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Main concerns impacting the global economy

US protectionism was
What are the main risks the global economy is currently facing? _“",m
0% 20% 0% 40% 0%  EO%  T0%  80% R

7% Trade wars Earge-scale protectionst measures by several rations)

Polibcal developments n the ELU fEuro triss, nationalism)
Polineal nthe US e

inflabon and/or uncontrolled fise In long-term yasids
hina hard landing

% of respondents, multiple answers possible

Wars / ugnificant geopoliscal developments (induding terrornsm)

Cenmral Bank batance sheet reducson inet seling of ansets)

2. BFEERH MBI TR R IR 2
(1) BEMBPERE (AREHMEEESHI5ER) -
(2) FEEAE R ES -
(3) HEEBUAJEE -




Main concerns impacting the levels of FX reserves @

What are currently your main concerns when it comes to the investment of FX reserves?

% 10% 20% 0% 40% 50% 0%

% Elevated et prce valkustion

50% Rising US imierest rates / infation

Potical uncertainty

Low and negative yiekds in fixed income markets

1 concern. Asset price volatiity across markets

% of respondents. multiple answers possible

Exchange rate volatibity

Falling hauidity in fred income markets

Falling FX reserves

3. B BT
(1) TAHIVZ35ER P IHTIE 2010 £E4EPIUAERITHE, » 53T 26W 2305 62
Fo7t EIFFBERILE 2019 4FJE -
(2) SBMITZAHRERs - TR A (A T B O A e S B A T B
TS -
@

The end of unconventional monetary policy

By when do you expect the ECB to raise Is the combination of Central Bank net
interest rates? asset sales and increased US debt issuances
an underrated risk for the US Treasury
market?
Later than
2019

26%

Source: LIS AM 24 of june 2018

4. ShiEfA I ER B IR S LHE -
(1) Srnlidia /BB SR 5hE R E » 222 M (f%1H 5 capital preservation)
B ME 2 N R i S Y H Y -
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Key asset allocation objectives

®

What are your primary investment objectives? Innc-nmhnmkuumdon
mngiydmmym
i s traditional reserve assets?
0%
E 0% i
& 50%
i won
g %
i 0w
i‘ 0% 14% 4%
§ 10%
* %
Captal Liquidity Supporting Return
presenanon mOnetary polcy  Manimisation

5. 2008 FERERIEHKIE TS - /] EHTmRE S

A7 FEHARE) 1 9 R {7 S T

iﬂ[fq; 'L-JQIE

Trends in approved asset classes

®

Which of the following instruments are approved at your institution?

Asset Class ﬁnmvmmlmwwmvm“ﬂw:——_mmmnmnﬁl
: B W B W B R MR RANHe Q@R NG @
u %0 m n 2] L] “ & 6 L] o w0 8 sa &1 o6 -

M e M M B BN MK KRR RRT N G @ W

i - a“a O 4 a7 - » Ei = % L] na na n ] na na

M 8 w8 WM B W W oa womBoY MoB o

2 a“ % EE] 0 n » a8 “ L] a n 4 n » o % a

4 0 M BN B X WO w M NuU BB RN 5w

£ ] » n w b1 2 » - 52 - ™ k. ” » 17 ” 2 2

M W B W B MK K W s o m om s omomom o

% " " 24 \L3 " " " a " L 3 2 na na na na na

e O e e B B e R e L

e e M e mR e s ae ma e he M R e W R e

In % of total respondents, multiple responses possible.

Source: UES AM = of juew 2018

6. HAEHEHBB, -

(1) TR NI 3 5 4H 480 55 27 e BT 6 IES T {35 25 T 15 Dk e 284 2 A 2

(2) sENHT LIS EB A B A SRS

Key changes in asset allocation

Eﬂj—

RARA ISR B AT 1 ARSI -

®

‘Which of the f« have you in your portfolio in the past year?
Which of the following instruments would you want to own more or less over the next year?

% of respondents that % of respondents that
plan 3 decrease in reported 4 decrease
the coming year in the past year

[ -20% -15%
-20% -15%
a%

8%
-8%

] -10% 8%
-15%
i | %

Source; UBS AM o of June 2018, =




7. SMEfFIREIERIRE T - NREHRINE S ER - HITIUSY Y W ZEHEFTR » £Ei
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@

If you have altered your currency allocation during the last year in a significant way, please specify

Currency focus: Changes in 2017/18

how!

30%

25%
g 20%

15%
3
2 o
E

5%
-]
§ 0% =
8 5% 5% 5% 5%
D 5% -10% RMB becoming
k3 -15% the diversifier of
#-10% cholce

Noticeable

- improvement in

15% Euro sentiment

-20%

Dollar Euro ven Pound CAD doflar  AUD dollar NOK RMB RUB

» The average share of USD holdings among all participants was about 71.5%

Sourte UBS AM au of June 2018,

8. FIMEFIK ZYMETITR -
(1) T 30%EY 2B Lo AR B RINEEER » I 2% 2ihEET B4
EFRHILE 5 HAMNEZICHT 0-5% -
(2) #BK total-return AUESHFCE RIS « HrEl S BT &S - HFrETELE
ABS/MBS/CMBS {827 K C R #5 % A BIEFE H - BB /NE S AR T -

&

External asset management

What percentage of your reserves are What asset classes of external fund
currently externally managed? management interests you the most?

Totakretumn of retum in fixed income
5% . rnd | : market debt
: s Sl Equities (Emerging Markets)
15% ABS/MBS/CMBS
0-5% Developed market corporate debt
Developed market sovereign debt
Equities (Developed Markets)
= 5% - 10% Absolute retum products
Short-term liquidity products.
Derivatives

10% - 20%

5%

Private equity

Emerging market corporate debt

Hedging program

20% - 30% Inflation-protected bonds
High-yield debt

Real estate

Hedge funds

9. BN E® (cryptocurrencies ) AYEHE -
(1) S2%HYZehEFonER I SR ET -
(2) 60%EYZEHETTT » A2 10 FEARINE SR GHAN BINEFRRIEEE -
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Recent topics — Cryptocurrencies

®

Do you agree with the following Will cryp i
about

0% 0% 0% 0%

% of respongerts

ayp les?

They will mainly be an opportunity for our

economy

R is not possible to them in
p::’u- requizte an

They will mainly be & threat for our
currency and banking system

gz

They will ultimately replace established
cumencies & payment systen

In % of total respondents, muitiple responses possible.
SOuLE: UES AM a2 of June 2078

= HEERATHENEIIRTHSE Z INEF R E AR

PR G
FIRZ LR E IR 20 RV R ITE 8308
EREmbfE %1% - 2o LRV REE S Rt -
1999 Financials
2001 Options (Int.rate, FX), FX Forward, Int.rate Swap
2003 Interest Rate Futures, ABS
2004 TIPS
2005 MBS
2007 | Equities
2011 | Emerging Markets
2012 Chinese RMB
2013 Industrials and Utilities
2015 CDS Index
2017 | Single Name CDS

(2) SMEFEZ

Global Aggregate Index) »

ded in
the official reserves of some central
banks in the next ten years?

Ulmatedy
T

will take
fonger than

Yes

1%

» 7F 2008 £4=

BN BN BB 2 (fH ) « HAEHIEENT benchmark
FRULR BRI S 5458 (Cus tomized BOGAT
PR R BOEE: - Rt T2 B R B R PR 4
SR~ FIRRHARR 10 F£LAN ~ (5 H

Barclays Capital

ol 4k A-DA E3E

No Limit
No Limit
No Limit

BBB-, Above

2R 17 BB
= Currency USD, EUR, etc.
= Country 17 Advanced Countries
" Remaining Maturity Less than 10yrs
= Credit Rating A-, Above

= Amount * Financials: $1bn above
Outstanding * Industries & Utilities: $1.2bn
(in USD) above

More than
$0.3bn



(3) RFEEEL MBS HIF A A HS MRS » SR H B a8 % > 1l

ﬁ[“\- ]
Efficient frontier Return of US Corp vs Treasury
(Expected Return, %) |  USCorp US Treasury
| (A-B, %p)
6.5 - % (B,%)
2006 4.30 3.08 1.22
6.0 2007 456 9.01 -4.45
£5 [ 2008 -4.94 13.74 -18.68 |
2009 18.68 -3.57 22.25
5.0 2010 9.00 5.87 3.13
2011 8.15 9.81 -1.66
45 | 2012 9.82 1.99 7.83
4.0 2013 -1.53 -2.75 1.22
2014 7.46 5.05 241
35 2015 0.68 0.84 152 |
2016 B.11 0% 507
30 T TR = e 2017 6.42 213 4.29
1 15 2 25 3 £v 2 | o v A R e ;

2. LAEFRIT 7 S

(1) 2008 b EREA =HRZE  (RECL T TN EIE 2 T ) 5 17y

b= 5B INEFEARBRERES B _DIEHI T Bl e o 4 e Em
IYPRAIECH © 55 = S ERIRIEEEE R & BIBURF BT AR R A SRR -

(2) IEERYEEF G T 2 1M &g » 5%

bz 530~ TR LA B REAAY BRI E - Hoh i 3 S S IR B\ &

FERTRET S EH -

Beliefs Characteristics

» market efficiency » Investment horizon

» nisk-return relationship » tolerance to risk )

¥ Predictability power ¥ reputational risk

» market portfolio efficiency P competences 1
— N J

I <t

Jl—ﬁ-!.

N”

Philosophy |:> + Fimin o

Investment Strategy

(3) RIBLAEOTIRATHIRAT » FFAMIRZ R - B SR EEREEMERNE
FHA IRR AR IR AE PR (B 2 S R B -



Range of equity and bond total returns
Annualised lotal returns, 1950-2015

75

%

50

25

25

50

1.y roling 5.y roling 10-yr roling 20y rofing

(4) TEFEARERCERIFER I TIIERRA - 55— MEFE A S/ DINELENT © 58 4{aEH%
SEACE P HIEME RS S8 (22 a1L) « 5 =R B 08 sl B S
SEVUEE AR benchmark S5 B HEGE R 2> ficiE -

(5) WETEhLLEIIRITE BN ETE - FERREHEAZ S

1.
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A long economic cycle: How long can it last? ﬁ While this recovery has been long, it has also been slow.. G
Cumubative real GDP grow th and montls of CApRISOn | 1y ;.lh speed Cannualized real GDP grow h), and size Iltlﬁl real GIF growth) of 1S ¢ PApnsns
160 B%
'E 1% C 1949 ‘
6% -~ ~—
gmu } ;!,5’."1
8 9% =
} . 4% ﬁ F‘f \'IN;.) A
T A S = =2 % Z:
] et 3%
1
60 120 0%
Months of expansion 0 20 40 (74 Bl 100 120 140 160

-t éfﬁEE%%ﬁ?ﬂ%Eﬁ{ b o SETEMEEREICE » M IR 8 R
BERARIERIRR L > R AR o A 2 2019 4 -

Monetary Policy will be supportive (until year-end) @

Net Central Bank Buying positive until well into 2018

Net central bank buying (USD bn, 3-month moving average)
250 — —

(o)

-50

400 e - -
2009 2010 2001 2012 2013 2014 2015 2016 2017 2018 2019

- - UK - P EA
Seuece (88 Asset Wanagesment, Hares

1. BRI e R SR BORE A SRERER - H RTS8 0 845 - Bl R a2
/KA - UBS [FIRFERIN S - fERRTTE oy s 2 B - Bh A ORI S
& AR -

=4 Economy Aq)regal-,—

US unemployment rate at lowest level since 1969 @ A tighter US labor market adds to inflationary pressures @

AL 5.8% in May. the US unemplovment rate is the lowest since 1969, Wage growth is
trending gradually higher (average hourly earnings up 2.7% vear-on-vear.)

ws {iha) and Ination irhal. in %
US unemployment rate snd sverage hourly earnings. n % 25
2
\.z\\\_‘
b / g 15
\“\a\_\,_‘\'\—;
q
" J !
" = ; 7
2 5 ' R
0 _— P 1] 0.5
1965 1920 1975 1980 1985 1990 1995 2000 2005 2010 2015 2008 2009 2000 2001 2Nz 20131 2084 2015 2016 2017 28

—tinemph t Rate Core PC (rhs)
Average houdy garmings  —Linemployment rate tUnemployment Rate (Ihs) Core PCE yy irhs)




EERFEAIPRAFF G BT} - B SRR T BB EOR IE b DA R 26 Bt e s a7
HITHIY] - R Eh R ERTE AR ESS - fREE UBS AYRHSE » 8% 2018 £ 5 B » M ii#i4
BR&G{EZ7458(Barclays Capital Global Aggregate Index) o » BFIZEE A
2% EEG Ry 54% » #HEZ 2 T 2016 4 6 F LS 5 25% -

100% —

0%
Jun 14 Okt 14 Feb 15 Jun 15 Okt 15 feb 16 Jun 16 Okt 16 Feb 17 Jun 17

®Sub-zero  0.00-0.25% =0 25050% 0.50-1.00% 1.00-200% m=2.00-300% >3.00%

Okt 17 Feb 18

Source: UBS, Bloomberg Bardlays. Data as at 31 May 2018

3. BREERUAEIEE » (FAAEEEE TR EE R -

Higher rates, macro uncertainty leading to higher vo@

Broader range of outcomes for key macro variables than investors used to under highly consensual
lower for longer narrative plus gradual lightening of liquidity conditions

CBOE S&P 500 Volatility index (LHS, 2y lag) v Fed Funds Rate (RHS, %)

70

0
1990 1954 1998 2002 2006 2010 2014 208

—— CBOE VIX (2y lag) Fed Funds Rate

4. XERIFVIFRSREERRE - KB TR EREER - MR UBS HIHf -
2016 FFIKE 2017 FEHE=F Ry 1l - PREBSER A HATHEA R REVERR T 92% {2
BT T - 802 2018 4 4 H HEBIETEE 2 63% -




Some rotation to manufacturing has started. From late 2016 through Q3-17 92% of the US IP improvement was coming from
mining. Cumulatively through April 2018 the contribution is down to about 63%.

Yo¥ g W (mining vs

US Industral Produchon - contribubions . US Ingustnal Prosusbon- contnbutons

Source: Haver, UBS calculations
ERRECPORE G50 F INLEFH IR T35 (PR SRR RBIBE AR IR - ¥ TSRS
oy P BIEER AR AR T FE AR PR AR AT AT I « U UBS ¥4 5k
50 (AR » il 2015-2017 SR ELE R AEHREERE 6. 5% » 3
7Y 2003-2007 6y 14% » (HADLBHTE » G SRR TRSAIREE /L 2003-2007
AL 11% > 2 2015-2017 FHIFEAZ 21% 0 HNIL - $-SERECHR RV EHIRME
#H 30bp ZZ(160bp T7BZE 130bp) - [FIHIRH BT (PRI AE TE T
241bp(316bp T/#Z 75bp) - & UBS Frr » FrBl i R E] » SR A IRAYLL

The missing link in global investment has been EM ex-China

Some think the reason global investment has been weak is because Chinese investment growth declined
substantially vs pre-crisis levels. We believe that's true—China's investment growth rate averaged 14% during
'03-'07 vs 6 ¥2 % the last 3 years—but China's global weight was 11% then vs 21% now (in our 50 country
sample) and its global contribution only went down from 160bp to 130bp (avg over last 3 years). The bigger
difference is that EM ex-China contributed an average of only 75bp to global investment growth the last 3
years, compared to 316bp between '03-'07 and 330bp in 2010/2011.

% Contributions to Global Investment (ppp-weighted)

®China ®lJapan Other EM CtherDM ®mUS ®EMU

81 83 85 B7 89 91 93 95 97 99 01 03 05 07 09 11 13 15 17
Source: UBS, Haver
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M5 (02 S S AR R - AR SR THI R BRI E SRS RSN
A)ffds GDP AYLLEE » & B REERAT(1995-2008 £E)HY/KHE » Horp ) BA E
165 ] [ BB S8 T Y R A LR o s BN

EMDE Corporate Debt
% of GDP
65 180
60 160
55 140
50 1 120
45 100
40 80
35 60
30 . C— —— 40

2006 2007 2008 2009 2010 2011 2012 2013 204 2015 2016 207

Notes. Deb is defined as koans and debt sec
Source. World Bank (Global Economic Nm June 2018) with data from BIS and BF

SE TR R EE e A RS HAMNEFRAYLLE - Mg IMF AR - FATA R
L EEREEHG Y N (F R HYBS DIELEE LY 1. 2% » 2R3 UBS AYFHZSHES » 85% HYZEh#E
FREAEARY  BASREHS T EREE R 3.2% -

Currency composition of allocated reserves (IMF COFER), tn%of-llouhdnurt\au . " w©
1995 2000 2005 2010 2011 2012 2013 2014 2005 2016 2007 2017 2017 2017

US dollar 59.0% 71.1% 665% 618% 624% 61.2% 612% 628% 641% 653% 646% 638% 635% 627%
Euro' 27.0% 183% 239% 26.0% 47% 242% 244% 222% 199% 19.0% 19.3% 199% 00% 20.1%
British pound 2% 28% 3.7% 319% 18% 4.0% 4.1% 8% 4.9% 4.3% 4.3% 4.4% 4.5% 45%
Japanese yen 6.8% 6.1% 4.0% 1% 36% 4.0% 19% 3.9% 41% 31.9% 45% 4.6% 45% 4.9%
Canadian dollar - - - - - 15% 1% 1.9% 1.9% 1.9% 1.9% 19% 20% 2.0%
Australian doflar - - 4 - - 15%  1L6% 18% 19% 1.7% 18% 1B%  18% 18%
E —

Renminbi - - - - - - - - = % (L% 1% 12% )

M
Swiss franc 03% 03% 0.1% 0.1% 01% 03% 02% 03% 03% 02% 02% 02% 0%
Other currencies = 1.5% 1.71% 4.4% 54% 1.3% 9% 3% 3.0% 24% 14% 2.3% 14% 25%
*) ECU and other European currencies before the introduction of the euro. Source: IMF COFER as of April 2018, UBS 2018,

(B UBS AYBTFE AR 2H » A B M 8 1 B P L 52 - T BRI (et B M BB % -
BERG AT B 5 5K B S ARV EE PSR AT ~ MBI RIS AR R0 T IE LA
R [ At e o S SR e BRI AR 1R AR A . -

RMB as % share of Global Trade Settlement Sep Size of offshore RMB deposits RMB bn
2014 - Apr 2018

3.00% 1800

2.46%

2.50%

2.00%

1.50%

1.00%

0.50%

0.00%

Sep-14 Sep-15 Sep-16 Sep-17 Apr-18 Mrz Jun Sep Dez Mrz Jun Sep Dez Mrz Jun
15 15 15 15 i6 16 16 16 17 17

=TW HK = UK Sing



Size Openeness Macro & Institutional setup Financial institutions Military  Portland
spending  Soft Power

GDP
2017 Imports/ WEF WEF financial 30 Index
USD bn Exports Inv Financial Competitveness development
(%GDP} Freedom Freedom 2017 Index
Heritage Index Maao Finmarket Sec exchange Legal rights 2017 2017
Impaorts Exports 2017 Institutions.  Infrastructure environment’ development  regulation index UsD bn rank
us 18569 147 1.8 BS.0 80.0 20 9 83 FJ 18 4 610 3
Japan 4939 16.0 165 70.0 60.0 17 4 93 20 12 85 45 3
Euro area 11616
— Germany 2467 394 %4 800 700 21 0 12 12 24 49 44 4
- lraly 1851 74 04 85.0 500 a5 7 9% e 3 106 29 k]
UK 2629 316 279 90.0 800 12 1 68 13 20 30 47 2
China 11218 18.2 206 250 200 41 46 ” 43 60 85 228 5

1) Includes budget situation, debt leveks, inflation and credit rating score

Source: IMF 2018. World Bank 2018. Heritage Foundation 2018 Index of Economic Freedom. WEF Global Competitiveness Report 2017-2018. Portland
Soft Power 30 index, 2018,

MEE S EREAYIE - o AT IE AR A7 38 B B 1 8 5 55 5 300 5 [ M
MYNEFTRFA Z HERBUN AME - HAUS B E DU AR R -

Overseas investors’ holdings of onshore Chinese government bonds (RMB trillion) and YoY Growth, Feb 2017-
May 2018

. N

U7 > BEEE ARG S EF I e T R R B S5 TS A S BLAT
o LRSI 2E 6% » UBS PRIELTHEAS ATIR 5 | H9IEIRE 4 <5 A i€ 2, 500 f8357¢ -

Allocation by currency:
Current vs post CNY-bond inclusion in Bloomberg Barclays Global Aggregate index

50%
China is under-represented in international portfolios as they are not in
s n international benchmarks yet
Investors may wish to consider China onshore bonds before re-allocation occurs
30% — —_
) Expected inflows
20% -~ 6 A‘l FpeciecH
'
é in global bond indices ~USD 250 bn
o post inclusion
10% >
5
0% . [ - . —
uso EUR PY CNY GBP CAD AUD KRW CHF SEK

wWeight of current "Global Agg + China" index. Also represents pro-forma *Global Agg index* once China is eligible for indusion -~ Currently Global Aggregate Index

Source: UBS Securities Pre Ltd As of April 2018
1 The China Aggregate index is a component of the new *Global Aggregate + China® index.
China is cumently not included in the flagship *Global Aggregate* index, but will ikely meet inclusion rules in coming years.
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2. 7 ESG (Environmental, Social and Governance Policy) #¥&F#ERIIFZMink &
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