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Our macro outlook reflects a soft landing where US inflation and growth moderate and the Fed begins cutting rates in September. We favor quality
bonds and remain neutral on US equities. (UBS)

How are we positioned?
8.27.2024

27 August 2024, 1:43 pm EDT, written by UBS Editorial Team

We see a supportive backdrop for both US IG bonds and equities. Within equities, we are Most Preferred on
the technology sector, financials, and utilities. In fixed income, we favor locking in yields via quality issuers;
we are Most Preferred in (IG) corporate bonds and agency MBS.

We recommend:
1. Position for lower rates: Use available pockets of liquidity to fund positions in quality bonds and capture carry.

2. Seize the Al opportunity: Strong first quarter earnings from big tech companies underline our conviction that the
Al growth case remains intact.

3. Prepare for the US election: Investors should vote at the ballot box and not with their portfolio. However, the
election will affect markets, and investors should be aware of potential risks to their wealth.

Our central view:

Base case: A “soft landing,” with the Fed starting to trim rates as growth and inflation cool off. Our central scenario
is that Fed will cut a total of 100bps this year, with the first easing move in the September meeting. As a reference,
considering there's only three FOMC meetings left in 2024, our base case assumes that the Fed cuts by 50bps in one of
these meetings before year-end.

Asset class views:

Given the repricing that has taken place in the rates market, we now see limited scope for capital gains in bonds. So we
are downgrading Fixed Income to Neutral from Most Preferred. Moreover, we keep US equities Neutral, but acknowledge
that they have a constructive backdrop.
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Fixed income: We remain Most Preferred in (IG) corporate bonds, and agency MBS, but we are downgrading Investment-
Grade CMBS to Neutral from Most Preferred.

Equities: We see modest upside overall, and focus on capital preservation strategies and selectivity.
+ US equities: We maintain our year-end S&P 500 target at 5,900. We believe the backdrop for US stocks is constructive,
given solid earnings growth, Al tailwinds, and likely rate cuts before year-end.

+ Style: Neutral on value versus growth.

+ Size: We are also Neutral on US small caps relative to US large caps. Having said that, we believe small-cap
valuations are very attractive both relative to their own history and versus large caps.

+ Sectors: Most Preferred—information technology, financials, and utilities. Least Preferred—materials and real
estate.

+ UK equities: We are downgrading UK equities to Neutral from Most Preferred given recent outperformance. The
underlying backdrop remains supportive though, with domestic growth gradually accelerating and the Bank of
England easing financial conditions. The UK's combination of relatively high-quality and defensive businesses can also
prove to be relatively resilient in periods of uncertainty as we have seen in July and August. We advise broad-based
exposure to the UK.

« EM equities: Neutral. By geography, we rate the Philippines and South Korea as Most Preferred. We favor ESG leaders
for their ability to mitigate downside risks and for their attractive valuations. Key risks to the asset class include a
strong US dollar, an uptick in geopolitical tensions, and a sudden worsening in US macro performance.

Alternatives: We think alternatives should be a core component of portfolios, as these allocations can help investors
navigate a shifting interest rate, technological, and political backdrop. Hedge fund strategies that offer low correlations to
traditional asset classes can help reduce overall portfolio volatility. Private equity offers investors the opportunity to invest
in growing companies, including those exposed to Al, that are not listed on public markets.

Cash: We expect cash to progressively deliver lower returns as interest rates fall in 2024. Investors should transition cash
and money market holdings into high-quality corporate and government bonds, as well as potential equity beneficiaries
of lower rates.

Currencies and commodities: We believe that there are interesting opportunities but that selectivity is important.
« FX: We are Most Preferred AUD, GBP, EUR, and CHF. We expect the Fed pivot and softer US growth to result in USD
weakness over the coming months.

+ Gold: We are Most Preferred. We believe the case for gold as an attractive diversifier remains strong. Central bank
buying, geopolitical tensions, and likely lower US interest rates are all supportive for gold prices.

« Oil: We are Most Preferred. We see tight supply/demand balances offering support to prices.

Base case forecasts for December 2024:
+ S&P 500 Index: 5,900

« Healthy earnings growth, Al tailwinds, and potentially looser financial conditions provide a constructive backdrop
for equity markets in the balance of the year.
+ S&P 500 EPS: USD 250 (+11% year over year)
+ 10-year US Treasury yield: 3.85%
+ Brent oil: USD 87/bbl
+ Gold: USD 2,600/0z
« EURUSD: 1.12

Main contributor: Alberto Rojas, Investment Strategist, CIO Americas

Important information

As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and
Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment advisory and brokerage
services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different
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laws and separate contracts. It is important that you carefully read the agreements and disclosures UBS provides to you about
the products or services offered. For more information, please visit our website at www.ubs.com/workingwithus.

© UBS 2024. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.

There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for
individual investors and are produced by UBS Global Wealth Management (which includes UBS Financial Services Inc. and UBS
International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors. The
two sources operate independently and may therefore have different recommendations. The various research content provided
does not take into account the unique investment objectives, financial situation or particular needs of any specific individual
investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of UBS AG
and an affiliate of UBS International Inc.



Non-Traditional Assets

Non-traditional asset classes are alternative investments that include hedge funds, private equity, real estate, and managed
futures (collectively, alternative investments). Interests of alternative investment funds are sold only to qualified investors, 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.

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:

e Hedge Fund Risk: 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-U.S. securities and illiquid
investments.

e Managed Futures: 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.

e Real Estate: There are risks specifically associated with investing in real estate products 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.

e Private Equity: There are risks specifically associated with investing in private equity. Capital 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.

e Foreign Exchange/Currency Risk: Investors in securities of issuers located outside of the United States should be aware that even
for securities denominated in U.S. dollars, changes in the exchange rate between the U.S. 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 U.S. investor.


bellomjo
Text Box


