gaining sector
exposure with a combination of fixed- and variable-rate coupons
may provide better resilience.

Treasury Inflation-Protected Securities (TIPS)

Despite the inflationary environment, TIPS in 2022 suffered
from interest rate volatility. TIPS still outperformed most asset
classes in 2022, but are poised to take advantage of declining
real yields in 2023. With lower inflation expectations now
priced in to the forward curve, we like TIPS but we do not add
at these levels as we wait for real yields to reach near 1.6%
during 1H23. Current 10-year break-even inflation rate of
1.16% (2.48% last publication)

Figure 1
UBS CIO interest rate forecast

In %

US Treasury ~ Current  Mar-23 Jun-23 Sep-23 Dec-23
2-year 4.1 4.0 4.0 3.5 33
S-year 34 3.8 3.5 3.3 3.0
10-year 34 3.5 3.5 3.3 3.0
30-year 3.6 3.5 3.5 3.5 3.3

Source: Bloomberg, UBS, as of 19 January 2023

Figure 2

Fixed income has been off to a strong start

Year-to-date total return, in %

Prefer- HY  CMBS IG
red corp

Muni TIPS TSY MBS  Tax.
Muni

Agency

Source: ICE BofA, UBS, as of 18 January 2023
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ASSET CLASSES OVERVIEW

Commodities and listed real estate

We see another strong year for commodities in 2023, and forecast high-teens percentage total
returns on an asset class level. Much of this performance should come from higher spot prices,
while roll yields and cash collateral returns are each expected to deliver 4-5 percentage points of
returns. In terms of spot appreciation and roll yields, we expect energy to take the top spot again,
with total returns of more than 30%. Industrial and precious metals are forecast to return 10% and
close to 5%, respectively. Agriculture and livestock should deliver flat to positive returns.

Dominic Schnider, CFA, CAIA; Giovanni Staunovo; Thomas Veraguth; Wayne Gordon

Commodities

@ MOST PREFERRED

Precious metals: Gold has rallied to its highest level since June
thanks to a rally in US Treasuries and broad USD weakness. US
average December hourly earnings undershot expectations,
while the US services ISM posted its biggest monthly drop out-
side of a recession since the mid-1990s. We expect a terminal
federal funds rate around 5%, with a relatively low likelihood of
rate cuts this year unless the unemployment rate rises sharply.
Given our view and gold’s correlation with the USD and nominal
interest rates, we expect prices to fall over the short run. As 1Q
unfolds, we anticipate some residual USD strength, a revaluation
of expectations for Fed rate cuts, and subsequently higher US
real rates, which limit gold’s upside for now. But as a hard-land-
ing in the US cannot be ruled out, we reiterate gold’s insurance
qualities in a portfolio context alongside an income strategy,
which can enhance returns on gold holdings.

GOLD (current: USD 1,904/0z)
NEUTRAL

June 2023 target

House view
7 Positive scenario

USD 1,800/0z
UsD 2,000-2,100/0z
UsD 1,500-1,600/0z

A Negative scenario

Crude oil: We expect crude prices to rise in 2023 for several rea-
sons. With China's reopening, oil demand looks set to exceed
2019 levels and hit a record high in 2H23. Emerging Asia, includ-
ing India, should also drive demand growth. Meanwhile, Russian
oil production should fall due to the EU embargo on Russian
crude and refined products (coming into force on 5 February).
While non-OPEC+ production, driven primarily by the US, will
likely expand again this year, the increase should only be modest
following years of underinvestment in new capacity. So, to keep
the market in balance, we expect OPEC+ to ease production cuts
once again and provide more barrels to meet rising demand as
Russian supply drops off. Given our positive price outlook, we reit-
erate our investment recommendations. With the oil futures curve
sloping downward and higher prices likely ahead, we continue to
advise risk-taking investors to add long positions in longer-dated
Brent oil contracts.
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BRENT (current: USD 85/bbl )
@ MOST PREFERRED

June 2023 target

USD 110/bbl
USD 140-170/bbl
USD 50-80/bbl

House view

7 Positive scenario
N Negative scenario

Note: Current values as of 19 January 2023

Base metals: Industrial metal prices, and copper in particular, are
seeing signs of life. On balance, we expect industrial metal prices
to be well bid with room to appreciate another 10% on a sector
level. Higher industrial metal prices strongly hinge on a firm
recovery in China to keep market balances tight. This is needed as
mining supply has room to expand more firmly in 2023 compared
to 2022. Our metals of choice are copper, aluminum, and zinc. As
for nickel and lead, we expect prices to move modestly lower.
Well-bid prices on average also make the sector attractive for
yield pickup strategies.

Listed real estate

We seek exposure to companies with superior implied yield gaps
to financing costs, with relatively low leverage and comparative
strong pricing power. We think earnings visibility remains good
despite some uncertainties around values, dividend payments,
and potential rights issues that have so far been mostly priced in.
We like Hong Kong based on valuations and the swift reopen-
ing, and we also favor Singapore real estate investment trusts
(REITs) with attractive yields. After a severe price correction from
the summer, we favor a pan-European exposure. By contrast, we
expect Japanese companies and Australian REITs to underper-
form as inflation is still on the rise. Economic uncertainty is
weighing on the US. We think UK real estate companies are
cheaply valued and relatively well capitalized, but there are lin-
gering questions over the growth outlook.

RUGL Index (current: USD 5,664) June 2023 target

House view uUsD 6,200
7 Positive scenario usD 7,000
N Negative scenario usD 6,000

Note: Current value as of 17 January 2023



Foreign exchange

ASSET CLASSES OVERVIEW

We upgrade EUR and downgrade CHF, both to neutral, and add AUD as most preferred.

Brian Rose, PhD

Support for the US dollar has evaporated as the Fed's rate hike
campaign winds down. The strong equity performance in Europe,
China, and Japan in recent months has not helped the currency,
either. As a result, many investors highly exposed to the US after
several years of USD strength and solid US equity gains had to
reposition their exposure. We are still in the neutral camp on the
USD, though we expect it to weaken by year-end. A lot depends
on the Fed's policy cycle. Market expectations for rate cuts are
more aggressive than the Fed’s own assumptions, and we see a
possibility that the current risk-on sentiment supporting the rest
of the G10 currencies versus the USD may flip again to a more
cautious stance that supports the greenback.

We raise the euro to neutral. The ECB has turned increasingly hawk-
ish in response to inflation, which has proven sticky. The general
risk-on mood is also supporting Italian bonds, which are the Achil-
les’ heel for European rate hikes. The opportunity to hike has there-
fore increased. Finally, China’s reopening supports European equi-
ties, and with this, demand for euros. That said, we are not lifting
the euro to most preferred. The war in Ukraine is ongoing, and the
geopolitical risk raises the risk premium for the euro and limits the
trade opportunities with Central and Eastern Europe.

We change our most preferred view on the Swiss franc to neutral
after strong gains versus the USD recently. Nevertheless, we
believe the Swiss National Bank is committed to preserving CHF
strength to limit imported inflation, and that the currency will be
supported by safe-haven flows. In sum, we expect USDCHF to

consolidate over the next couple of months. In 2H23, we expect
USDCHF and EURCHF to follow the drop seen in their respective
equilibrium values during 2022. With the CHF well bid during
unexpected bouts of market uncertainty, the currency continues to
offer an attractive risk-reward to investors, in our view. The Bank
of England faces a big dilemma. Growth concerns challenge
rate-hike prospects, while higher yields are needed to rein in ris-
ing inflation expectations. Meanwhile, our stance on the Japa-
nese yen remains neutral. We see potential for the Bank of Japan
to tighten policy, but it remains willing to keep policy settings
unchanged for now. The Australian dollar enters our list as most
preferred. It is supported by China's reopening, Australia's rela-
tively strong economic growth, and a central bank likely to keep
the reins tight while the Fed starts to ease.

In Asia, we expect the Chinese yuan to appreciate steadily thanks
to tailwinds from China’s reopening and measures to support the
property sector. We also expect the Singapore dollar to trend stron-
ger thanks to its central bank’s policy of gradual, trade-weighted
currency appreciation. Sentiment toward emerging market curren-
cies in Latin America and EMEA is thawing as the outlook for China
improves and the end of Fed rate hikes draws closer. Near-term set-
backs are possible until we have greater clarity on Fed policy and
the global growth outlook. With more certainty on these factors,
select currencies in Latin America and EMEA can continue to do
well thanks to their interest rate carry. Risks persist that some cen-
tral banks, particularly in Central and Eastern Europe, are turning
dovish too soon.

FX strategy FX forecasts
Least Neutral Most Current Mar 2022 Jun 2023 Sep 2023 Dec 2023
preferred preferred
EURUSD 1.08 1.05 1.07 1.07 1.10
550 — USDIPY 128 125 122 120 120
EUR o — GBPUSD 1.24 1.19 1.23 1.24 1.30
Y% USDCHF 0.91 0.91 0.89 0.89 0.86
GBP ® USDCAD 1.34 1.35 1.36 1.38 1.38
AUDUSD 0.70 0.70 0.72 0.74 0.76
CHF —
NZDUSD 0.65 0.65 0.66 0.67 0.67
AUD USDSEK 10.25 11.27 10.67 10.19 9.64
USDNOK 9.84 10.29 9.52 9.16 8.64

Sources: SIX Financial Information, UBS, as of 20 January 2023
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APPENDIX

Investment committee

The UBS investment process is designed to achieve replicable, high-qual-
ity results through applying intellectual rigor, strong process governance,
clear responsibility, and a culture of challenge.

Based on the analyses and assessments conducted and vetted throughout
the investment process, the Chief Investment Officer (CIO) formulates the
UBS Wealth Management Investment House View at the Global Invest-
ment Committee (GIC). Senior investment professionals from across UBS,
complemented by selected external experts, debate and rigorously chal-
lenge the investment strategy to ensure consistency and risk control.

The GIC comprises top market and investment expertise from across all
divisions of UBS:

e Mark Haefele (Chair)

e Solita Marcelli

e Paul Donovan

e Tan Min Lan

* Themis Themistocleous
® Bruno Marxer (*)

e Adrian Zuercher

e Mark Andersen

We recognize that a globally derived house view is most effective when
complemented by local perspective and application. As such, UBS has
formed a Wealth Management Americas US Investment Strategy
Committee:

e Solita Marcelli

¢ Alejo Czerwonko
e Jason Draho (chair)
e Leslie Falconio

e David Lefkowitz

e Brian Rose

e Daniel Scansaroli

(*) Business area distinct from Chief Investment Office Global Wealth
Management

Cautionary statement regarding forward-looking statements

This report contains statements that constitute “forward-looking state-
ments,” including but not limited to statements relating to the current
and expected state of the securities market and capital market assump-
tions. While these forward-looking statements represent our judgments
and future expectations concerning the matters discussed in this docu-
ment, a number of risks, uncertainties, changes in the market, and other
important factors could cause actual developments and results to differ
materially from our expectations. These factors include, but are not lim-
ited to (1) the extent and nature of future developments in the US mar-
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ket and in other market segments; (2) other market and macroeconomic
developments, including movements in local and international securities
markets, credit spreads, currency exchange rates and interest rates,
whether or not arising directly or indirectly from the current market crisis;
(3) the impact of these developments on other markets and asset classes.
UBS is not under any obligation to (and expressly disclaims any such obli-
gation to) update or alter its forward-looking statements whether as a
result of new information, future events, or otherwise.
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Explanations about asset classes

Our preferences represent the longer-term allocation of assets that is
deemed suitable for a particular investor and were developed and
approved by the US Investment Strategy Committee. Our preferences are
provided for illustrative purposes only and will differ among investors
according to their individual circumstances, risk tolerance, return objec-
tives and time horizon. Therefore, our preferences in this publication may
not be suitable for all investors or investment goals and should not be
used as the sole basis of any investment decision. Minimum net worth

Statement of risk

Equities — Stock market returns are difficult to forecast because of fluctu-
ations in the economy, investor psychology, geopolitical conditions and
other important variables.

Fixed income - Bond market returns are difficult to forecast because of
fluctuations in the economy, investor psychology, geopolitical conditions
and other important variables. Corporate bonds are subject to a number
of risks, including credit risk, interest rate risk, liquidity risk, and event
risk. Though historical default rates are low on investment grade corpo-
rate bonds, perceived adverse changes in the credit quality of an issuer
may negatively affect the market value of securities. As interest rates rise,
the value of a fixed coupon security will likely decline. Bonds are subject
to market value fluctuations, given changes in the level of risk-free inter-
est rates. Not all bonds can be sold quickly or easily on the open market.
Prospective investors should consult their tax advisors concerning the
federal, state, local, and non-U.S. tax consequences of owning any secu-
rities referenced in this report.

APPENDIX

requirements may apply to allocations to non-traditional assets. As
always, please consult your UBS Financial Advisor to see how our prefer-
ences should be applied or modified according to your individual profile
and investment goals.

Our preferences do not assure profits or prevent against losses from an
investment portfolio or accounts in a declining market.

Preferred securities — Prospective investors should consult their tax advi-
sors concerning the federal, state, local, and non-U.S. tax consequences
of owning preferred stocks. Preferred stocks are subject to market value
fluctuations, given changes in the level of interest rates. For example, if
interest rates rise, the value of these securities could decline. If preferred
stocks are sold prior to maturity, price and yield may vary. Adverse
changes in the credit quality of the issuer may negatively affect the mar-
ket value of the securities. Most preferred securities may be redeemed at
par after five years. If this occurs, holders of the securities may be faced
with a reinvestment decision at lower future rates. Preferred stocks are
also subject to other risks, including illiquidity and certain special
redemption provisions.

Municipal bonds — Although historical default rates are very low, all
municipal bonds carry credit risk, with the degree of risk largely following
the particular bond'’s sector. Additionally, all municipal bonds feature val-
uation, return, and liquidity risk. Valuation tends to follow internal and
external factors, including the level of interest rates, bond ratings, supply
factors, and media reporting. These can be difficult or impossible to proj-
ect accurately. Also, most municipal bonds are callable and/or subject to
earlier than expected redemption, which can reduce an investor’s total
return. Because of the large number of municipal issuers and credit struc-
tures, not all bonds can be easily or quickly sold on the open market.
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Appendix

Investors should be aware that Emerging Market assets are subject to,
among others, potential risks linked to currency volatility, abrupt changes
in the cost of capital and the economic growth outlook, as well as regu-
latory and sociopolitical risk, interest rate risk and higher credit risk.
Assets can sometimes be very illiquid and liquidity conditions can
abruptly worsen. CIO Americas, WM generally recommends only those
securities it believes have been registered under Federal US registration
rules (Section 12 of the Securities Exchange Act of 1934) and individual
State registration rules (commonly known as “Blue Sky” laws). Prospec-
tive investors should be aware that to the extent permitted under US law,
ClO Americas, WM may from time to time recommend bonds that are
not registered under US or State securities laws. These bonds may be
issued in jurisdictions where the level of required disclosures to be made
by issuers is not as frequent or complete as that required by US laws.

For more background on emerging markets generally, see the CIO Ameri-
cas, WM Education Notes “Investing in Emerging Markets (Part 1): Equi-
ties,” 27 August 2007, “Emerging Market Bonds: Understanding Emerg-
ing Market Bonds,” 12 August 2009 and “Emerging Markets Bonds:
Understanding Sovereign Risk,” 17 December 2009.

Investors interested in holding bonds for a longer period are advised to
select the bonds of those sovereigns with the highest credit ratings (in
the investment-grade band). Such an approach should decrease the risk
that an investor could end up holding bonds on which the sovereign has
defaulted. Subinvestment-grade bonds are recommended only for clients
with a higher risk tolerance and who seek to hold higher-yielding bonds
for shorter periods only.

Interests of alternative investment funds are sold only to qualified inves-
tors, 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.
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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:

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-US
securities and illiquid investments.

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.

There are risks specifically associated with investing in real estate prod-
ucts 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.

here are risks specifically associated with investing in private equity. Capi-
tal 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.

Risk: Investors in securities of issuers located outside of the United States
should be aware that even for securities denominated in US dollars,
changes in the exchange rate between the US 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 US investor.

Options and futures are not suitable for all investors, and trading in these
instruments is considered risky and may be appropriate only for sophisti-
cated investors. Prior to buying or selling an option, and for the complete
risks relating to options, you must receive a copy of “The Characteristics
and Risks of Standardized Options.” You may read the document at
http://www.optionsclearing.com/about/publications/character-risks.jsp or

ask your financial advisor for a copy.


http://www.optionsclearing.com/about/publications/character-risks.jsp

Disclaimer

UBS Chief Investment Office’s (“CIO") investment views are prepared and
published by the Global Wealth Management business of UBS Switzerland
AG (regulated by FINMA in Switzerland) or its affiliates (“UBS").

The investment views have been prepared in accordance with legal
requirements designed to promote the independence of investment
research.

Generic investment research - Risk information:

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. The analysis contained herein does not constitute a
personal recommendation or take into account the particular investment
objectives, investment strategies, financial situation and needs of any
specific recipient. It is based on numerous assumptions. Different
assumptions could result in materially different results. 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). All
information and opinions as well as any forecasts, estimates and market
prices indicated are current as of the date of this report, and are subject 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 and/or criteria.

In no circumstances may this document or any of the information
(including any forecast, value, index or other calculated amount (“Values"))
be used for any of the following purposes (i) valuation or accounting
purposes; (i) to determine the amounts due or payable, the price or the
value of any financial instrument or financial contract; or (iii) to measure
the performance of any financial instrument including, without limitation,
for the purpose of tracking the return or performance of any Value or of
defining the asset allocation of portfolio or of computing performance
fees. By receiving this document and the information you will be deemed
to represent and warrant to UBS that you will not use this document or
otherwise rely on any of the information for any of the above purposes.
UBS and any of its directors or employees may be entitled at any time to
hold long or short positions in investment instruments referred to herein,
carry out transactions involving relevant investment instruments in the
capacity of principal or agent, or provide any other services or have
officers, who serve as directors, either to/for the issuer, the investment
instrument itself or to/for any company commercially or financially
affiliated to such issuers. At any time, investment decisions (including
whether to buy, sell or hold securities) made by UBS and its employees
may differ from or be contrary to the opinions expressed in UBS research
publications. 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 not suitable for
every investor as there is a substantial risk of loss, and losses in excess of

DISCLAIMER

an initial investment may occur. 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 analyst(s) responsible for the preparation of this report
may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting
market information.

Tax treatment depends on the individual circumstances and may be subject
to change in the future. UBS does not provide legal or tax advice and
makes no representations as to the tax treatment of assets or the
investment returns thereon both in general or with reference to specific
client’s circumstances and needs. 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.

This material may not be reproduced or copies circulated without prior
authority of UBS. Unless otherwise agreed in writing UBS expressly
prohibits the distribution and transfer of this material to third parties for
any reason. UBS accepts no liability whatsoever for any claims or lawsuits
from any third parties arising from the use or distribution of this material.
This report is for distribution only under such circumstances as may be
permitted by applicable law. For information on the ways in which CIO
manages conflicts and maintains independence of its investment views
and publication offering, and research and rating methodologies, please
visit www.ubs.com/research. Additional information on the relevant
authors of this publication and other CIO publication(s) referenced in this
report; and copies of any past reports on this topic; are available upon
request from your client advisor.

Options and futures are not suitable for all investors, and trading in these
instruments is considered risky and may be appropriate only for
sophisticated investors. Prior to buying or selling an option, and for the
complete risks relating to options, you must receive a copy of
“Characteristics and Risks of Standardized Options”. You may read the
document at https://www.theocc.com/about/publications/character-risks.
jsp or ask your financial advisor for a copy.

Investing in structured investments involves significant risks. For a detailed
discussion of the risks involved in investing in any particular structured
investment, you must read the relevant offering materials for that
investment. Structured investments are unsecured obligations of a
particular issuer with returns linked to the performance of an underlying
asset. Depending on the terms of the investment, investors could lose all
or a substantial portion of their investment based on the performance of
the underlying asset. Investors could also lose their entire investment if the
issuer becomes insolvent. UBS Financial Services Inc. does not guarantee
in any way the obligations or the financial condition of any issuer or the
accuracy of any financial information provided by any issuer. Structured
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DISCLAIMER

investments are not traditional investments and investing in a structured
investment is not equivalent to investing directly in the underlying asset.
Structured investments may have limited or no liquidity, and investors
should be prepared to hold their investment to maturity. The return of
structured investments may be limited by a maximum gain, participation
rate or other feature. Structured investments may include call features
and, if a structured investment is called early, investors would not earn any
further return and may not be able to reinvest in similar investments with
similar terms. Structured investments include costs and fees which are
generally embedded in the price of the investment. The tax treatment of a
structured investment may be complex and may differ from a direct
investment in the underlying asset. UBS Financial Services Inc. and its
employees do not provide tax advice. Investors should consult their own
tax advisor about their own tax situation before investing in any securities.

Important Information About Sustainable Investing Strategies:
Sustainable investing strategies aim to consider and incorporate
environmental, social and governance (ESG) factors into investment
process and portfolio construction. Strategies across geographies and
styles approach ESG analysis and incorporate the findings in a variety of
ways. Incorporating ESG factors or Sustainable Investing considerations
may inhibit the portfolio manager's ability to participate in certain
investment opportunities that otherwise would be consistent with its
investment objective and other principal investment strategies. The returns
on a portfolio consisting primarily of sustainable investments may be lower
or higher than portfolios where ESG factors, exclusions, or other
sustainability issues are not considered by the portfolio manager, and the
investment opportunities available to such portfolios may differ. Companies
may not necessarily meet high performance standards on all aspects of
ESG or sustainable investing issues; there is also no guarantee that any
company will meet expectations in connection with corporate responsibility,
sustainability, and/or impact performance.
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External Asset Managers / External Financial Consultants: In case
this research or publication is provided to an External Asset Manager or an
External Financial Consultant, UBS expressly prohibits that it is redistributed
by the External Asset Manager or the External Financial Consultant and is
made available to their clients and/or third parties.

USA: Distributed to US persons by UBS Financial Services Inc. or
UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG,
UBS Europe SE, UBS Bank, S.A., UBS Brasil Administradora de
Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V,
UBS SuMi TRUST Wealth Management Co., Ltd., UBS Wealth
Management Israel Ltd and UBS Menkul Degerler AS are affiliates
of UBS AG. UBS Financial Services Inc. accepts responsibility for the
content of a report prepared by a non-US affiliate when it
distributes reports to US persons. All transactions by a US person in
the securities mentioned in this report should be effected through
a US-registered broker dealer affiliated with UBS, and not through
a non-US affiliate. The contents of this report have not been and
will not be approved by any securities or investment authority in
the United States or elsewhere. UBS Financial Services Inc. is not
acting as a municipal advisor to any municipal entity or obligated
person within the meaning of Section 15B of the Securities
Exchange Act (the “Municipal Advisor Rule”) and the opinions or
views contained herein are not intended to be, and do not
constitute, advice within the meaning of the Municipal Advisor
Rule.

For country information, please visit ubs.com/cio-country-disclaimer-gr or
ask your client advisor for the full disclaimer.

Version D /2022. Cl082652744
© UBS 2023. The key symbol and UBS are among the registered and
unregistered trademarks of UBS. All rights reserved.


http://ubs.com/cio-country-disclaimer-gr

© 2023 UBS Financial Services Inc. All rights reserved. Member SIPC.
All other trademarks, registered trademarks, service marks and registered service marks are of their respective companies.

UBS Financial Services Inc. ubs.com/financialservicesinc

UBS Financial Services Inc. is a subsidiary of UBS AG.

o UBS



