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Our Fixed Income Default Study is based on a proprietary,
bond-by-bond analysis conducted by our dedicated team
of career credit analysts within the active fixed income
team. We outline our bottom-up default outlook and
total return forecasts for 2026 within global high yield,
Asia and emerging markets. Reference indexes are
utilized to form a comprehensive, bottom-up estimate

of defaults and distressed exchanges by industry.

Key Takeaways:

Expected Default Rate - UBS AM 2026

EUR HY 2.2%
USD HY 3.8%
Asia ex-Japan 0.3%
Asia ex-Japan HY 2.9%
EMD Corporates 1.3%
EMD HY Corporates 3.2%

Source: UBS Asset Management, December 2025

The theme for the projected defaults for 2026 is that, while lower than 2025,
they are driven by idiosyncratic situations rather than broad sector themes.
We expect a continuation of the strong technical backdrop and the more
benign rates environment to remain supportive for refinancing.

These projections translate into the following total return forecasts (also taking

into account our rates and spreads forecast):

— Asia high yield has the highest potential return with high single-digit returns,
with the lower end band just under other forecasts.

— EM corporates base case is aligned with Asia high yield, but with smaller
dispersion and with the added benefit of being higher quality.

— EUR high yield appears to be more attractive than USD high yield (even in
local currency) and, when hedged, clearly stands ahead of USD high yield.

— Total return forecast for 2026:
— USD high yield 4%-5%
— EUR high yield 4%-6%
— Asia high yield 5%-9%
— EM corporates 5%-7%

Default rate methodology

The fixed income default study is based on a proprietary, bond by bond analysis,
conducted by our dedicated team of career credit analysts. The team utilizes
reference indexes to form a comprehensive, bottom-up estimate, at the bond
level, of defaults and distressed exchanges by industry. The indexes used are
EUR HY ICE BofA Euro High Yield Constrained, US HY ICE BofA USD High Yield
Constrained, Asia IG JP Morgan Asia Credit Index, Asia HY JP Morgan Asia
Credit Non Investment Grade Index, EMD Corporate JPM CEMBI Diversified,
EMD HY Corporates JPM CEMBI Diversified high yield.

In order to compute our total return forecasts we use the below inputs:
— UBS-AM 12 month spreads forecasts (high, low, expected)
— UBS-AM 12 month rates forecasts (high, low, expected)
— Recovery rates based on JP Morgan data
— UBS AM defaults forecasts and average price of the candidates based on
31.12.2025 data.

This does not constitute a guarantee by UBS Asset Management. Expected future performance
information or capital market assumptions are not indicative of future performance.




EUR high yield defaults expected to be 2.2%

We expect a default rate of 2.2% for 2026, which is notably lower than

our 2025 forecast of 3.3% and still well below long-term averages. Our 2025
forecast reflected expected distressed exchanges from two sizeable capital
structures, both of which ultimately occurred. 2026 forecasts from a selection
of sell-side strategists range from 1.5% to 3.5%. This puts us mid-range. No
fundamental themes or concerns emerge from the analysis. Instead, we find
a series of idiosyncratic situations from a variety of sectors. Importantly, over
a third of the expected restructuring/defaults are already trading at distressed
levels.

A 'CCC’ rating in European leveraged finance has become something of

a stigma recently, with many companies going through some sort of debt
restructuring. Despite this, we do not envisage a sharp rise in default rates,
given the many avenues of liquidity outside of the capital markets — such as
sponsor support, non-distressed exchanges and private credit. Another factor
that should keep defaults suppressed is the lack of maturities, which is itself
a result of healthy demand for yield.

EUR high yield projected default rates, by sector
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The bar shows % of expected defaults as a proportion of total expected defaults.

This does not constitute a guarantee by UBS Asset Management. Expected future performance

information or capital market assumptions are not indicative of future performance.
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USD high yield defaults expected to be 3.8%

We expect the default rate to decline to 3.8% in 2026, an improvement on

our 2025 forecast of 4.8%. Forecasts from US sell-side strategists are in the
3%-4.5% range, so we are in the middle of the pack. The overall rate is heavily
influenced by the media sector, which is dominated by a single issuer trading at
distressed levels. Away from this, default projections are reasonably dispersed
by sector, with no particular concerns on fundamentals.

As with the European forecast, the benign environment for defaults is driven
primarily by the growth backdrop, with the US anticipated to avoid a recession
amid easing lending standards. Other factors include the availability of private
credit for the more troubled borrowers, as well as a smaller cohort of issuers
trading at distressed levels as compared to previous years.

USD high yield projected default rates, by sector
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Source: UBS Asset Management, December 2025
The bar shows % of expected defaults as a proportion of total expected defaults.

This does not constitute a guarantee by UBS Asset Management. Expected future performance
information or capital market assumptions are not indicative of future performance.

Transportation

Automotive

Healthcare

Technology & Electronics



Asia ex-Japan high yield defaults expected
to be 2.9%

Within Asia ex-Japan high yield, our forecast is lower than last year, as real
estate concerns have largely been dealt with. We anticipate less than five issuers
have a significant probability of a default or distressed exchange, the largest of
which is a Chinese property developer representing over 40% of aggregate face
value. Additionally, there are idiosyncratic situations in China high yield
industrials and property in the Philippines.

Asia high yield (JACI ex-Japan) projected default rates, by sector
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The bar shows % of expected defaults as a proportion of total expected defaults.

This does not constitute a guarantee by UBS Asset Management. Expected future performance
information or capital market assumptions are not indicative of future performance.



Emerging market high yield corporate defaults
expected to be 3.2%

We expect a default rate of 3.2% for 2026, which is broadly in line with
our forecast of 3.0% in 2025 and 3.5% in 2024.

On a country basis, Israel is the largest contributor to these numbers, with
39% primarily coming from the telecommunications sector. Outside of Israel,
other key contributing countries include Brazil, driven by industrial/
petrochemicals as well as a consumer issuer, and Philippines with a real estate
developer. Factors at the individual issuer level, as opposed to country or
industry trends, are likely to drive defaults.

Also, following zero sovereign defaults in 2025, we expect a marginal pick up
in the default rate (at 0.58% in 2026), driven by two smaller issuers in Latin
America and Africa.

EM corporates (CEMBI HY) projected default rates, EM corporates (CEMBI HY) projected default rates,
by sector by region
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This does not constitute a guarantee by UBS Asset Management. Expected future performance

information or capital market assumptions are not indicative of future performance.



Positive total returns driven by carry

Our Fixed Income Investment Forum remains positive on emerging markets

as well as constructive on high yield overall. As such, we forecast expected total
returns to be positive for these sectors. This is consistent with a favourable carry
environment and we expect technical factors to remain strong. Indeed, investors
continue to be attracted by the high all-in yield and the fundamental backdrop
remains supportive, with low defaults and low leverage compared to long-term
averages.

Our base case is for Asia high yield to generate returns of up to 9%, but

with larger dispersion. This is followed by EM corporates at 5%-7% and Euro
high yield between 4%-6% (in Euro terms), and lastly US high yield between
4%-5%. The EUR high yield market, when hedged into USD, is more attractive
compared to US high yield and benefits from a higher overall credit quality.

This does not constitute a guarantee by UBS Asset Management. Expected future performance
information or capital market assumptions are not indicative of future performance.
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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.

EMEA: Before investing in a product please read the latest prospectus
and key information document carefully and thoroughly. Any decision
to invest should take into account all the characteristics or objectives
of the fund as described in its prospectus, or similar legal
documentation. Investors are acquiring units or shares in a fund, and
not in a given underlying asset such as building or shares of a
company. 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. 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. 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 calculated performance takes
all costs on the fund level into consideration (ongoing costs). The entry
and exit costs, which would have a negative impact on the
performance, are not taken into consideration. If whole or part of the
total costs to be paid is different from your reference currency, the
costs may increase or decrease as a result of currency and exchange
rate fluctuations. Commissions and costs have a negative impact on
the investment and on the expected returns. 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
and exchange rate fluctuations. This information pays no regard to the
specific or future investment objectives, financial or tax situation or
particular needs of any specific recipient. Future performance is subject
to taxation which depends on the personal situation of each investor
and which may change in the future. 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 Asset Management Switzerland AG or a local
affiliated company. Source for all data and charts (if not indicated
otherwise): UBS Asset Management. Any Index referenced in this
document is not administered by UBS. 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.

Singapore, Hong Kong: For professional/institutional investors only.
This document and its contents have not been reviewed by, delivered
to or registered with any regulatory or other relevant authority in any
jurisdiction. 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
any 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 any jurisdiction. Using, copying,
redistributing or republishing any part of this document without prior
written permission from UBS Asset Management (Singapore) Ltd. 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 (Singapore) Ltd'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.

Source for all data and charts (if not indicated otherwise): UBS Asset
Management (Singapore) Ltd. (UEN 199308367C )

© UBS 2026. The key symbol and UBS are among the registered and
unregistered trademarks of UBS. All rights reserved.

UBS Asset Management is a large-scale asset manager, with a
presence in more than 20 countries worldwide. We take a globally
connected approach to find the answers to our clients” investment
challenges and draw on the best ideas and capabilities of our global
set-up. To provide you with first class solutions, UBS Asset
Management may outsource business areas and services to (other)
business divisions of UBS Group AG, affiliated companies of UBS
Group AG and carefully selected third party service providers on a
global level. This applies both with respect to different services
provided to you as a prospect and as a client, such as analyzing and
providing investment solutions, negotiations regarding our future
relationship, onboarding, as well as to ongoing know-your-client due
diligence, transactions, processing of securities and other financial
instruments, compliance, risk management and monitoring, data
processing, and IT and back- and middle-office services. Such a global
approach may require transmitting client data to affiliated companies
and carefully selected third party service providers. This might include
entities that are not subject to banking secrecy (if applicable at all) and
or that are not subject to the data protection laws applicable in your
location, the location of the UBS Asset Management entity you are in
contact with, or to your future relationship with UBS Asset
Management. This global approach also may require storing client
data in global IT systems. UBS Asset Management is subject to
statutory obligations regarding the confidentiality of data relating to
the business relationship with its clients.

You can rely on UBS Asset Management and its affiliated companies
treating all data with strictest confidentiality; third party service
providers are carefully selected and contractually bound to strictest
confidentiality obligations in line with highest UBS standards.

Singapore: This document has not been registered with the
Monetary Authority of Singapore pursuant to the exemptions under
Sections 304 and 305 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, (ii) to a
relevant person (as defined in Section 305(5) of the SFA) pursuant to
Section 305(1), and in accordance with the conditions specified in
Section 305 of the SFA, and where applicable, the conditions specified
in Regulation 3 of the Securities and Futures

(Classes of Investors) Regulations 2018 or (jii) otherwise pursuant to,
and in accordance with the conditions of, any other applicable
provision of the SFA.
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