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Can anything stop US exceptionalism?

Highlights

US exceptionalism should continue into 2025, with Trump’s ‘America First’ policies likely
to support US equities via deregulation and tax cuts while disproportionately weakening
ex-US equities via tariff uncertainty.

But relative valuations already reflect much of this divergence, so it is worth keeping an
open mind on what could challenge the prevailing consensus of US outperformance.

US equities could underperform if the US’s growth advantage narrows, Trump becomes
more hesitant on tariffs due to inflation concerns, or the Al theme loses luster.

While we are overweight US equities and the USD into 2025, we will be keeping a close
eye on these dynamics and be ready to adjust if catalysts for a reversal in US
exceptionalism emerge.

2024 has been yet another year of US exceptionalism — US economic growth repeatedly
surprised to the upside and beat out other advanced economies, US stocks have soundly
outperformed ex-US equities, and the US dollar is up. But this price action just continued a
trend that has extended for nearly 15 years.

Since the stock market bottomed post-GFC in March 2009, MSCI USA has outperformed
MSCl ex USA by 4.5% annually in USD terms. This US outperformance reflects several
favorable drivers including faster nominal GDP and earnings growth, larger margin
expansion and a rise in valuations. A comparatively favorable business environment, fiscal
stimulus and critically, dominance in megacap tech underpin these trends.

Exhibit 1: Total Returns MSCI USA vs MSCI World ex USA
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With this historical track record, it is hard to bet against the US.
And incoming President Trump’s ‘America First’ policies should
support US equities via tax cuts and deregulation, while
disproportionately undermining ex-US companies vulnerable to
tariff uncertainty.

The US economy continues to hum along, with positive real
wage growth and solid productivity, while Europe and China
suffer from weak consumer confidence and a stall in global
manufacturing. Moreover, there is little to suggest the artificial
intelligence (Al) theme is set to stumble, which
disproportionately accrues to US tech companies and should
improve productivity for US companies across a variety of
industries. We have been overweight US equities through the
bulk of 2024 and plan to carry this position into 2025.

There is only one problem: valuations. The S&P 500 12M
forward P/E is above the 90t percentile going into 2025, and
the US’ valuation challenge is no longer just about megacap
tech — US stocks excluding the ‘Magnificent Seven’ have also
reached the 90t percentile. Valuation is a not a timing tool and
has low explanatory power for performance under a year. But
over longer time frames it matters and mean reversion, in
response to a worthy set of catalysts, can begin at any time.

Given extreme relative valuations and a strong consensus for US
outperformance next year, it is worth exploring ways in which
markets could surprise so that we are ready to adjust when the
facts change.

Exhibit 2: Equity market valuations
12-month forward P/E ratio in the last 25 years
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What could disrupt US exceptionalism?

(i) Narrowing growth differentials

US growth has repeatedly surprised to the upside thanks to
fiscal policy and resilient household spending. But fiscal support
will fade next year (potential incremental tax cuts won't take
effect until 2026), and slower immigration may weigh on
aggregate incomes and spending. In contrast to the US,
European growth has already been weak; allowing for more
aggressive European Central Bank cuts, which should help
housing and give European consumers the needed confidence
to start spending their savings. From a market expectations
standpoint, US growth has gone through a sequence of
upgrades this year and has a higher bar to keep beating, while
the rest of the world faces a low bar for improvement.

A convergence in growth between the US and rest of the world
would be given a boost if major economies, namely Germany
and China, adopt more expansionary fiscal policy. In the case of
Germany, the snap Federal election on February 23 has the
capacity to bring about fresh thinking on fiscal policy. For China,
we think fiscal expansion has capacity to increase. It is possible
Chinese policy makers have left themselves room to act in the
scenario of a growth dampening trade-war.

It is worth remembering that in Trump’s first year as President in
2017, emerging markets soundly beat US stocks and the USD
depreciated — surprising most investors. This can be largely
attributed to China’s stimulus driving global manufacturing,
making the US less exceptional. Of course, the US-China trade
war began the year after, reversing this theme.

Note, we still think outright growth in the US will outperform,
and the risks are skewed to the downside for the rest of the
world versus the US, but given starting points and expectations,
there is a risk growth converges more quickly than we expect.

(ii) Trump 2.0 is not Trump 1.0

In President-elect Trump's first term he had a clear mandate to
boost nominal GDP growth. Inflation was of little concern,
deficits and debt to GDP were much lower and 10-year yields
were at 2%. In contrast to 2016, one of the reasons, if not the
key reason, Trump was elected this year was unhappiness with
inflation.

Trump's mandate is different this time — while tariffs and tax
cuts are campaign pledges that will likely be delivered, voters
would presumably be unhappy with policies that drive the prices
of goods up too much or make housing even less affordable via
higher mortgage rates. These political realities may act as
constraints on Trump’s tariff and fiscal plans. Despite the
threats, he may end up delivering much less on the tariff front
which should ease risk premia on non-US equities and
currencies. He may also need to dial back corporate tax and
stimulus plans to ensure US yields and mortgage rates do not
rise too sharply.
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(iii) Sector concentration

US exceptionalism has been driven in large part by dominance in
the technology sector. The Magnificent Seven now represent
nearly one-third of US market cap, a striking degree of
concentration. The current level of valuations reflects high
earnings and sales expectations, which increase the bar for
surprises. In recent quarters, the magnitude of tech sector
earnings surprises has started to decline from very elevated
levels. Valuations could be challenged if this trend extends.

Over the last two years, large tech companies have dramatically
stepped up capital expenditure to develop Al infrastructure. But
there is a lot of uncertainty on when and by how much these
companies will be able to monetize on this capex in earnest.
Investors may start losing patience if there is delayed adoption
of Al capabilities.

Moreover, current Al champions benefit from low competition
which underpins elevated profit margins. But this environment is
unlikely to last forever, especially if the government presses
forward with antitrust actions. While we think the US
government is focused on the US winning the Al race and won't
do too much to undermine its tech champions, the sheer
concentration of these companies makes any risk to their
outlook worth monitoring.

Asset allocation

In our view, the anticipation of Trump’s pro-growth policies can
continue to support US equities into 2025. Moreover, tariff
uncertainty is likely to limit the ability for ex-US equities to
outperform. We remain overweight US large cap market
weight, equal weight and small cap indexes versus Europe. We
are also long the USD versus EUR and CNH.

That said, we are conscious that US exceptionalism can get too
stretched, leaving markets vulnerable to even minor changes in
the narrative. As discussed above, we are monitoring relative
growth differentials, Trump’s actual fiscal and tariff policies, and
any questioning of the Al narrative.

On growth specifically, there is potential for US economic data
to moderate organically into 2025. Many Fed rate cuts having
been priced out, and we have begun adding duration in
portfolios as the risk-reward has improved. Gold also is an
effective portfolio diversifier to fiscal largesse, geopolitical risk or
issues with Fed credibility.
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Asset class views

The chart below shows the views of our Asset Allocation team on overall asset class attractiveness as of 29 November 2024. The
colored circles provide our overall signal for global equities, rates, and credit. The rest of the ratings pertain to the relative
attractiveness of certain regions within the asset classes of equities, bonds, credit and currencies. Because the Asset Class Views
table does not include all asset classes, the net overall signal may be somewhat negative or positive.

Underweight Overweight

Constructive macro and earnings backdrop means more upside despite elevated
Global Equities valuations. Positive seasonality combined with positioning that is not yet stretched, is
supportive of a year-end rally.

Relatively strong earnings profile and less manufacturing sensitive than global

¢ Disappointing economic and earnings data. Ongoing challenges in manufacturing is
¢ a weight.

While constructive earnings and China’s policy pivot will provide support, tariffs risks

Emerging Markets ¢ and USD strength undermine the case for EM.

Valuations have improved, increasing the attractiveness of duration. Our positioning
Global Government Bonds is modest as we wait for further policy details out of the US or higher yields to take
a larger positions.

Attractive valuations already discounting some fiscal risk in our eyes; expect
¢ inflation to moderate further.

Persistently weak growth and slowing inflation suggest market could revise lower
¢ estimate of neutral rate.

US Treasuries

Wages & underlying inflation accelerating while market is pricing in too
: accommodative central bank policy.

Valuations are historically-expensive; substantial further easing priced into the SNB.

The risk-reward outlook for credit is not particularly attractive, especially in the US,
Global Credit where spreads are at the tightest levels since immediately before the GFC. EUR and
Asia HY still offer the best carry opportunities.

Investors keep looking for income opportunities in credit. Expect returns to be driven

Investment Grade Credit

: HY spreads dropped to their lowest level since 2007. Relatively good credit
¢ quality vs. history and the generally supportive macro backdrop justify tight spreads,
¢ but compensation for downside risks is very modest. HY bonds in Europe and Asia

: : : : : ¢ Many distressed EM issuers managed a restructuring and important reforms in 2024
EMD Hard Currency : : : : : : clearing the way for lower default risk ahead. Spreads are somewhat less tight than
: : : : : i across DM but rising US yields and / or a strong USD are risks.

FX

US exceptionalism and increased tariff risks should support the USD vs. both low and
: high-yielders.

 Relative growth and rate differentials point to a weaker EUR, and weakness may
: accelerate from tariffs.

: We expect the Bank of Japan to hike rates more aggressively than markets are
: pricing in.

Increased dovishness from the SNB and an expensive valuation should weigh on CHF
¢ vs. USD and JPY.

Overweight BRL and ZAR on carry, underweight CNH and AXJ on tariff risk.

Gold remains an interesting diversifier with structural support. Oil is in a tug-of-war

Commodities between rising supply and geopolitical risk.

Source: UBS Asset Management Investment Solutions Macro Asset Allocation Strategy team as of 29 November 2024. Views are provided on the basis of a 3-12 month
investment horizon, are not necessarily reflective of actual portfolio positioning and are subject to change.
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For marketing and information purposes by UBS. For global
professional / qualified / institutional clients and investors

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 November 2024. 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

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

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.

Australia

This document is intended to provide general information only and has been
provided by UBS Asset Management (Australia) Ltd (ABN 31 003 146 290)
(AFS Licence No. 222605). 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 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.

China

For eligible investors under the relevant laws and regulations of the People's
Republic of China ("PRC") only. This document and its contents have not
been reviewed by, delivered to or registered with any regulatory or other
relevant authority in the PRC. 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
PRC. 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 PRC.

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
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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.

The securities or products mentioned herein may only be permitted to be
offered to approved PRC investors and/or eligible investors under the relevant
PRC laws and regulations. The relevant PRC investors shall obtain applicable
approvals/licenses/registrations from the relevant authorities (if applicable),
and comply with the relevant laws and regulations.

Hong Kong

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 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.

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 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 )

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 (iii) otherwise pursuant to, and in accordance
with the conditions of, any other applicable provision of the SFA.

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)
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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.
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