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Introduction

This paper examines our bottom-up default outlook and total
return forecasts for 2023. The fixed income default study is
based on a proprietary, bond by bond analysis conducted

by our dedicated team of credit analysts. The team utilises
reference indices to form a comprehensive, bottom-up
estimate of defaults and distressed exchanges by industry.

Key takeaways

Expected default rate UBS-AM 2023
EUR HY 3.4%
US High Yield 3.3%
EMD Corporates 1.9%
EMD High Yield Corporates 4.3%
Asia ex-Japan 0.7%
Asia ex-Japan High Yield 3.9%

Source: UBS Asset Management, 31 December 2022

— We forecast defaults in developed markets to increase from

last year's all-time lows, but remain below long-term trends:

— Euro high yield at 3.4% driven by expected weaker
fundamentals and higher rates, but mitigated by the fact
that there are relatively limited refinancing needs. These
forecasts range in the middle compared to those of a
selection of sell-side strategists.

— US high yield at 3.3%, towards the lower end of forecasts
from the same selection of sell-side strategists.

— In Asia ex-Japan, we expect a modest 0.7% default rate.
Focussing only on high yield issuers, our projected default
rate is 3.9%.

— For emerging market (EM) corporates, we expect a 1.9%
default rate, or 4.3% when considering only high yield.

— Our projections for EM corporates and Asia ex-Japan are
lower, largely due to improved sentiment in the Chinese
property market.

These projections translate into the following total return
forecasts (also taking into account our rates and spreads
forecast):

— US high yield looks to have a high return potential with
relatively limited downside risk.

— Asia high yield appears to be the highest potential return
sector, albeit with the potential for a wide dispersion.

— In Euro high yield, the absolute yield level in local currency
is lower due to lower EUR rates. However, it still looks
attractive given the market is higher in quality compared
to US high yield. At the current yield level, we see a nice
cushion to mitigate any potential adverse movements in
rates and spreads, thus expecting an outperformance over
EURIG by 1.5-2%.

Total return forecast for 2023

US High Yield 9-12%
Euro High Yield 2-8%
Asia High Yield 3-22%
EM Corporates 8-10%

Source: UBS Asset Management, 31 December 2022
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EUR High Yield defaults expected to be
3.4% (EUR mm)

Our forecast for Euro high yield default rates to increase from
2022 historical lows reflects our expectations that weakening
demand and compressed margins will impact fundamentals.
However, many corporate issuers took advantage of
suppressed rates in recent years to extend maturity schedules
and so defaults should remain below long-term averages.
Looking beyond next year, if primary markets remain
unaccommodating and interest rates elevated, default rates
could step up in light of significant refinancing requirements
in 2024-2025.

The key negative sector outliers in 2023 are likely to be real
estate and retail, both of which are heavily influenced by
single issuers with large and complex debt structures.

US high yield defaults expected to be
3.3% (USD mm)

As with the European forecast, US default rates should
increase this year. However, our analysts are somewhat
more optimistic than the market consensus as we expect
several stressed names with 2023 and 2024 maturities to
work towards refinancing. Credit fundamentals appear to be
skewed to the downside, and we expect slowing demand as
the Federal Reserve’s actions take hold.

The key negative sector outliers are healthcare and retail:
the healthcare forecast is influenced by a single sizeable
constituent, while retail reflects broad-based weakness.

Euro high yield projected default rates, by sector
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US high yield projected default rates, by sector
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Source: UBS Asset Management, 31 December 2022

The bars represent the USD/EUR amount of total defaults per sector
or geography based on the original face value. The dots represent the
expected default rate by industry or geography.

Source: UBS Asset Management, 31 December 2022

The bars represent the USD/EUR amount of total defaults per sector
or geography based on the original face value. The dots represent the
expected default rate by industry or geography.



Asia ex-Japan high yield defaults
expected to be 3.9% (USD mm)

Within Asia ex-Japan, our forecast is considerably lower than
last year. The key difference is the far more favourable outlook
for Chinese Real Estate (given the shift in property policy),
improved conditions onshore (given the reopening from Zero-
COVID) and the fact that a significant number of property
developers have already fallen out of the index in 2022 due to
default or restructuring.

Asia high yield projected default rates, by sector Asia high yield projected default rates, by country
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Emerging market high yield corporate
defaults expected to be 4.3% (USD mm)

We expect an improvement in the default rate compared to
2022. Note that our forecast is below those of several sell-side
strategists; this reflects our view that many of the stressed
rated (CCC+ and below) names with no maturities in 2023 will
muddle through the year. Geographically, the Asian high yield
default rate of 1.9% is primarily driven by China property, the
European default rate of 8.6% by the remaining Ukrainian
names in the index, and the Latin American default rate of
8.0% by a group of TMT issuers across several countries
(idiosyncratic issues).

EM corporates projected default rates, by sector EM corporates projected default rates, by region
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The Fixed Income Investment Forum is broadly constructive
on high yield and emerging markets overall, and we forecast
expected total returns to be positive for these sectors even

in a negative scenario in 2023. Our base case is for Asia

high yield to generate returns of up to 22%, albeit with high
volatility and dispersion potential, followed by US high yield
with an attractive range between 9-12% and Euro high yield
between 2-8%. EM corporates is expected to return between
8-10%.
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This document does not replace portfolio and fund-specific materials.
Commentary is at a macro or strategy level and is not with reference to
any registered or other mutual fund.

Americas

The views expressed are a general guide to the views of UBS Asset
Management as of January 2023. 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 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.
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This document is provided by UBS Asset Management (Australia) Ltd,
ABN 31 003 146 290 and AFS License No. 222605.



China

The securities may not be offered or sold directly or indirectly in the
People’s Republic of China (the “PRC"). Neither this document or
information contained or incorporated by reference herein relating to the
securities, which have not been and will not be submitted to or approved/
verified by or registered with the China Securities Regulatory Commission
("CSRC") or other relevant governmental authorities in the PRC pursuant
to relevant laws and regulations, may be supplied to the public in the
PRC or used in connection with any offer for the subscription or sale

of the Securities in the PRC. The securities may only be offered or sold

to the PRC investors that are authorized to engage in the purchase of
Securities of the type being offered or sold. PRC investors are responsible
for obtaining all relevant government regulatory approvals/licenses,
verification and/or registrations themselves, including, but not limited to,
any which may be required from the CSRC, the State Administration of
Foreign Exchange and/or the China Banking Regulatory Commission, and
complying with all relevant PRC regulations, including, but not limited

to, all relevant foreign exchange regulations and/or foreign investment
regulations.

Hong Kong

This document and its contents have not been reviewed by any
regulatory authority in Hong Kong. No person may issue any invitation,
advertisement or other document relating to the Interests whether in
Hong Kong or elsewhere, which is directed at, or the contents of which
are likely to be accessed or read by, the public in Hong Kong (except if
permitted to do so under the securities laws of Hong Kong) other than
with respect to the Interests which are or are intended to be disposed of
only to persons outside Hong Kong or only to “professional investors”
within the meaning of the Securities and Futures Ordinance (Cap.

571) and the Securities and Futures (Professional Investor) Rules made
thereunder.

Japan

This document is for informational purposes only and is not intended as
an offer or a solicitation to buy or sell any specific financial products, or to
provide any investment advisory/management services.
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Korea

The securities may not be offered, sold and delivered directly or indirectly,
or offered or sold to any person for re-offering or resale, directly or
indirectly, in Korea or to any resident of Korea except pursuant to the
applicable laws and regulations of Korea, including the Capital Market
and Financial Investment Business Act and the Foreign Exchange
Transaction Law of Korea, the presidential decrees and regulations
thereunder and any other applicable laws, regulations or rules of Korea.
UBS Asset Management has not been registered with the Financial
Services Commission of Korea for a public offering in Korea nor has it
been registered with the Financial Services Commission for distribution to
non-qualified investors in Korea.

Malaysia

This document is sent to you, at your request, merely for information
purposes only. No invitation or offer to subscribe or purchase securities is
made by UBS Asset Management as the prior approval of the Securities
Commission of Malaysia or other regulatory authorities of Malaysia have
not been obtained. No prospectus has or will be filed or registered with
the Securities Commission of Malaysia.

Singapore

This document has not been registered with the Monetary Authority

of Singapore pursuant to the exemption under Section 304 of the SFA.
Accordingly, this document may not be circulated or distributed, nor may
the Securities be offered or sold, whether directly or indirectly, to any
person in Singapore other than (i) to an institutional investor pursuant to
Section 304 of the SFA.

Taiwan

This document and its contents have not been reviewed by, delivered

to or registered with any regulatory or other relevant authority in the
Republic of China (R.0.C.). 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
the Republic of China (R.0.C.). No representations are made with respect
to the eligibility of any recipients of this document to acquire interests in
securities under the laws of the Republic of China (R.0.C.).
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