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Shifting Sands

Stand atop Cardada Cimetta and enjoy a panorama of Switzerland's two extremes;
from the lowest one, Lake Maggiore to the highest, the Dufour peak. It is enduring,
beautiful — and deceptive. If only we could watch the time-lapse movie filmed over
millennia; colliding tectonic plates, waxing and waning of ice ages and the ebb and
flow of tremendous glaciers. Then we would have a better feel for the true nature of
reality. The seemingly fixed and enduring are suddenly revealed as fluid and protean.
It is just a question of timescale.

And this is true of our social constructs as much as the physical world. Take the role

of central banks in many countries, where they have become the dominant actors in
financial markets. Through inflation targeting mandates and policy frameworks that

feel as permanent as the Monte Rosa massif they are the bedrock for investors' asset
allocation decisions. The deployment of ‘unconventional’ policies in pursuit of these

mandates is now the terra firma of financial markets.

Current monetary policy not to last forever

But in making investment decisions about the future investors must accept these
things are not fixed or immutable and plan and take action accordingly. Just like the
physical landscape, monetary policy objectives and frameworks have varied enor-
mously over time, and for many reasons; changing intellectual fashions, new academ-
ic descriptions of how an economy 'works' and, most profoundly for today, when the
objectives sought by policy makers were not met, or undesirable side-effects
triggered a reassessment of the benefits. And just like changes in the natural
landscape this process is ongoing.



Play the time-lapse movie of Western monetary regimes of
the last 100+ years and how would it look? Well we would
start with a gold standard or the fixed rate currency regimes
that embraced the desirability of free international capital
movement. Then flow out of the ruins of World War 2 into
the Bretton Woods System to foster international trade and
preclude competitive devaluations. But erosion and collapse
follow. We transition to the monetary targeting in the 1970's
and 80's when rates were decided by implications for money
supply growth. But this too breaks down as the link between
money supply, growth and inflation proves very unstable.

Thus we arrive at today's panorama of inflation targeting
deployed via a tool kit expanded to include asset purchases
(known as QE) and, in some cases, negative rates. But given
the very patchy results for inflation, painful side-effects and
the lack of impact in the real economy it is likely central banks
and their governments will be forced into a major rethink.
Indeed both the ECB and the Federal Reserve will complete
reviews of their approach to monetary policy in 2020. In the
ECB's case this will be the first review since 2003.

The new decade: probably more challenging for

bond investors

These reviews are unlikely to result in a dramatic change in the
policy approach, at least in the short term, but investors
should pay careful attention nonetheless; they represent the
first tremors of a reworking of the investment landscape to
come. Concurrently, many governments are seriously consider-
ing, or have committed to, more aggressive fiscal policy action
to address a range of pressing social and structural challenges
not addressed by monetary authorities. Some proposals would
fundamentally change the macroeconomic outlook in coun-
tries concerned, were they to be implemented. At the very
least upside risks to inflation would increase sharply.

The metamorphosis of monetary and fiscal policy globally will
be the driving force shaping the investment landscape in the
months and years ahead. Over the last 10 years the dominance
of monetary policy deployed via very low policy rates and QE
has been a smooth ride for bond investors. The journey for the
next 10 years could be over rather more bumpy terrain.

For more information on our flexible bond strategies and how
we can react quickly to changing investment conditions click
here.

For further information please contact your client advisor. Investors should not base their investment decisions on

this marketing material alone.
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The views expressed are a general guide to the views of UBS Asset
Management as of October 2019. 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 state-
ments 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 “for-
ward-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.
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Issued in the UK by UBS Asset Management (UK) Ltd. Authorised and
regulated by the Financial Conduct Authority.
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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-look-
ing 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.

Australia
This document is provided by UBS Asset Management (Australia) Ltd, ABN
31003 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, advertise—-
ment 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.

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 indirect-
ly, 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.
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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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