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Where do we go from here
for equities?

Market volatility creates opportunities, but selectivity is key

The COVID-19 outbreak has triggered market turbulence in recent months and seen prompt policy actions around
the world. But will the pandemic change long-term views and is it an opportunity to make strategic adjustments
within strategies? At a recent webinar, Max Anderl, Head of Concentrated Alpha Equity and Nicole Lim, Equity
Specialist gave their views on the current bright spots and the areas to watch out for in the months ahead.

Key Takeaways

e The COVID-19 pandemic has meant that the bull market we have enjoyed over the past decade could finally
be coming to an end.

e How and when to navigate the market in the coming months will be crucial, and we will look to continue to
implement our buying selectively.

e When comparing an event-driven crisis like COVID-19 with the Great Financial Crisis of 2008/2009, we
believe that the swift fiscal and monetary stimulus will be a key differentiator as the economy may be in a
better position to recover.

e The shift in consumer preferences will likely come from pent-up demand and record stimulus measures.

e Post-pandemic, deglobalization and greater use of digital options are expected to create new investment
risks and opportunities.
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What does the Pandemic mean for stock picking?
Where are we?

e Disease now more understood, recovery a question of time, economic impact uncertain
e Unprecedented low risk free rates, quickest largest stimulus

Side effects

e Liquidity crisis appears solved, bankruptcies and bail-outs likely to follow

e Permanent shifts in consumer preferences

e On the other side of the virus crisis - combination of pent-up demand and record stimulus

e On the other side of the tunnel - heavily indebted governments, weakened globalization, higher inventory

Equity investment implications

e Absolute return proposal: quality yield stocks in defensive sectors — however the most attractive entry point
has now passed
e Quality cyclicals: profitable, valuation support
o Semiconductor equipment, software, biggest cloud players, healthcare equipment, industrials
o Working and added to on weakness
e Value ideas: operational or financial gearing, avoid both, as they may be the last leg to recover
e Avoid: deep value with weak balance sheet and structural problems, non profitable speculative business
models, most affected industries
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With banks in a better position than in 2008/2009, we are still expecting to see some restructuring but the safety
nets in place as a result of fiscal stimulus should certainly be beneficial. Companies that have performed well, for
example some of the tech names, have continued to do so through the current extreme environment.
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But we believe value stocks remain cheap and valuation spreads remain wide. Therefore, we remain selective in this
area, either buying operationally geared companies or financially geared companies and avoiding those industries
that we think may take longer to recover.

Q&A:

'| What opportunities has
the virus created and how
are you positioned to
capture them?

2 What are the bright spots
for Europe?
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We believe that companies that are well positioned for the stay-at-home
trend and the shift to online, including Cloud, will benefit the most.
However, the market has already priced this is so many of these pure play
stocks are now trading at all-time highs. Therefore, while these stocks may
look attractive from a risk/reward perspective, they may not necessarily
present a good entry point from an investment perspective.

We believe there are more interesting opportunities in areas that may be
less obvious beneficiaries coming out of this crisis and where there is
concrete pent-up demand. Across our strategies, we are buying into these
types of areas where the stocks could see a recovery.

Europe has long been a large underweight consensus position so there is a
lot of catch-up potential here. Valuations are also a bright spot and Europe
is trading at a discount compared to other markets even after adjusting for
the different sector weights.

Valuations for some large caps and some industrials, for example, stand out
to us. We have added to these areas in our European and global portfolios
as we view this as an opportunity to take part in the recovery and in this
valuation anomaly.

European companies have historically been among the largest dividend
payers but now we are seeing delays and cancellation in payment of
dividends following regulatory pressure during the current crisis. Healthcare
is an area we still like as we believe the dividend is safe and interesting
versus fixed income.



Where in healthcare do
you see potential
opportunities amid the
pandemic?

The pandemic is seeing
the acceleration of digital
transformation of
economies which will
results in a skew in terms
of your holdings. How will
you manage this risk?

Are you concerned about
overcrowded trades?

What are your thoughts
on how EU leaders will
support member states
during the crisis?
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There are some companies leading the way in testing while others in trying
to find a vaccine. Therefore we continue to favor the sector as we believe it
is reasonably valued and has strong earnings that have largely been
undisturbed by this virus. That said, it is unlikely we will be adding much
further to this area as they were relatively more attractive some weeks ago
and we began to see some pharmaceuticals companies sell down. With
valuations now back to levels where they started, the price gap has closed
and we will be looking at other interesting opportunities, such as in the
industrials sector, to add to at this stage across our strategies.

Winners in digital transformation — online, cloud and healthcare equipment
companies — are the same winners as before the crisis. We are well aware
of the upside and downside risk through our investment philosophy and
believe that these names still present the best risk/reward in the medium
term. We are overweight to some of these names particularly the large caps
because we feel that they don't have the same exuberance we see in the in
the smaller cap pure plays which are more expensive now than they were
before the crisis. The larger caps are in line or cheaper as they haven’t been
hyped up that much. They are also the ones that have the profits and
earnings power. Smaller companies are less profitable and it is unclear if
they will ever reach profitability. We are tilted towards larger good
risk/reward opportunities in the digital world.

Crowding can be an issue if markets change but it won't always tell you
very much about future performance, as the consensus is not always right.
Therefore we remain in the larger caps as we believe they tend to suffer
less in sell offs which do come from time to time. It is a risk if there are
dramatic changes but there has been progress in digitalization in terms of
cashless payments and it is unlikely this will change when the crisis is over.

These discussions are very difficult and are less of a focus area for us
because we know that support is coming from the single states. For
example Germany is doing a lot to support its own economy along with
other countries with good fiscal support at the state level. Europe as a
whole is a very international economy so in the event of a global recovery
Europe should be in a position to gain regardless of headlines such as this.
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The views expressed are a general guide to the views of UBS Asset
Management as of May 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.
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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.
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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.
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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.
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This document is provided by UBS Asset Management (Australia) Ltd, ABN
31 003 146 290 and AFS License No. 222605.
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