% UB S Global Research April 2016

Why economists always being right creates
volatility

Paul Donovan

Managing Director / Economist
Tel: +44 20 7568 3372
paul.donovan@ubs.com

www.ubs.com/pauldonovan
www.ubs.com/nobel

This document has been prepared by UBS Limited
ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON SLIDE 11



Economists, markets and volatility

The three pillars of central bank policy (and why that causes confusion)

The collapse of globalisation and other issues

Divorcing the markets — why economics is different

Why economists are always right (even if the data doesn't think so)
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The three pillars of central bank wisdom
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Central bank liquidity — the power of the printing press?

Central bank balance sheet as % GDP
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Capital inflows as % GDP - the reversal of globalisation?
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Breakdown of capital flows
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US dollar corporate bonds and inventory
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Ending the hidden credit crunch consequences (US)?
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UBS Blasé barometer
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Growth surprises and revisions
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US Inflation — Proof economists are always right

104

Jan 20710 =100

103

102

101

100

99

98

a7

96 — S rrerghtednflatronmdex
a9 - i fla od Fimal d

Index

94 1 T T T T T
Jan-10 Jan-11 Jan-12 Jan-13 Jan-14 Jan-15 Jan-16

5& UBS Source: UBS




Analyst Certification

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or
issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or
issuers and were prepared in an independent manner, including with respect to UBS, and (2) no part of his or her compensation was, is, or will be,
directly or indirectly, related to the specific recommendations or views expressed by that research analyst in the research report.

Notice:

The books From Red to Green?, Food Policy and the Environmental Credit Crunch, From Soup to Nuts, How the World Really Works - The
Economy and The Truth About Inflation are not UBS Investment publications. In this document we discuss how their conclusions read through to
investment ideas in UBS research. Excerpts and quotations from the books are reproduced by UBS with the permission of the authors and
publishers. All author royalties from the sale of the books will go to educational charities.
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Required Disclosures

This report has been prepared by UBS Limited an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS.

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical performance information; and certain additional disclosures
concerning UBS research recommendations, please visit www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable

indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed to conduct securities investment consultancy businesses
by the China Securities Regulatory Commission.
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Global Disclaimer

This document has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS.

Global Research is provided to our clients through UBS Neo, the UBS Client Portal and UBS.com (each a " System™). It may also be made available through third party vendors and distributed by UBS and/or third parties via
e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may vary depending upon various factors such as a client's individual preferences as to the frequency and
manner of receiving communications, a client's risk profile and investment focus and perspective (e.g. market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS
and legal and regulatory constraints.

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of use governing the applicable System.

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBSs Terms of Use/Disclaimer
(http://www .ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that you have read and agree to be bound by our Terms of Use/Disclaimer. In
addition, you consent to UBS processing your personal data and using cookies in accordance with our Privacy Satement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice
(http://www .ubs.com/global/en/homepage/cookies/cookie-management.html).

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative work, transfer to any third party, or in any way
commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not extract data from any research or estimates provided to you via Global Research or otherwise,
without the prior written consent of UBS.

For access to all available Global Research on UBS Neo and the Client Portal, please contact your UBS sales representative.

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or
other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject UBSto any registration or licensing requirement within such jurisdiction. It is published solely
for information purposes; it is not an advertisement nor is it a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either
expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document (‘the Information’), except with respect to Information concerning UBS. The
Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the document. UBS does not undertake to update or keep current the Information. Any
opinions expressed in this document may change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third
party represent UBS's interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the
third party.

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual circumstances or otherwise constitutes a personal
recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in making their investment decisions. The financial instruments described in the document may not be eligible
for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of exchange may adversely affect the value, price or
income of any security or related instrument referred to in the document. For investment advice, trade execution or other enquiries, clients should contact their local sales representative.

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily a guide to future performance. Neither UBS nor any
of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising out of the use of all or any of the Information.

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no representation that any transaction can or could have
been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or
any other source may yield substantially different results.

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no regard to the specific investment objectives, financial
situation or particular needs of any specific recipient. In no circumstances may this document or any of the Information be used for any of the following purposes:

(i) valuation or accounting purposes;

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or

) to measure the performance of any financial instrument.

By receiving this document and the Information you will be deemed to represent and warrant to UBSthat you will not use this document or any of the Information for any of the above purposes or otherwise rely upon this
document or any of the Information.

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document is based on numerous assumptions. Different assumptions
could result in materially different results. The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying
and interpreting market information. UBSrelies on information barriers to control the flow of information contained in one or more areas within UBSinto other areas, units, groups or affiliates of UBS. The compensation of
the analyst who prepared this document is determined exclusively by research management and senior management (not including investment banking). Analyst compensation is not based on investment banking
revenues; however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part.

2 UBS



Global Disclaimer (continued)

scting on th
cquisition ,f

the Product Disd
M-wZ-aIand

Malaysia: This mat i authorized to b
onalfinstitutional disnts only and not r distribution to any




Global Disclaimer (continued)

&% UBS 15



Contact information

UBS Limited

1 Finsbury Avenue
London

Tel:  +44-207-567 8000

www.ubs.com

&% UBS

16



