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Low growth & low return: Cyclical or structural?

Is the world economy suffering from a secular stagnation?
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Scenario A: Normalization Scenario B: Lower-for-longer
Scenario A scenario assumptions: Scenario B scenario assumptions:
¢ Inflation across the globe is expected to remain muted in the 1.5% o
to 2.2% range; advanced economies
e US T-Bills begin to rise in 2016 and are expected to reach 3.1% in o

five years;

o 10-year Treasury yield rises about 30 basis points per year over

the next five years;

¢ Global interest rates are expected to rise about 35 basis points per

year over the next five years

e US equities are slightly overvalued. Non-US equities are
undervalued and expected to outperform in the next 5to 10 years

% UBS Source: United Nations, IMF 2016. UBS AM 2016.
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US T-Bills will only rise to 0.5% in five years and 1.0% in ten years;

10-year Treasury yield will be 2.0% in five years and 3.0% in ten

years

Global interest rates will remain lower for longer over the next

five years

US equities are expected to experience only a small revaluation in
this scenario with global returns falling to around 6%

2016



Lower expected returns across scenarios

The past (2002-2016YTD)

The future (10-y Forecast)

A) Historical Returns B) Max drawdown C) STD
sav1 7.37% “ 10.1% 6.1%
Sav2 8.44% 9.4% 6.1%
sav3 8.91% 11.2% 7.1%
Stab1 | 3.68% 1.1% 2.4% 1.5%
Stab2 | 4.03% -2_8%I 2.4% 2.4%
Stab3 | 451% -6.9% ! 3.0% 2.5%
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% UBS Source: UBS AM. Please note that past performance is not a guide to the future. Data as of end of September 2016.




More or less risk? More or less illiquidity?

How to invest going forward — and which questions should SWFs address to meet
current and future challenges

o d Lower-for-longer might imply the need to go
_ nCrease or aecrease even further out on the risk curve - but what
risk? maximum loss is an institution willing to take?
Data suggests that illiquid assets will continue Do institution; and sgons?rinlg
T : i overnments have a fiscal rule
e More illiquidit to offer superior returns and SWFs without 9 : :
premiurr? ? y current liquidity needs are uniquely positioned ;?‘Ztv%ci’t‘{‘e(’rgug‘l'ﬁfgs"t DT
to take advantage — what happens in case of
9 PP
forced selling?

_ _ "\ Anongoing low-return environment or more Factor investing with related
e Establish a tactical / challenging investment regimes than in the TAA, use of derivatives. Are
cyclical investment past (e.g. stagflation) will require much more SWFs ready from an .
framework? active investment styles organisational point of view?

) Move towards a hedge-fund style investment

e Implement alternative framework relying on extensive use of

portfolio construction derivatives, leverage, sophisticated risk

techniques? models and more generally more sophisticated
Yy, investment engineering

Source: UBS Asset Management. For illustrative purposes only.
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Massimiliano Castelli, PhD, MSC

Head Global Strategy, Global Sovereign Markets
Managing Director

Years of financial industry experience: 14
Education: University of Rome (Italy), PhD; University of London (UK), MSc

e As Head of Strategy he analyses the market trends affecting the investment behavior of central banks,
sovereign wealth funds and other state-controlled investment institutions and work closely with the
investment teams in providing investment advice and developing tailored investment solutions for this
client segment

e Max established himself as a global thought leader on the macroeconomic, financial and political trends in
sovereign wealth management. He has often been called in by leading institutions as an expert on global
economic and financial matters. Max has recently published The New Economics of Sovereign Wealth Funds
in the Wiley Finance Series, a book providing a thorough guide to sovereign wealth funds, covering the
drivers of the industry, how it operates and grows, the interest from and in Western markets and the
pivotal role that sovereign wealth funds play in the world economy

e In his fifteen year long international professional career, Max has been Head of governmental affairs for
UBS in Europe, Middle East and Africa, Senior Economist for the Middle East region at UBS and consultant
advising governments and corporates in emerging markets on behalf of international institutions

e Max holds a PhD in Economics from the University of Rome where he lectured and a Msc in Economics from
the University of London.
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Disclaimer

For marketing and information purposes by UBS.

For professional clients only. The information and opinions contained in this document have been compiled or arrived at based upon information obtained
from sources believed to be reliable and in good faith, but is not guaranteed as being accurate, nor is it a complete statement or summary of the securities,
markets or developments referred to in the document. UBS AG and / or other members of the UBS Group 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.

Before investing in a product please read the latest prospectus carefully and thoroughly. Units of UBS funds mentioned herein may not be eligible for sale
in all jurisdictions or to certain categories of investors and may not be offered, sold or delivered in the United States. The information mentioned herein is
not intended to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. Past performance is not a reliable
indicator of future results. The performance shown does not take account of any commissions and costs charged when subscribing to and redeeming units.
Commissions and costs have a negative impact on performance. If the currency of a financial product or financial service is different from your reference
currency, the return can increase or decrease as a result of currency fluctuations. This information pays no regard to the specific or future investment
objectives, financial or tax situation or particular needs of any specific recipient. The details and opinions contained in this document are provided by UBS
without any guarantee or warranty and are for the recipient's personal use and information purposes only. This document may not be reproduced,
redistributed or republished for any purpose without the written permission of UBS AG. Source for all data and charts (if not indicated otherwise): UBS
Asset Management

This document contains statements that constitute “forward-looking statements”, including, but not limited to, statements relating to our future business
development. While these forward-looking statements represent our judgments and future expectations concerning the development of our business, a
number of risks, uncertainties and other important factors could cause actual developments and results to differ materially from our expectations.

© UBS 2016. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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