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The rebound in markets underlines our view that investors should avoid overreacting to bouts of volatility, especially in periods of thin summer trading.
(UBS)

US Economy: Not too hot, nor
too cold

16 August 2024, 2:59 pm CEST, written by UBS Editorial Team

US stocks extended their recent rally as new economic data further allayed concerns over the risk of a US
recession. Retail sales rose 1% in July, the largest monthly gain since January 2023, adding to evidence that
consumers remain resilient.

However, the risk of a more abrupt slowdown in the US, fueled by the weakness of the July jobs data, has not gone
away. Investors will likely have to wait until the release on 6 September of the August employment report for clarification
of whether the weakening of the labor market seen in July was due mostly to disruptions related to Hurricane Beryl, or
whether it reflected an underlying deterioration.

But overall, data released over the past week has struck the right balance, being not too hot, nor too cold. This should
help ease both concerns of a looming recession or that sticky inflation will hamper the Federal Reserve if swift rate cuts
are needed to defend growth. The data have been encouraging in several ways.

First, the consumer price index has shown inflation trending back toward the Fed'’s 2% target. Headline inflation in July
slowed to 2.9% y/y, down from 3% in June, hitting its lowest level since March 2021. On a three-month moving average
basis, the annualized rate of core inflation fell to 1.6%, down from 2.3% in June and 4.5% as recently as March. Producer
price data, which feeds into the Fed'’s favorite measure of inflation, the personal consumption expenditures index, was
also benign. The bottom line is that we see no impediment to rate cuts.

Second, the resilience of US consumers should likely be crucial in preventing a slowdown from becoming a recession;
the evidence that retail sales are holding up was helpful. Aside from the headline monthly increase, investors may be
encouraged by the retail control measure, which feeds into GDP growth. This rose by 0.3% on the month, better than the
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0.1% economists had been expecting, and especially impressive following a 0.9% gain in June. Confidence over the state
of US consumers was also increased by strong results from retailer Walmart, which raised its sales forecasts for the year.

Finally, the fall in initial claims for unemployment benefits, which had been expected to rise, adds to hopes that the July
jobs data exaggerated the weakness of the labor market. In our view, the unemployment rate is unlikely to continue
rising rapidly if consumer spending holds up. Of course, we will carefully monitor upcoming data to see if it continues
to support this view.

How do we invest?

The rebound in markets underlines our view that investors should avoid overreacting to bouts of volatility, especially in
periods of thin summer trading. Our base case remains for an economic soft landing in the US, with the Federal Reserve
starting to ease policy at its September meeting. We also see a strong outlook for corporate earnings.

Against this backdrop, we advise investors to:

Position for lower rates. Steadying US inflation and lingering uncertainty about the state of US activity give the Fed
more room to shift its focus toward supporting growth. Our base case is now that the Fed will frontload rate cuts, with
100 basis points of easing in 2024. This is part of a broader global rate-cutting cycle for which we have been advising
investors to prepare. As returns on cash are eroded, we think investors should consider investing cash and money market
holdings into high-quality corporate and government bonds as well as diversified fixed income portfolios. These assets
have recently shown their value, cushioning volatility in equity markets.

Seek quality growth. With stronger-than-expected retail sales and a resilient labor market, quality growth stocks are
well-positioned, in our view. Recent earnings growth has been largely driven by firms with competitive advantages and
exposure to structural drivers that have enabled them to grow and reinvest earnings consistently. We think that trend will
continue, and we expect quality growth to outperform, particularly if cyclical concerns mount.

Diversify with alternatives. While Thursday’s economic data beat expectations, the potential for increased market
volatility remains. Alternatives, particularly hedge funds, not only have the potential to help stabilize portfolios during
times of stress but can also generally take advantage of dislocations and generate potentially attractive returns when
other asset classes may struggle. That said, investing in alternatives does come with risks, including around illiquidity and
a lack of transparency.
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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
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 unigue 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.


https://secure.ubs.com/public/api/v2/investment-content/documents/3KW9OvSaOWHlLDnYtJVdmw?apikey=1AS8wxGGWLjxy6J92ees52Uz5ZrWmy6m

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.
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