% UBS Asset management

The Asset Management Industry -
A glance backwards and forwards

Dr. Andreas Schlatter
CEO UBS Global Asset Management Switzerland

Swissquote Conference on Asset Management 2011

Not to be distributed




Section 1

A glance backwards

3 UBS



The development of the investment market

Upward trend
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What are the reasons for the upward trend?

Demographics / Markets

e Baby boomers have been saving both privately and Total assets of Swiss Pension Funds
institutionally (under the 2"¥ and 3" pillars) — a substantial 260
proportion of this money has been invested in the financial 240 7

market. This development has been boosted by tax- oo 7
advantaged savings models 180
160
Demand for capital from growing economies and 140
governments 120
100

e Relaxation of the free movement of capital since the 1970s 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: Bundesamt fur Statistik

Central banks

Change in US money supply (YOY)

12%

e Since the mid 1990s, central banks (including the Fed)
have again been supporting the market with greater

. . g . . 10%
liquidity, thereby boosting economic growth o N A ) '\
e Central banks act as a “safety net” or “lender of last 6%
resort” and in so doing have encouraged the trend 4% 7~A
towards a higher-risk investment policy 2% A
e YNJ
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Source: Bloomberg —— M2 Money Supply
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What are the reasons for the upward trend?

Technological development / regulation

e Global networking enables business to be conducted from
anywhere in the world

e Freely available information paired with tightened compliance
rules has created a level playing field

e Since the 1960s, investment theory concepts have gained
widespread credence

e The “popularisation” of these concepts (e.g. modern portfolio
theory, diversification etc.) has changed the investment
behavior of people from a wide variety of circles

3 UBS 4



Where are we today? Interim conclusions

Demographics / Markets

e Babyboomers in developed markets are e Central banks will absorb liquidity out of
retiring or divesting their assets (in part) the system in the short and medium term
-> asset prices will tend to fall (deleveraging)

e Capital less important; labor is becoming e Danger of slowdown in growth
important again -> impact on asset prices

Technological development / regulation Intellectual basis

e Technological development will continue e Sophisticated concepts are necessary but
(e.g. algorithmic trading) the extent to which they can be introduced
into practice is not always clear

e Increased / fragmented regulation is slowing
down global development (pooling, cross- e Aspects of “behavioral finance” will increase
border issues, taxation, etc.) in importance among both private and
institutional investors
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Where do the opportunities lie?

Demographics / Markets

° Emerging markets aspire to develop in a Map of attractiveness - growth potential and market
.. . presence
similar way to the first world and

P Asia
therefore offer new opportunities 5 -
©
e People tend to work longer and E
9 ia Russia
consequently save more x e
. . . £ Africa Middle East
e Increased labor immigration and @ Eastern Europe "
. . . E witzerland
pensioner em|grat|0n g S
4 USA UK France
< Canada
g Australia
b Japan
(Y] >
Source: Ernst & Young, World Bank, McKinsey & Company Market presence

Interviews with 25 asset management institutions in CH and FL

Central banks

e The central bank “safety net” will continue to exist in future and offers a relative guarantee
of stability but it will make much higher demands regarding the risk management and
appetite of players

e Opportunities will arise as a result of the absorption of money (rising interest rates)

~
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Where do the opportunities lie?

Technological development / regulation

e |ncreased regulation raises market entry W_hich of the st_ructura_l changes in asset management
. . will have the biggest impact over the next 3 years?
barriers for global competitors. On a local

level, regulation offers opportunities for ncresed egiaion! “
Iocal players more law suits
e The liquidity of markets (capital costs) may recompresson |
change as a result of Basel lll and/or Tobin
taxes; this in turn will create market niches e
Capacity rationalization m

0% 10% 20% 30% 40% 50% 60% 70% 80%

Source: Citi / Principal / CREATE Survey 2009 % of respondents
Global survey with 225 asset managers and pension funds

Intellectual basis

e New approaches lead to new solutions

When the facts change, I change

e More attention to risk management will continue; my views. What do you do?
sophisticated models can imply a competitive advantage. John Maynard Keynes

(o)
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“Predicting the present” — our view

Consolidation

e Size matters; medium-sized competitors will experience Satellites High Alpha
increasing difficulty, e.g. because of:
— Economies of scale

— Costs (as a result of regulatory requirements,
risk management etc.)

— Focus on flagship products

e Outsourcing of non-core business areas (custody,
operations etc.)

e Development of investment needs will lead to industry
consolidation (High Alpha vs. Beta / Passive) Passive Beta / Passive

Distribution / Regulation

Core Active

e The role of a client advisor is changing: from product orientation / product pushing to investment
dialogue with the client (training requirements)

e Increased customization at the distribution end; service and customer proximity is becoming more
important

e The regulator will extend his focus to the entire value chain

3 UBS



“Predicting the present” — our view

e The buy-and-hold approach in liquid assets seems to be
a thing of the past. Investment strategies need to take
account of increasing volatility and sideways-moving
markets

e The Core / Satellite approach will further gain in
importance; investments in efficient markets are made
with passive instruments (e.g. ETFs)

e Rising demand for non-listed investment opportunities
which offer a shelter function from market psychology
(e.g. PE, infrastructure)
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Contact information

Dr. Andreas Schlatter

Talacker 24

P.O. Box

8001 Zurich
+41-44-234 80 94

andreas.schlatter@ubs.com
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Disclaimer

For marketing and information purposes by UBS. For professional investors only. This document has been issued by UBS
AG, a company registered under the Laws of Switzerland. This document is for distribution only under such circumstances as may
be permitted by applicable law. It was written without reference to any specific or future investment objective, financial or tax
situation or requirement on the part of a particular individual or group. The document is for information purposes only and is
not intended to be construed as a solicitation or an invitation to make an offer, to conclude a contract, or to buy or sell any
securities or related financial instruments. The products or securities described herein may not be eligible for sale in all
jurisdictions or to certain categories of investors. 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. 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. Past performance of investments (whether simulated or actual) is
not necessarily an 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. Should the currency of a financial product or service not match
your reference currency, performance may rise or fall due to currency fluctuations. All such information and opinions are subject
to change without notice. 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. 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 “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. Source for all data and charts (if not indicated otherwise): UBS Global Asset
Management.

© UBS 2011. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved
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