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The magnitude and velocity of the rise in Treasury yields has been a key
market driver since the summer, as the 10-year yield briefly surpassed 5%
in mid-October; this coincided with the S&P 500 briefly entering correction
territory last week. This week, however, markets have seen some relief. Ten-
year US yields have now fallen about 50 basis points from their high point,
and equity markets have rallied sharply. So what has contributed to this recent
reversal? We would point to a few important factors:

Markets seem more confident that the Fed’s hiking cycle is over

The policy decision from this week’s FOMC meeting was hardly a surprise:
The federal funds rate was left unchanged at 5.25–5.5%, in line with market
expectations. However, the positive market reaction was largely in response
to specific nuances within the verbal and written messaging.

The Federal Reserve underlined that financial conditions have tightened,
referring to the sharp increase in long-end rates that has taken shape since
the summer. Chair Jerome Powell was also clear that the FOMC is asking itself
on an ongoing basis whether the tightening implemented so far is enough,
and for how long the restrictive monetary stance should be in place.

Still, the Fed is not ready to close the door completely on further tightening
and wants market participants to know it’s in wait-and-see mode—an
understandable stance given the current uncertainty. And we recognize
there’s still more than enough data coming to influence decisions before year-
end, with one more nonfarm payroll print and two CPI inflation prints ahead
of the December FOMC meeting.

However, for now, the market has basically priced out the probability of a
December rate increase. And accounting for recent developments, it is our
view that the hiking cycle is likely over.

Latest data show the economy is slowing in a healthy way

After the Fed meeting, all eyes turned to this week’s jobs report for
confirmation that the economy is slowing in a healthy way. Gladly, it delivered
just what investors were looking for. The economy added 150,000 jobs,
below expectations of 180,000, along with downward revisions to the
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August and September data. Moreover, the unemployment rate rose slightly
to 3.9% in October, from 3.8% in the preceding month.

This supports our view that growth will slow over the coming quarters and
that we are heading toward a soft landing. Private consumption growth
should start to face more headwinds, given factors like the resumption of
student loan payments and the overall burden of higher rates, which has
weighed on affordability for items like houses and cars. At the same time, the
still-strong balance sheet of consumers, along with a resilient labor market,
should underpin domestic demand and allow the US economy to dodge a
meaningful recession, in our view.

Technical factors eased at the margin, but may continue to loom

As expected, growth and Fed policy expectations have been the main drivers
of the move in yields since the summer. However, there have been more than
enough tail events that have contributed to rate volatility. Just in the past
few months, we’ve endured concerns around Treasury supply, a potential
government shutdown, geopolitical events, energy prices whipsawing, and
shifting policy from the Bank of Japan (BoJ). As of now, the market seems
to have largely processed these events; it is easier to rally when uncertainty
clears up a bit.

And notably, while the BoJ took one step closer to “normal” policy this
week, the market perceived this as a financial stability and market functioning
measure rather than a large step toward tightening monetary policy.

Accounting for technicals, we also highlight that the Treasury refunding
announcement came in below median market expectations, with most of the
downside surprise in supply taking place in the long end of the curve; 10-
year US Treasury yields dropped about 15bps as soon as the information hit
the screens.

It is important to highlight, though, that the fourth quarter historically brings
illiquidity in the Treasury market, which could lead to yield spikes before year-
end. This is a near-term risk from a mark-to-market perspective, which should
be accounted for by investors.

How to position

Putting this all together, we continue to believe yields will trend lower over
the coming quarters. In our view, the 10-year is likely to reach 4.25% by year-
end and head toward 3.5% by the end of 2024.

Looking at the yield curve, the market seems to price the Fed neutral rate at
some level between 4% and 5%. We don’t think this is a sustainable long-
term level, however, as it would likely come at the cost of some financial
instability. In our opinion, a more reasonable US neutral rate is somewhere
around 3.5%.

This implies that when the market finally processes that the Fed’s hiking cycle
is over, the belly of the curve and long-end rates will have significant room
to rally. As such, from a total return standpoint, we think there are several
interesting opportunities in the fixed income space.
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First, we think it’s a great time to lock in yields, especially in areas like
Treasury Inflation Protected Securities and investment crade (IG) corporate
bonds. Within IG specifically, we believe the 1–3-year range can provide
low-volatility income, while longer-duration securities in the 7–10-year space
should perform well from a total return standpoint given our view that
nominal yields will be lower in 2024. We are more cautious about going too
far in the long end given its greater sensitivity to technical factors like supply
and liquidity.

We also see opportunities within municipal bonds, especially for taxable
investors, where yields on high-quality munis now sit at the highest levels
seen in over a decade. Tax-equivalent yields in AA munis can be close to 10%
for investors in some of the highest tax states.

Finally, we note that while equities recovered some ground recently, the
risk-reward has improved relative to the summer. Granted, the market has
remained quite sensitive to any negative earnings news. However, we believe
that the earnings recession is over and that the reacceleration in profits
remains on track.

This supportive earnings picture should provide upside heading into next
year; our 2024 year-end S&P target stands at 4,700. In an environment of
slower growth, we believe that high-quality companies with stable balance
sheets and strong and sustainable profit margins should be best positioned
to generate earnings.
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UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management business of UBS Switzerland
AG (regulated by FINMA in Switzerland) or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes Credit Suisse AG, its
subsidiaries, branches and affiliates. Additional disclaimer relevant to Credit Suisse Wealth Management follows at the end of this section.
The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment research.
Generic investment research – Risk information:
This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other
specific product. The analysis contained herein does not constitute a personal recommendation or take into account the particular investment
objectives, investment strategies, financial situation and needs of any specific recipient. It is based on numerous assumptions. Different assumptions
could result in materially different results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an
unrestricted basis and/or may not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from
sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness
(other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates and market prices indicated are current
as of the date of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those expressed by
other business areas or divisions of UBS as a result of using different assumptions and/or criteria.
In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount ("Values")) 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 (iii) to measure the performance of any financial instrument including, without limitation, for the
purpose of tracking the return or performance of any Value or of defining the asset allocation of portfolio or of computing performance fees. By
receiving this document and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at any time to hold long
or short positions in investment instruments referred to herein, carry out transactions involving relevant investment instruments in the capacity of
principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the investment instrument itself or
to/for any company commercially or financially affiliated to such issuers. At any time, investment decisions (including whether to buy, sell or hold
securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments
may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk to which
you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas
within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is not suitable for every investor as there is a substantial
risk of loss, and losses in excess of an initial investment may occur. Past performance of an investment is no guarantee for its future performance.
Additional information will be made available upon request. Some investments may be subject to sudden and large falls in value and on realization
you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on
the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel,
sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information.
Different areas, groups, and personnel within UBS Group may produce and distribute separate research products independently of each other. For
example, research publications from CIO are produced by UBS Global Wealth Management. UBS Global Research is produced by UBS Investment
Bank. Research methodologies and rating systems of each separate research organization may differ, for example, in terms of investment
recommendations, investment horizon, model assumptions, and valuation methods. As a consequence, except for certain economic forecasts (for
which UBS CIO and UBS Global Research may collaborate), investment recommendations, ratings, price targets, and valuations provided by each
of the separate research organizations may be different, or inconsistent. You should refer to each relevant research product for the details as to
their methodologies and rating system. Not all clients may have access to all products from every organization. Each research product is subject
to the policies and procedures of the organization that produces it.
The compensation of the analyst(s) who prepared this report is determined exclusively by research management and senior management (not
including investment banking). Analyst compensation is not based on investment banking, sales and trading or principal trading revenues, however,
compensation may relate to the revenues of UBS Group as a whole, of which investment banking, sales and trading and principal trading are a part.
Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and
makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific client's
circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of
our individual clients and we would recommend that you take financial and/or tax advice as to the implications (including tax) of investing in any
of the products mentioned herein.
This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS expressly prohibits
the distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoever for any claims or lawsuits from any
third parties arising from the use or distribution of this material. This report is for distribution only under such circumstances as may be permitted by
applicable law. For information on the ways in which CIO manages conflicts and maintains independence of its investment views and publication
offering, and research and rating methodologies, please visit www.ubs.com/research-methodology. Additional information on the relevant authors
of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are available upon request
from your client advisor.
Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider and incorporate
environmental, social and governance (ESG) factors into investment process and portfolio construction. Strategies across geographies approach
ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing considerations may inhibit UBS’s
ability to participate in or to advise on certain investment opportunities that otherwise would be consistent with the Client’s investment objectives.
The returns on a portfolio incorporating ESG factors or Sustainable Investing considerations may be lower or higher than portfolios where ESG
factors, exclusions, or other sustainability issues are not considered by UBS, and the investment opportunities available to such portfolios may differ.
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External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager or
an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant
and is made available to their clients and/or third parties.
USA: Distributed to US persons only by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS
Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS SuMi TRUST Wealth
Management Co., Ltd., UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial Services
Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to US persons. All
transactions by a US person in the securities mentioned in this report should be effected through a US-registered broker dealer
affiliated with UBS, and not through a non-US affiliate. The contents of this report have not been and will not be approved by any
securities or investment authority in the United States or elsewhere. UBS Financial Services Inc. is not acting as a municipal advisor to
any municipal entity or obligated person within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor
Rule") and the opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning of the
Municipal Advisor Rule
For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.
Additional Disclaimer relevant to Credit Suisse Wealth Management
You receive this document in your capacity as a client of Credit Suisse Wealth Management. Your personal data will be processed in accordance
with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website https://www.credit-suisse.com. In
order to provide you with marketing materials concerning our products and services, UBS Group AG and its subsidiaries may process your basic
personal data (i.e. contact details such as name, e-mail address) until you notify us that you no longer wish to receive them. You can optout from
receiving these materials at any time by informing your Relationship Manager.
Except as otherwise specified herein and/or depending on the local Credit Suisse entity from which you are receiving this report, this report is
distributed by Credit Suisse AG, authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Credit Suisse AG is a UBS
Group company.
Version D/2023. CIO82652744
© UBS 2023.The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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