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Nobel Perspectives:
* On a post COVID-19 world

" Jean Tirole

As part of the UBS Nobel Perspectives program, our webinar series allows you to
ask your gquestions directly to Nobel Laureates in Economic Sciences.

UBS Nobel Perspectives addresses the questions shaping our world, cutting through the noise, and holding the
largest content library of Nobel Laureate interviews.

Jean Tirole won the Nobel prize in 2014 for his analysis of market common good and regulation. Jean Tirole's
research and regulation theories have changed how market regulation is applied to industries far and wide and
broadened the scope of what competition can look like. The Nobel Laureate is also a best-selling author and
distinguished professor. He joined Massimiliano Castelli, Global Head of Strategy, Global Sovereign Markets at UBS
Asset Management, in a webinar on 30" September to discuss the implications of the COVID-19 pandemic on
topics including technology, globalization and sustainability.

Key webinar takeaways

Health crises will occur more and more often and we need to be more prepared for them

e To improve the sustainability of our world, we must invest long term and the finance sector can play an
important role in facilitating this process

e To monitor global monopolistic industries, competition authorities need to coordinate globally and
independently of political power

e A trend towards deglobalization has developed during the pandemic

e There are several benefits to globalization: consumers are not captive to domestic monopolies, have

greater choice and lower prices but losers must be protected

The world in the grasp of COVID-19

More than six months have passed since the beginning of the crisis: what are the main implications of the crisis on
the global economy?

To begin with, the lack of preparation was striking as there was no real plan in place. On a domestic level, we saw a
lack of supplies as well as a delay in implementing contact tracing. Similarly, on an international level there was
limited planning with countries failing to share information and rushing to preempt masks and a vaccine.

This health crisis is not a rare event, we will also be faced with a growing resistance to antibiotics, biological warfare
and the permafrost melting, which will release unknown bacteria and viruses. We will undoubtedly see more health
crises in the future, and we need to prepare for them much better next time.

From a macro perspective, the fiscal response was adequate but huge debt is now piling up which must be repaid
eventually. A few other areas we will need to address are lost education and increased inequality in society.



One of the implications of COVID-19 has been an acceleration in digitalization and technology. The big tech
companies are perceived as the winners and this is also reflected in their stock prices. Are the big tech firms
monopolistic in nature and what type of regulation would you advocate to ensure continuing innovation and
competition?

Economists are in general concerned about monopolies pushing prices high for consumers, failing to innovate as
well as dirty tricks to prevent entry into their market. US tech companies’ market cap now exceeds that of all
European firms, and they are still growing. They interact with the consumer online with no physical presence, which
provides a competitive advantage in this environment to the detriment of bricks and mortar shops.

A solution to a monopolistic industry is the breaking up of these companies into smaller operations through the
identification of competitive bottlenecks - the segments which facilitate competition. This is not easy as technology
changes all the time. | am in favor of competition policy but its slow to implement: it can take up to 5-7 years to
settle a case. Competition authorities must try to preserve the ability of new entrants to enter the market and
prevent dominant platforms from imposing exclusivity rights for sellers, as such exclusivity might lead to tipping in
favor of the bigger platform. The best scenario might be a combination of competition policy with light regulation,
that collects information about the largest tech firms, and is able to restrain them.

Do takeovers and acquisitions of smaller tech companies kill competition?

Two exit mechanisms exist for a startup: an IPO or an acquisition by a bigger company. It is very difficult for
competition authorities to prove a reduction in competition has occurred due to a merger or takeover, particularly
for newer companies such as tech startups where there is little data available on the company and very few
consumers exist or before any sales have even taken place. It is a challenge for competition authorities to prove that
the merger is anti-competitive. The burden of proof in the current legal framework doesn't facilitate this type of
investigation. Larger corporations may actually acquire early startup companies for that very reason.

How can a global competitive regulation framework work, given the global nature of these large tech companies?

Basically, for it to work, global cooperation is preferable to local regulation because it may be costly for companies
to tailor their technology to different markets. Regulators should be independent from political power for it to work
and allow for an even playing field. Moreover, competition authorities need to work together to exchange best
practices and share industry knowledge to have optimal coordination between countries.

The key themes of the century

The health emergency measures introduced to stop "There are several benefits to globalization:
contagion caused a severe global recession. The consumers are not captive to domestic

Global Financial Crisis (GFC) had a negative impact monopo“esl have greater choice and lower
on globalization and the pandemic is likely to have

= o prices.”
a similar effect and will in many ways serve as a
catalyst for trends that were already well underway. .
What is your view on this topic? Jean Tirole

Looking at supply assurance and the need for a good level of inventory and diversified supply chains, in my view the
governments should secure the conditions for a proper supply of essential goods and services (unusual health
problems, defense, basic food supply) and the private sector can manage the rest. In relation to COVID-19, masks
and a vaccine will in part come from abroad, so even essential supplies will involve some share of international
trade.
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A trend towards more protectionism and therefore deglobalization has developed during the COVID-19 crisis. If we
travel less and work remotely, if we consume more locally grown products, then physical global trade will decrease;
but we do not have to forego globalization at the same time. There are several advantages to globalization:
consumers are not captive to domestic monopolies, have greater choice and lower prices. In the technology sector,
artificial intelligence (Al) is coming and will be a huge shock to the labor market, causing rebellion. Such
technological evolutions, which are by themselves desirable, may become real threats to democracies if they are
poorly or not handled. We need to support the losers of globalization and technological change.

Milton Friedman — awarded the Nobel Prize in Economics in 1976 — had the view that the only social responsibility
of business is to increase profits and this view dominated for decades. In the aftermath of the GFC, this view has
increasingly been challenged and even more so since COVID-19 emerged. Do you think that Friedman'’s view should
be updated to reflect the changed structure of our economies?

Economic life was built on two pillars. The first is firms striving for long-term profits and the second is taxation of
companies and consumers to correct for socially irresponsible behavior. There are many market failures to correct;
market power, pollution, asymmetric information, inequality, procrastination end impulsiveness, and so on.

There are government failures as well as market failures, resulting in little to no action on climate change,
inequality, a high public debt and unfunded pensions, and we all must react to their failures to address the
challenges to a harmonious society and to the environment.

Corporations can act in three ways; they can take a long-term perspective on profits; practice philanthropy on
behalf of their stakeholders; and practice philanthropy themselves (and therefore sacrifice profits).

We need to improve the transparency and the availability of green information around different consumer choices.
For instance, the impact of buying an electric car on society depends on the origination of the electricity as some
power is sourced from coal and some from nuclear stations.

There is growing evidence of the benefits of incorporating an Environmental, Social and Governance (ESG)
approach to investments as shown by ESG indexes which tend to outperform traditional indexes. Do you share the
view that COVID-19 has strengthened the trend towards a greener world? Can finance play a decisive role in the
transition to the green economy?

First, financial institutions can help to exert pressure on governments to take more action for a greener world.
Second, educating investors as to how green their investment really is would be helpful. Third, with impact at the
forefront, they could help develop good criteria for green investment. What indeed matters is impact, not posture.
Financial institutions as well as corporations and individuals all need to correct market and government failures.

Audience Q&A

“Investing is fundamentally based on tw Globalization was associated with low Inflation but if we
g1t EEl A 2oy 2 shift to deglobalization can we expect inflation to rise?

parameters; risk and return to generate risk- When do you think inflation will eventually rise?
adjusted return options. In the future however,
many now believe a third parameter of ‘impact’
will need integrating so investors can consider

the impact of assets or economic activity on the  The high level of uncertainty that prevails in the economy

After the GFC inflation was surprisingly low despite the
massive liquidity injection from central banks.

world.” now is again causing cautious behavior, consumers and
banks are saving rather than spending and companies are
Massimiliano Castelli not investing.
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There is however still much liquidity in the market, that will be spent eventually so there will probably be inflation,
especially in the scenario of the end of globalization in which prices will rise. But it is difficult to make a precise
forecast as to when this might happen. Inflation expectations are currently mixed.

| am concerned about central bank independence. Freeing the Central Bank from politics is important. Central
Banks so far have controlled inflation effectively and improved somewhat the regulation of banks. But, in reaction
to limited action of political authorities during the financial and European crises, Central Banks have taken a fiscal
role by buying bonds to help distressed countries and banks during the crises. In doing so, they have become a fiscal
power to some extent, which can be a dangerous threat for their independence.

What is your view on getting industrial policy right?

My view is governments are responsible for correcting market failures, market power, and inequality but should not
be a producer. They can use targeted policies to select companies or industries and encourage investing such as
green innovation. But there are general principles that need to be followed to avoid that public funds be wasted.
Some guidelines from my point of view include:

¢ Independent, talented experts select the projects

e Make sure that the funded projects involve talents that are going to make them happen

e Use competition-neutral approaches

e Evaluate regularly and terminate projects when they don’t deliver

* Involve the private sector to avoid ‘white elephants’ (expensive projects difficult to maintain or dispose of)

Will COVID-19 trigger a global change in mindset to a more sustainable, less consumption-driven world?

After international war there is always more empathy. We might now be more willing to invest in the longer term,
because previously we have always been too focused on the short term. The population is fragile: we simply need to
consume less and invest more. It would be naive to believe we will solve climate change at no cost, fighting climate
change is costly.

What is the role of economics in a post COVID-19 world?

In my view economics is more important than ever to help correct market failures and promote the common good.
Nowadays, there is a lot of fake news, distorted facts and phony theories on pressing issues. The media industry
has a responsible role to play.

Economists need to work together with experts across all social sciences, including historians, psychologists and
sociologists. And, because experts in many fields are dismissed today, society must educate children at school about
science.

Want to know more about sustainability at UBS?
At UBS we pride ourselves on being a sustainable investing center of excellence. The 17 United Nations Sustainable

Development Goals are the way to a sustainable future. We've joined forces with BOTTLETOP, a sustainable
accessories brand who created #TOGETHERBAND to raise awareness and funds for the goals.




17 goals, 17 bands. You get two bands — one to wear, one to share. And all the profits go to projects working
towards the goals. It centers around the conviction that none of the goals, including SDG #13, Climate Action,
can be achieved without collective, multi-sector action.

To read more about sustainable and impact investing click here

For further information please contact your client advisor. Investors should not base their investment decisions on
this marketing material alone
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https://www.ubs.com/global/en/asset-management/insights/sustainable-and-impact-investing/si-foresight-preparing-portfolios.html
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The views expressed are a general guide to the views of UBS Asset
Management as of September 2020. The information contained herein
should not be considered a recommendation to purchase or sell securities
or any particular strategy or fund. Commentary is at a macro level and is
not with reference to any investment strategy, product or fund offered by
UBS Asset Management. The information contained herein does not
constitute investment research, has not been prepared in line with the
requirements of any jurisdiction designed to promote the independence of
investment research and is not subject to any prohibition on dealing ahead
of the dissemination of investment research. 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. All such information and opinions are subject to change without
notice. Care has been taken to ensure its accuracy but no responsibility is
accepted for any errors or omissions herein. 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 document was
compiled, and any obligation to update or alter forward-looking
statements as a result of new information, future events or otherwise is
disclaimed. Furthermore, these views are not intended to predict or
guarantee the future performance of any individual security, asset class or
market generally, nor are they intended to predict the future performance
of any UBS Asset Management account, portfolio or fund.

EMEA

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.

Follow us on LinkedIn m

© UBS 2020. All rights reserved.
www.ubs.com/am
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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.

UK
Issued in the UK by UBS Asset Management (UK) Ltd. Authorised and
regulated by the Financial Conduct Authority.

APAC

This document and its contents have not been reviewed by, delivered to or
registered with any regulatory or other relevant authority in APAC. This
document is for informational purposes and should not be construed as an
offer or invitation to the public, direct or indirect, to buy or sell securities.
This document is intended for limited distribution and only to the extent
permitted under applicable laws in your jurisdiction. No representations are
made with respect to the eligibility of any recipients of this document to
acquire interests in securities under the laws of your jurisdiction.

Using, copying, redistributing or republishing any part of this document
without prior written permission from UBS Asset Management is
prohibited. Any statements made regarding investment performance
objectives, risk and/or return targets shall not constitute a representation or
warranty that such objectives or expectations will be achieved or risks are
fully disclosed. The information and opinions contained in this document is
based upon information obtained from sources believed to be reliable and
in good faith but no responsibility is accepted for any misrepresentation,
errors or omissions. All such information and opinions are subject to
change without notice. A number of comments in this document are based
on current expectations and are considered “forward-looking statements”.
Actual future results may prove to be different from expectations and any
unforeseen risk or event may arise in the future. The opinions expressed
are a reflection of UBS Asset Management's judgment at the time this
document is compiled and any obligation to update or alter forward-
looking statements as a result of new information, future events, or
otherwise is disclaimed.

You are advised to exercise caution in relation to this document. The
information in this document does not constitute advice and does not take
into consideration your investment objectives, legal, financial or tax
situation or particular needs in any other respect. Investors should be
aware that past performance of investment is not necessarily indicative of
future performance. Potential for profit is accompanied by possibility of
loss. If you are in any doubt about any of the contents of this document,
you should obtain independent professional advice.

Australia
This document is provided by UBS Asset Management (Australia) Ltd, ABN
31 003 146 290 and AFS License No. 222605.

Source for all data and charts (if not indicated otherwise): UBS Asset
Management
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