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e Rising energy prices are likely to drive headline
inflation higher in the short term, and markets have
already shifted their expectations toward a more
restrictive monetary policy stance.

o Policymakers are well positioned and are typically
expected to look through oil-driven supply shocks,
waiting for clear signs of persistent inflation before
acting. While this may delay Fed rate cuts, we do not
expect them to be cancelled: our base case is for Fed
easing to begin slightly later in 2026. We expect the
ECB to keep rates unchanged for now, maintaining
a hawkish tone in its forward guidance.

e Higher bond yields have increased the appeal of
short-duration, high-quality bonds, while diversified
sources of income and gold continue to offer
effective hedges against macroeconomic risks.

The Iran conflict represents a classic energy supply shock
to the global economy. A shock of this nature means
that supply constraints, not higher demand, place upward
pressure on energy prices. All central banks understand
that monetary policy is not well-equipped to address
inflation caused by reduced supply rather than higher
demand, as higher interest rates will only suppress spending
and not boost supply. However, many will argue that
monetary policy can be effective in helping contain inflation
expectations, especially over the medium term.

Fed Chair Powell has recently emphasized that monetary
tightening is typically not the right response to supply
shocks, preferring to “look through” such events unless
inflation expectations become unanchored. Analysis by the
Dallas Fed shows that the incremental price pressure due
to rises in energy prices tends to fade quickly after a few
months, with core inflation little changed. With inflation
still above target and uncertainty elevated—especially due
to higher energy costs from Middle East tensions—the Fed
remains cautious and in wait-and-see mode, seeking clear
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evidence of sustained core inflation declines before easing
policy. As a result, we now expect the first rate cut to be
delayed until September rather than June but still anticipate
a total of 50 basis points in reductions for 2026.

Current market pricing is for the ECB to deliver two rate
hikes by year-end. To be sure, the chances of the ECB
hiking interest rates this year have increased substantially.
In its own scenario analysis published at the March policy
meeting, the ECB showed the impact of the Iran conflict
as having a larger effect on inflation than on growth. For
a central bank with a sole inflation mandate, the desire to
hike rates to ward off the threat of second-round effects
from the energy shock—such as rising wage demands—
is clear. Arguably, the precedent of the 2022 inflationary
episode—when the ECB aggressively hiked interest rates
—is shaping how investors expect the ECB to react to
an energy supply shock today. However, we believe the
economic backdrop is notably different and should prompt
the ECB to respond differently as well. Back then, the
rebound in demand following the COVID-19 lockdowns was
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already driving inflation well above target, running close to
6% when the Russian invasion of Ukraine and subsequent
disruptions to energy supplies put further upward pressure
on prices. Additionally, interest rates were then at historic
lows. Today, the economic background is arguably less
favorable. Although inflation has been moving back towards
the ECB’s 2% target, the labor market has been softening.
Moreover, monetary policy has only just recently returned to
a neutral setting. Given the risks the conflict poses to the
growth outlook, and the tightening of financing conditions
that has already occurred in the bond markets, we believe
the ECB is unlikely to rush into hiking and will likely wait to
assess the consequences for the broader economic outlook
over the next few months. Thus, for now, we expect the ECB
to look through the current inflation shock and keep rates
on hold when it next meets in April.

We think markets have priced in too much tightening
from top central banks in recent weeks. The rise in
benchmark government bond vyields in USD, EUR, and
GBP has further improved their appeal, while current
market pricing still looks too hawkish relative to our view
that the Fed remains on a medium-term easing path
and the ECB on hold. Against this backdrop, we see an
attractive risk-reward profile for short-duration high-quality
bonds. In a risk scenario where growth concerns intensify
and financial conditions tighten further, higher-quality and
longer-duration bonds should be better placed to perform.

For investors, we firmly believe that they should not try to
“trade” geopolitical events but instead stay invested while
taking steps to progressively de-risk portfolios the longer
the current energy price shock persists. We recommend
diversifying excess exposure to at-risk equity markets in favor
of structural growth and defensive markets.

The prospect of a longer-lasting conflict is heightening the
vulnerability of traditional equity and bond portfolios as
correlations are starting to converge, eroding diversification
benefits. In our view, investors should use periods of market
volatility to diversify beyond traditional asset classes. With
this in mind, we believe that upside exposure to the US
dollar, oil, and broad commodities can help hedge portfolios
in the short term, while we also see medium-term value in
gold.

The respective negotiating positions of the US and Iran
remain far apart, with disagreement over Iran's nuclear
program, the issue of war reparations, and control of the
Strait. But our base case remains that both sides have an
incentive to find a diplomatic solution, which should allow
investors to gradually focus again on resilient economic and
earnings fundamentals.

We believe it remains crucial for investors to make
incremental changes and not large, abrupt shifts to their
strategic portfolio allocation. With US domestic support for
the war low and falling, and gasoline prices and bond yields

rising, it also remains possible that the Iran conflict ends
soon, which we believe markets would likely take as a short-
term bullish signal, even if this leaves longer-term issues
like the security of the Strait of Hormuz and Iran’s nuclear
stockpiles unresolved.
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Global asset class preferences definitions

The asset class preferences provide high-level guidance to make investment decisions. The preferences reflect the collective
judgement of the members of the House View meeting, primarily based on assessments of expected total returns on liquid
and commonly known indices, House View scenarios, and analyst convictions over the next 12 months. Note that the tactical
asset allocation (TAA) positioning of our different investment strategies may differ from these views due to factors including
portfolio construction, concentration, and borrowing constraints.

Attractive: We consider this asset class to be attractive. Consider opportunities in this asset class.

Neutral: We do not expect outsized returns or losses. Hold longer-term exposure.

Unattractive: We consider this asset class to be unattractive. Consider alternative opportunities

Note: For equities, we have a five-tier rating system with two additional preferences

Most Attractive: We consider this asset class to be among the most attractive. Investors should seek opportunities to add
exposure.

Least Attractive: We consider this asset class to be among the least attractive. Seek more favorable alternatives
opportunities.

When equities are included with the other asset classes in the three-tier rating system, we collapse “Most Attractive” with
“Attractive” and “Least Attractive” with “Unattractive.”

Appendix

Risk Information

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"), part of UBS Group AG ("UBS
Group"). UBS Group includes former Credit Suisse AG, its subsidiaries, branches and affiliates. Additional disclaimer relevant
to Credit Suisse Wealth Management follows at the end of this section.

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. UBS may utilise artificial intelligence tools (Al Tools”) in the preparation of this
document. Notwithstanding any such use of Al Tools, this document has undergone human review.

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; (i) 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
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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.

Different areas, groups, and personnel within UBS Group may produce and distribute separate research products
independently of each other. For example, research publications from CIO are produced by UBS Global Wealth
Management. UBS Global Research is produced by UBS Investment Bank. Research methodologies and rating systems
of each separate research organization may differ, for example, in terms of investment recommendations, investment
horizon, model assumptions, and valuation methods. As a consequence, except for certain economic forecasts (for which
UBS CIO and UBS Global Research may collaborate), investment recommendations, ratings, price targets, and valuations
provided by each of the separate research organizations may be different, or inconsistent. You should refer to each relevant
research product for the details as to their methodologies and rating system. Not all clients may have access to all products
from every organization. Each research product is subject to the policies and procedures of the organization that produces it.
The compensation of the analyst(s) who prepared this report is determined exclusively by research management and senior
management (not including investment banking). Analyst compensation is not based on investment banking, sales and
trading or principal trading revenues, however, compensation may relate to the revenues of UBS Group as a whole, of which
investment banking, sales and trading and principal trading are a part.

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-methodology. 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.

Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider
and incorporate environmental, social and governance (ESG) factors into investment process and portfolio construction.
Strategies across geographies approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG
factors or Sustainable Investing considerations may inhibit UBS’s ability to participate in or to advise on certain investment
opportunities that otherwise would be consistent with the Client's investment objectives. The returns on a portfolio
incorporating ESG factors or Sustainable Investing considerations may be lower or higher than portfolios where ESG factors,
exclusions, or other sustainability issues are not considered by UBS, and the investment opportunities available to such
portfolios may differ.

External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External
Asset Manager or an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset
Manager or the External Financial Consultant and is made available to their clients and/or third parties.

USA: This document is not intended for distribution into the US and / or to US persons.

For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.
Additional Disclaimer relevant to Credit Suisse Wealth Management

You receive this document in your capacity as a client of Credit Suisse Wealth Management. Your personal data will be
processed in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit
Suisse website. In order to provide you with marketing materials concerning our products and services, UBS Group AG and
its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you notify us
that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your
Relationship Manager.

Except as otherwise specified herein and/or depending on the local Credit Suisse entity from which you are receiving this
report, this report is distributed by UBS Switzerland AG, authorised and regulated by the Swiss Financial Market Supervisory
Authority (FINMA).
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