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The 'new normal’

Accelerated by the pandemic,
central bank action and digital
trends have stoked a rally in
technology and growth stocks.

Awaiting ‘more normal’

To continue sustainably, the
rally may need to broaden.
The timing of this depends
on vaccine and US fiscal
developments.

Timing the market

We expect volatility, but inves-
tors should stay invested,

aligned with their financial plan,

and use volatility to build up
long-term positions.

Diversify for the next leg

Investors should look to diversify
beyond US mega-cap tech, into
areas including the UK equity
market, US mid-caps, emerging
market value, and global
industrials.
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We got ‘new normal.’

What about ‘'more normal’?

Since the peak of the pandemic, the market narrative has been dominated by the

transition to a “new normal,”

deficit spending, and further central bank action.

driven by the forces of technological disruption,

Yet, with recent gains in broad equity indexes concentrated in relatively few stocks,
styles, and sectors, all linked to the new normal, we think that for markets to move
materially higher in the near term we will need to see less “new normal” and more
“more normal.” In particular, we think investors want to see a path toward sustain-
able mobility gains (enabled by vaccine developments) and a reduction in US politi-
cal uncertainty. We think both factors will happen, but the timing is uncertain.

Figure 1

Record outperformance for growth over value

12-month Russell 1000 Growth vs. 12-month Russell 1000 Value performance
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In our base case, we think the combined metaphorical and literal shots in the arm
of a successful vaccine, an end to election uncertainty, passage of new US fiscal
stimulus, and continued extraordinary global monetary support will enable markets
to move higher over the medium term. In our central scenario, we expect the
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S&P 500 to trade at 3,700 by the middle of next year. Investors holding cash and
waiting for a large correction run the risk of disappointment, particularly given the
potential for developments like a vaccine to arrive sooner than expected.

Once a vaccine is approved, investors will have a much clearer picture of how
quickly we will move to a more normal world. In the interim, however, we will likely
face a period of volatility, particularly if no US fiscal stimulus is passed before the
election, the Federal Reserve refrains from new policy measures, and rising virus
cases dent consumer and business confidence. The series of upcoming event risks
related to the US election, US-China relations, and Brexit will also contribute to
higher volatility.

What should investors do? Trying to directionally time the market around the daily
sequence of vaccine and stimulus announcements that speed up or delay the return
to “more normal” is likely beyond human or artificial intelligence. We have much
higher conviction around an eventual economic recovery driven by a vaccine as well
as global fiscal and monetary stimulus. Based on our view that the longer-term
trend is positive, we think the best strategy is to stay invested along the lines of
your financial plan. Near-term volatility could, however, be seen as an opportunity
to build up positions using, for example, options, structured solutions, or a disci-
plined phasing-in strategy.

Second, investors need to diversify into those areas most likely to drive the next leg
of the rally. In our view, this will involve investing beyond US mega-cap technology
stocks, and should include the UK equity market, US mid-caps, emerging market
value stocks, and global industrials, as well as other technology stocks like those
exposed to 5G and the future of humans—encompassing opportunities in educa-
tion, healthcare, and consumer preferences as we explore in our eponymously titled
new report.

Finally, investors need to consider how to reframe their investment thinking in light
of the new normal that will emerge after the pandemic. One such area we are
focused on is sustainable investing. In the aftermath of the pandemic, the world’s
top 50 economies are putting USD 583bn into boosting green efforts. We have made
sustainable investing our preferred solution for private clients investing globally.

Markets have embraced the ‘new normal’

The rise in broad equity market indexes in recent months has been driven in large
part by investors’ embrace of a new normal. Supported by lower discount rates and
exposure to a less mobile but more connected world, the FAAMNG mega-cap tech
stocks—Facebook, Apple, Amazon, Microsoft, Netflix, and Alphabet, Google’s
parent company—have rallied by an average of 40% this year, and the tech-heavy
Nasdag index is up 24%, outperforming the broader S&P 500 (+6%). For the most
part, we see the strong performance from the technology sector as justified, and
do not think the sector’s price-to-earnings ratio of 25x, with 17% forecast earnings
growth, is a bubble.

However, this embrace of the “new normal” has contributed to a relatively narrow
advance. In August, just five stocks were responsible for almost half the gains in
the S&P 500 (Fig. 2). Over the last year, only 32% of S&P 500 stocks are beating
the benchmark. Growth's valuation relative to value is at its highest level since
2000, and 34% above the long-term average excluding the tech bubble. For equity
indexes to move meaningfully higher over the medium term, the rally will need to
broaden to also include value and cyclical stocks, in our view.
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The timing of a sector rotation
depends on when conditions get
“more normal.”

By the middle of 2021,
we expect a return to normal
economic functioning.

The timing of a return to “more
normal” depends on vaccine and
US fiscal stimulus developments.

September 2020 — UBS House View Monthly Letter

Figure 2

The August rally was driven by relatively few stocks
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Some of the potential beneficiaries of this transition are US mid-caps, UK equities,
industrials in Europe and the US, and emerging market value stocks. We think
investors should already begin to diversify into these areas. However, the timing
of the rotation toward these market segments remains uncertain, and before fully
embracing the rotation, investors are likely to want to see greater evidence that
economic conditions are getting more normal.

Now we just need a bit ‘more normal’

With China’s recovery currently on track, global investors are focused on the pace
of growth in Europe and the United States. Over the medium term, we are confi-
dent that we will see economic conditions get more normal and the equity market
rally broaden out into cyclical and value stocks. By the middle of 2021, we expect
a vaccine to be in the process of being rolled out, new US fiscal stimulus to have
passed, and monetary policy to remain very accommodative. With the US election
in the past, policy uncertainty will likely also be lower than today.

The timing of this return to “more normal” could be accelerated if, for example,
we see encouraging news on a vaccine or the passage of US fiscal stimulus sooner
than expected. However, while investors shouldn’t exclude the possibility of positive
surprises, the near-term constellation of event risks suggests we could face a period
of higher volatility:

— Vaccine trials. Our base case is that a vaccine will be widely available by the
second quarter of next year, helping facilitate a return to economic normality.
Positive Phase 1 data from a broad range of candidates, large-scale Phase 3 trials
underway at Moderna, BioNTech/Pfizer, and AstraZeneca, and strong government
incentives to expedite approvals all speak in favor of successful vaccine develop-
ment in the medium term. That said, like with all biotech development, we
should not expect the path to be smooth. And with Pfizer’s CEO stoking opti-
mism that a vaccine could be available for delivery by the end of 2020, setbacks
may disappoint. In an example of the potential risks faced in vaccine develop-
ment, AstraZeneca was recently forced to pause its trial after a UK Phase 2/3 vol-
unteer contracted transverse myelitis. Trials have since been resumed.

— US stimulus. The economic logic for replacing the USD 600 a week in emer-
gency unemployment benefits that expired at the end of July is strong. Perma-
nent layoffs are increasing, and the unemployed are more likely to spend rather
than save the extra money. The White House and both parties in Congress have
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said the US needs more fiscal stimulus. But, with less than two months to go
before the US election, political calculus will likely take prominence over eco-
nomic logic. We also doubt the shortfall in fiscal stimulus will be made up for in
additional monetary stimulus. Given the lagged effects of monetary policy, the
Fed will be reticent to do more than it has if a fiscal package is likely to follow
shortly after the election. Overall, this leaves the US economy temporarily short
of policy support and facing a period of subpar economic data.

Figure 3
US government stimulus is fading

Personal income transfer payments from the US government to individuals, in USD tr.
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— Political event risks. Various political event risks, ranging from the US election
to US-China relations to Brexit, could all also contribute to market volatility. With
both the US and China affirming their commitment to the Phase 1 trade deal, we
don’t expect a return to economically damaging tariff impositions. However, with
both Republicans and Democrats wanting to be seen as tough on China ahead
of the election, tensions between the US and China are likely to remain high.
Elsewhere, the UK government'’s proposed Internal Market bill, which seeks to
override parts of the already-signed Withdrawal Agreement, is stoking renewed
conflict with the EU. We believe that political and economic incentives still point
to a deal being reached, and we continue to like UK equities, but note that brink-
manship over the coming weeks will mean continued volatility for UK assets.

Scenarios
Central scenario

In our central scenario, we think that an effective vaccine becomes widely available
by 2Q21, enabling social activity to normalize, and developed countries’ GDP to
recover to pre-pandemic levels by 2022. In the interim, we expect central banks to
remain accommodative, don’t foresee renewed national lockdowns, and, despite
toughening political rhetoric, don’t anticipate tensions between the US and China
to derail growth.

Against this backdrop, we think markets will move higher over the medium term.
The equity risk premium is now 390 basis points, slightly higher than the pre-crisis
five year average of 380 basis points. As conditions normalize into 2021 we expect
rapid earnings growth and some compression in the equity risk premium to drive
the S&P 500 to 3,700 by June 202 1—our central scenario target for the index.
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In this scenario, we think a combination of private markets, commodities, dividend
stocks, select credit, and sustainable investments would offer the best risk-return
over the period.

Upside scenario

Potential upside could be greater and come more quickly if, for example, a vaccine
becomes available or US political uncertainties subside sooner than expected. In our
upside scenario, we target the S&P 500 at 3,900 by June 2021, with select value
and cyclical stocks performing most strongly. In this scenario, we would also see
opportunity for investors to diversify away from US large-cap tech and toward some
of the “next tier” growth stocks, including those exposed to 5G, China’s new econ-
omy, and the future of humans.

Downside scenario

In our downside scenario, the lack of a new vaccine means we do not see a return

to “more normal” by the middle of 2021, and growth is damaged by deteriorating
US-China tensions or an extended period of political gridlock in the US. Although
this scenario would mean meaningful downside for markets, even in this scenario we
do not expect to see a return to widespread nationwide lockdowns (which we con-
sider a tail risk) and would expect market declines to be limited by additional action
from the Fed. In this scenario, we would expect the S&P 500 to trade at 2,800.

Investment ideas

We retain our view that global equities will move higher over our investment hori-
zon, with a particular preference for the more cyclical and undervalued UK market.
Given elevated volatility and skew, we are also seeking opportunities to take on
asymmetric exposure in options markets. In credit, we continue to like USD-denomi-
nated emerging market sovereign bonds and US investment grade credit relative to
high grade bonds. We also retain a positive stance on broad commodity indexes,
including gold.

Here are five key actions investors can take to position portfolios for the months
ahead:

Take advantage of volatility. Amid uncertainty about the timing of vaccine and
US fiscal developments, investors could face a period of volatility in the near term.
But staying on the sidelines is likely to be costly, in our view. We remain confident
on the longer-term trajectory for the economy, and recommend that investors put
excess cash to work straight away. For cautious investors, or those with large
deposits to invest, we recommend using near-term volatility as an opportunity to
build up positions for the long term. This can be done, for example, by embarking
on a disciplined phasing-in strategy, or, when appropriate, using options or struc-
tured solutions.

Position for the upside in equities. To advance sustainably, the rally will need
to broaden beyond growth and US mega-cap tech stocks to also include value and
cyclical stocks, in our view. Although the timing of this rotation is uncertain, we
think investors should already look to position in select areas of the market that
could drive the next leg. These include UK equities, US mid-caps, emerging market
value stocks, and global industrials. Within the growth and technology space, we
think areas like 5G and the future of humans have among the highest potential
promise.
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Figure 4

Equity volatility has remained elevated
VIX index since January 2019
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Hunt for yield. We expect interest rates to remain at record lows for the foresee-
able future, and more central banks have begun to discuss the possibility of nega-
tive interest rates. As such, investors will need to continue to work hard to find
attractive income-generating assets. While credit spreads have tightened, we still
see value in select segments of the market. In particular, we like USD-denominated
emerging market sovereign bonds, European crossover bonds, green bonds, and
Asia high yield bonds. Investors can also seek opportunities to generate income in
high-dividend paying stocks.

Seek opportunities in commodities. \We expect broad commodity indexes to rise
in the months ahead. Prices of cyclical commodities are likely to go up as the econ-
omy returns to “more normal.” Commodity returns tend to be double their 30-year
average when looking at periods of accelerating economic growth in advanced
economies. Gold also continues to look attractive in a portfolio context in an envi-
ronment of negative real interest rates and elevated geopolitical uncertainty.

Buy into sustainability. As governments use fiscal stimulus to help economies
recover from the pandemic, spending on green initiatives is rising. An analysis by
the Bloomberg New Energy Finance calculated the world’s top 50 economies were
putting USD 583 billion into boosting green efforts. Investors have a variety of ways
to gain exposure to sustainable investment opportunities, including replacing tradi-
tional asset classes with sustainable ones, investing in multilateral development
bank or green bonds, or investing in equity themes aligned with the UN Sustainable
Development Goals. We have made sustainable investing our preferred solution for
private clients investing globally.

Mark Haefele
Chief Investment Officer
Global Wealth Management
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UBS Investor Forum Insights

At this month’s Investor Forum participants discussed the outlook for the
global economy and if the rally in risk assets could resume:

Participants agreed that the swift phase of the recovery had already
drawn to a close.

Several participants argued that the near-term upside is probably limited
because a lot had been priced into markets. The next most likely cata-
lyst for a further upside in equities would be progress toward a vaccine.

The main risks cited stemmed from the US election and US-China rela-
tions. But there was agreement that it was unlikely that either risk
would be a major impediment for risk assets.

On inflation, several participants said they expected more reflationary
pressures rather than Japan-style deflation. One participant said this
view reflected expectations that the US Congress would eventually
agree to further stimulus, the Federal Reserve would continue its
unprecedented easing, and pent-up savings would fuel a rise in con-
sumption over coming years.
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UBS Chief Investment Office’s (“CIO") investment views are prepared and published by the Global Wealth Management business
of UBS Switzerland AG (regulated by FINMA in Switzerland) or its affiliates (“UBS").

The investment views have been prepared in accordance with legal requirements designed to promote the independence of
investment research.

Generic investment research — Risk information:

This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any
investment or other specific product. The analysis contained herein does not constitute a personal recommendation or take into
account the particular investment objectives, investment strategies, financial situation and needs of any specific recipient. It is based
on numerous assumptions. Different assumptions could result in materially different results. Certain services and products are
subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and / or may not be eligible for sale to all
investors. All information and opinions expressed in this document were obtained from sources believed to be reliable and in good
faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures
relating to UBS). All information and opinions as well as any forecasts, estimates and market prices indicated are current as of the
date of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those
expressed by other business areas or divisions of UBS as a result of using different assumptions and / or criteria.

In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount
(“Values")) be used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the amounts due or
payable, the price or the value of any financial instrument or financial contract; or (iii) to measure the performance of any financial
instrument including, without limitation, for the purpose of tracking the return or performance of any Value or of defining the asset
allocation of portfolio or of computing performance fees. By receiving this document and the information you will be deemed to
represent and warrant to UBS that you will not use this document or otherwise rely on any of the information for any of the above
purposes. UBS and any of its directors or employees may be entitled at any time to hold long or short positions in investment
instruments referred to herein, carry out transactions involving relevant investment instruments in the capacity of principal or agent,
or provide any other services or have officers, who serve as directors, either to / for the issuer, the investment instrument itself or
to / for any company commercially or financially affiliated to such issuers. At any time, investment decisions (including whether to
buy, sell or hold securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS research
publications. Some investments may not be readily realizable since the market in the securities is illiquid and therefore valuing the
investment and identifying the risk to which you are exposed may be difficult to quantify. UBS relies on information barriers to
control the flow of information contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS.
Futures and options trading is not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial
investment may occur. Past performance of an investment is no guarantee for its future performance. Additional information will
be made available upon request. Some investments may be subject to sudden and large falls in value and on realization you may
receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect
on the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with
trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting
market information.

Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or
tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with
reference to specific client’s circumstances and needs. We are of necessity unable to take into account the particular investment
objectives, financial situation and needs of our individual clients and we would recommend that you take financial and / or tax
advice as to the implications (including tax) of investing in any of the products mentioned herein.

This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS
expressly prohibits the distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoever
for any claims or lawsuits from any third parties arising from the use or distribution of this material. This report is for distribution
only under such circumstances as may be permitted by applicable law. For information on the ways in which CIO manages conflicts
and maintains independence of its investment views and publication offering, and research and rating methodologies, please visit
www.ubs.com/research. Additional information on the relevant authors of this publication and other CIO publication(s) referenced
in this report; and copies of any past reports on this topic; are available upon request from your client advisor.

Options and futures are not suitable for all investors, and trading in these instruments is considered risky and may be appropriate
only for sophisticated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive
a copy of “Characteristics and Risks of Standardized Options”. You may read the document at https://www.theocc.com/about/
publications/character-risks.jsp or ask your financial advisor for a copy.

Investing in structured investments involves significant risks. For a detailed discussion of the risks involved in investing in any
particular structured investment, you must read the relevant offering materials for that investment. Structured investments are
unsecured obligations of a particular issuer with returns linked to the performance of an underlying asset. Depending on the terms
of the investment, investors could lose all or a substantial portion of their investment based on the performance of the underlying
asset. Investors could also lose their entire investment if the issuer becomes insolvent. UBS Financial Services Inc. does not guarantee
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in any way the obligations or the financial condition of any issuer or the accuracy of any financial information provided by any
issuer. Structured investments are not traditional investments and investing in a structured investment is not equivalent to investing
directly in the underlying asset. Structured investments may have limited or no liquidity, and investors should be prepared to hold
their investment to maturity. The return of structured investments may be limited by a maximum gain, participation rate or other
feature. Structured investments may include call features and, if a structured investment is called early, investors would not earn
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provide tax advice. Investors should consult their own tax advisor about their own tax situation before investing in any securities.

Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider and
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