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Professor Robert Merton highlights the opportunities
and challenges that FinTech presents to the financial
services sector

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

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

Professor Robert Merton won the Nobel Prize in Economics Sciences in 1997 for his work in establishing a new
method to determine the value of derivatives; a generalization of the Black-Scholes formula which paved the way
for economic valuations in many areas. The majority of his research has been in mathematical finance theory.
Robert C. Merton is the School of Management Distinguished Professor of Finance at the MIT Sloan School of
Management and John and Natty McArthur University Professor Emeritus at Harvard University.

Key webinar takeaways

» Digitalization of financial services, often called FinTech, offers enormous global opportunities for new and
improved services and substantially lower costs, with disproportional improvements accruing to those who
are underserved by current standards.

» To realize that potential, innovation design based on ‘best practice’ will not be good enough, and the
important challenges to implementation must be addressed as part of the design.

e Successful realization of FinTech-enabled opportunities faces material challenges and there will definitely be
financial service industry ‘winners’ and ‘losers’ from its successful implementation.

e FinTech innovations will create disruptive challenges for users, providers, advisors and regulators of financial
services but will also create potentially significant opportunities for them as well.

e While there are some parts of financial services that do not require trust, key areas such as financial advice
can only function if there is trust.

e Technology by itself does not create trust and so FinTech cannot succeed without it.

Moderator: Evan Brown, CFA, is Head of Multi-Asset Strategy in the Investment Solutions team at UBS Asset
Management. In this role, Evan drives macro research and tactical asset allocation investment process across asset
classes. Additionally, he drives thought leadership to clients through advisory mandates and investment
publications.



On digitization, FinTech and trust

It's been somewhat overshadowed in recent times because of COVID-19, but there is no doubt that the technology
and FinTech area is going to have a huge impact on financial services around the world, offering enormous
opportunities for new and improved services and substantially lower costs with disproportional improvements
accruing to those who are underserved by current standards.

FinTech will succeed most easily in areas of financial services involving calculations, processing, payments and
record-keeping, where performance can be readily tested and verified, and in any activity in which transparency can
be adequately substituted for opaqueness. Truly transparent services do not require trust. Services which can be
fully verified need not be transparent and do not require trust to be adopted.

FinTech will be challenged to succeed in offering services and products that are inherently opaque, i.e., cannot be
made transparent, such as financial advice, solutions and many complex integrated financial products.

FinTech increases time efficiency and lowers cost by substituting ‘black box’ technology for human efforts of both
advisors and providers but in doing so it also increases opacity, which in turn makes trust an even more important
and valuable asset. Technology by itself is not a substitute for trust and competence.

FinTech’s success will thus drive increasing value for the trusted advisor, provider, consultant and overseer. Instead
of technology sold directly to consumers, the process will have technology sold to trusted advisors who can evaluate
and verify the technology, and consumers, who will let the advisor use the technology to make decisions for them
because they trust their advisor.

Improving regulatory innovation to create and restore trust

Consumers of financial services lost trust in their providers and their regulators during the 2008 Global Financial
Crisis. Financial advisors and institutions with business strategies based on restoring trust by minimizing conflicts of
interest, such as fee-only independent advisors, will disrupt traditional product-based wealth-management models
with captive distribution broker and adviser systems. Regulation is important and can help establish trust.

Fiduciary duty responsibility for financial advisors can be strengthened to promote the creation of trust, but with
significant clarity on the meaning of ‘client’s best interests’ to provide balance to protect the advisor from too much
litigation risk.

Regulations should encourage transparency and the avoidance of conflict of interests. For example, mandated
disclosures should be matched to the user of the information. Disclosures to customers should contain only
information deemed ‘meaningful’ to the customer, to avoid inducing frustration or poor decisions.

Risk definitions and measures consistent with the purpose or goal of the product or advice offered. For example,
risk of retirement-income-goal product or portfolio measured in terms of volatility of its retirement income and not
the volatility of its value.

Disclosures of expenses to permit meaningful comparisons among similar alternatives is another important area.
Expenses disclosed for a product or service could include the total embedded fees of the product as well as the
marginal contribution to expense from service or product provider.

Regulations should be routinely reviewed for their ‘unintended’ consequences.
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The views expressed are a general guide to the views of UBS Asset
Management as of January 2021. 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.

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
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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.
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