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Fixed iIncome themes and risks
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What Happens When the Fed Cuts Rates?

@ The Fed Eases * How do we know if this is an insurance cut or a pre-recession cut?

ECB to Follow + Watch the front-end rates market, consumer confidence, initial claims,
financial conditions

@ Recession or  QOutside of manufacturing, the economy still looks in good shape.
Not?  Trade tensions, global growth, politics are key risks
What Happens * If no recession, stocks, bond yields and the dollar rise

@ post-Rate Cut? * Recessionary cuts...the opposite

Resilient economy + Fed easing is a good combo for risk assets;
\ Keep an eye on the front-end rates market
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The markets and the Fed will watch financial conditions closely

US Financial Conditions Index
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Current Interest rate environment
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Almost $17 trillion in negative yielding debt

Barclays Global Aggregate Index
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Global bond yields

10-year government yields
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Global growth is stabilizing just above trend

Global PMIs are now consistent with trend growth (~52) & in expansionary territory (>50)
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IMF advanced vs. emerging market growth
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US GDP supportive of higher U.S. rates relative to many
developed market rates

US economic growth

Year-on-year contribution to US GDP growth (%)
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Slowdown in manufacturing, but watch non-manufacturing
closely

Service sector has remained resilient so far
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Household incomes moderating but remain solid

The consumer, primary driver of the economy, remains strong

Household Income
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Central bank balance sheets

Major central banks: total assets
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Less compensation demanded to hold longer term bonds

US Treasury 10-year term premium & MOVE index - s the US curve distorted?
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Demographics

Working-age population

Growth in Working Age Population (20-64)
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Strong flows into fixed income & cash funds
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Longer lite expectancy likely leads to higher savings rates

Life expectancy at birth for the US and World from UN plus projections going forward
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World population is aging
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Productivity improving
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Inflation status
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Structural factors likely keep inflation in check for a while

{_é} e Global excess supply
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US, EUR, Swiss & JPY Inflation

US Core PCE (yoy %)
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US TIPS inflation breakeven rates have come down
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Interest rate outlook
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Expectations for higher rates has been common theme

Survey of professional forecasters - 10yr US Treasury yield
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Yield curve inversions lead recessions

10yr less 3mo yield curve
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How long until the next recession?

When the 3 month/10 year yield curve inverts for 10 straight days

Is this signal diluted by lower term premium and global search for yield?
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FOMC dot projections

Distribution of FOMC members projections for Fed Funds rate
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Overnight Index Swap (OIS) is an interest rate swap involving the overnight rate being exchanged for a fixed interest rate. An overnight index swap uses an overnight rate index, such as the Federal Funds Rate, as
the underlying for its floating leg, while the fixed leg would be set at an assumed rate. Overnight index swaps are popular amongst financial institutions for the reason that the overnight index is considered to be
a good indicator of the interbank credit markets, and less risky than other traditional interest rate spreads.

o UBS o



US interest rate movements going forward

The FOMC is data dependent and focused on risk management of cross currents ("mid cycle adjustment to policy")

Rates Up Rates range bound Rates down

e Inflation accelerates above 2% ¢ Economic and geopolitical e Financial conditions tighten too

e US — China trade deal uncertainties continue much against Fed's forecast
completed e 2% US GDP with inflation 1.75% to e US economy sustainably slows

e Sustained pick-up in global 2.25% below 2% GDP with low inflation
growth e Expected range 1.25% - 2.00% e Global growth slows

systematically
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Additional disclosures (Americas)

Past performance is no guarantee of future results. Potential for profit is accompanied by possibility of loss. Any statements made regarding investment performance objectives, risk and/or return targets shall not constitute a
representation or warranty that such investment objectives or expectations will be achieved.

No part of this document may be reproduced or redistributed in any form, or referred to in any publication, without express written permission of UBS Asset Management. This material supports the presentation(s) given on the
specific date(s) noted. It is not intended to be read in isolation and may not provide a full explanation of all the topics that were presented and discussed.

The information and opinions contained in this document have been complied or arrived at based upon information obtained from sources believed to be reliable and in good faith. All such information and opinions are subject to
change without notice. A number of the comments in this document are based on current expectations and are considered “forward-looking statements.” Actual future results, however, may prove to be different from
expectations. The opinions expressed are a reflection of UBS Asset Management'’s best judgment at the time this report is compiled, and any obligation to update or alter forward-looking statement as a result of new information,
future events, or otherwise is disclaimed. UBS Group AG and/or its affiliates may have a position in and may make a purchase and/or sale of any of the securities or other financial instruments mentioned in this document.

The information contained in this document should not be considered a recommendation to purchase or sell any particular security. There is no assurance that any securities discussed herein will remain in an account’s portfolio at
the time you receive this information or that securities sold have not been repurchased. The securities discussed do not represent an account’s entire portfolio over the course of a full market cycle. It should not be assumed that
any of the securities transactions or holdings referred to herein were or will prove to be profitable, or that the investment recommendations or decisions we make in the future will be profitable or will equal the investment
performance of the securities referred to in this document.

The gross performance figures reflect the deduction of transaction costs but not investment advisory fees or external custodial charges. A client's actual return will be reduced by investment advisory fees and other expenses. The
deduction of investment advisory fees would have a compounding effect, which will increase the impact of the fees by an amount directly related to the gross account performance. For example, on an account with an initial
value of $10,000 and a 0.5% annual fee, if the gross performance is 10% per year over a five-year period, the annual compound net rate of return would be 9.45% per year and the total value of the client's portfolio at the end
of the five-year period would be $16,105 without the fee and $15,707 with the fee. Performance results include all cash and cash equivalents, are time weighted, annualized for time periods greater than one year and include
realized and unrealized capital gains and losses and reinvestment of dividends, interest and other income. A client's returns will be reduced by advisory fees and other expenses incurred by the client. Advisory fees are described in
Part 2A of Form ADV for UBS Asset Management (Americas) Inc.

This document does not constitute an offer to sell or a solicitation to offer to buy any securities and nothing in this document shall limit or restrict the particular terms of any specific offering. Offers will be made only to qualified
investors by means of a prospectus or confidential private placement memorandum providing information as to the specifics of the offering. No offer of any interest in any product will be made in any jurisdiction in which the
offer, solicitation or sale is not permitted, or to any person to whom it is unlawful to make such offer, solicitation or sale.

The achievement of a targeted ex-ante tracking error does not imply the achievement of an equal ex-post tracking error or actual specified return. According to independent studies, ex-ante tracking error can underestimate
realized risk (ex-post tracking error), particularly in times of above-average market volatility and increased momentum. Different models for the calculation of ex-ante tracking error may lead to different results. There is no
guarantee that the models used provide the same results as other available models.

This document is not intended to provide, and should not be relied upon for, accounting, legal or tax advice, or investment recommendations. UBS Asset Management is not a fiduciary or adviser with respect to any person or
plan by reason of providing the materials or content herein. Any investment, accounting, legal or taxation position described in this document is a general statement and should only be used as a guide. It does not constitute
investment, accounting, legal or tax advice and is based on UBS Asset Management's understanding of current laws and their interpretation, including under the Employee Retirement Income Security Act of 1974 or Department
of Labor regulations. As individual situations may differ, clients should seek independent professional tax, legal, accounting or other specialist advisors as to the legal and tax implication of investing. Plan sponsors and other
fiduciaries should assess their own circumstances when evaluating potential strategies or investments.

Strategies may include the use of derivatives. Derivatives involve risks different from, and possibly greater than, the risks associated with investing directly in securities and other instruments. Derivatives require investment
techniques and risk analyses different from those of other investments. If a manager incorrectly forecasts the value of securities, currencies, interest rates, or other economic factors in using derivatives, the portfolio might have
been in a better position if the portfolio had not entered into the derivatives. While some strategies involving derivatives can protect against the risk of loss, the use of derivatives can also reduce the opportunity for gain or even
result in losses by offsetting favorable price movements in other portfolio investments. Derivatives also involve the risk of mispricing or improper valuation, the risk that changes in the value of a derivative may not correlate
perfectly with the underlying asset, rate, index, or overall securities markets, and counterparty and credit risk (the risk that the other party to a swap agreement or other derivative will not fulfill its contractual obligations, whether
because of bankruptcy or other default). Gains or losses involving some options, futures, and other derivatives may be substantial (for example, for some derivatives, it is possible for a portfolio to lose more than the amount the
portfolio invested in the derivatives). Some derivatives tend to be more volatile than other investments, resulting in larger gains or losses in response to market changes. Derivatives are subject to a number of other risks, including
liquidity risk (the possible lack of a secondary market for derivatives and the resulting inability of the portfolio to sell or otherwise close out the derivatives) and interest rate risk (some derivatives are more sensitive to interest rate
changes and market price fluctuations). Finally, a portfolio’s use of derivatives may cause the portfolio to realize higher amounts of short-term capital gains (generally taxed at ordinary income tax rates) than if the portfolio had
not used such instruments.

Services to U.S. persons are provided by UBS Asset Management (Americas) Inc. (" Americas") or UBS Asset Management Trust Company. Americas is registered as an investment adviser with the US Securities and Exchange
Commission (“SEC") under the Investment Advisers Act of 1940, as amended (Note that an investment adviser does not have to demonstrate or meet any minimum level of skill or training to register with the SEC). From time to
time, Americas’ non-US affiliates in the Asset Management Division who are not registered with the SEC ("Participating Affiliates") provide investment advisory services to Americas' U.S. clients. Americas has adopted procedures
to ensure that its Participating Affiliates are in compliance with SEC registration rules.

UBS Asset Management (Americas) Inc., a Delaware corporation, is a member of the UBS Asset Management business division of UBS Group AG, a publicly traded Swiss bank (NYSE: UBS). UBS Asset Management (Americas) is
an indirect wholly owned subsidiary of UBS Group AG.

Copyright © UBS 2019. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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