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Thought of the day Market update

European bank stocks have come under pressure this week amid rising Nikkei 225 +2.0%, Japan leads regional
geopolitical tensions. On Monday, the Stoxx 600 Banks Index fell by more risk-on gains.

than 3%,led by lenders with the highest exposure to Eastern European UST 10Y yield to 2.03%, with the yield
markets amid reports that a Russian invasion of Ukraine could be imminent  curve steepening.

(which is not our base case scenario). The index regained 1.2% on Brent crude oil —0.2%, steadying near

Tuesday on more reassuring headlines about Ukraine, and after a strong USD 93.2/bbl.

performance in January, the sector is still up nearly 12% so far this year,

compared to a 4% decline for the Euro Stoxx 600. What to watch: 16 February 2022

¢ FOMC minutes from January Fed

But despite the recent volatility, we think European bank stocks will _
meeting

continue to benefit from several tailwinds.
» US January retail sales, industrial

Higher rates provide a positive backdrop for the sector: With Central production, capacity utilization

and Eastern Europe and the UK early in a rate-hiking cycle, we think these

regions have the greatest scope to support growth in banks’ net interest

income (NII) in the coming months. While we expect some moderation in

mortgage lending, corporate and consumer loan volumes should gradually

pick up from currently low levels, further supporting NIl growth.

Operating earnings momentum remains strong: European banks’ core
revenue growth still exceeds cost inflation, and capital buildup continues.
Meanwhile, fees and commissions are still supportive alongside the slowly
improving trend in NII. Normalizing cost of risk (the ratio of provisions

to loan volumes) remains a tailwind, which might support the sector far
longer than previously anticipated.

Shareholder returns continue to grow: Capital returns in the form
of cash dividends and share buybacks will further support the sector, as
restrictions on payouts ended in September. Banks’ common equity Tier
1 (CET1) capital levels are at record highs, and the sector offers high-
single-digit returns for 2022. This is supported by recent comments from
regulators, stressing that they do not intend to take a restrictive stance
in terms of returning capital to shareholders. Overall, the sector is well
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capitalized, offering an attractive 5% dividend yield, and it may continue to
surprise positively on shareholder returns.

So we believe that valuations for European bank stocks remain attractive,
especially relative to the wider market, and we expect the sector to

benefit from rising bond yields and robust economic growth as has been
underlined by recent positive earnings surprises. Rising rates should
continue to support further upgrades. We recommend a selective approach
in the sector, with a focus on banks that have a high gearing to rising
interest rates and offer attractive shareholder returns at a reasonable price.

Caught our attention

» Equities rally, oil falls on cooling Ukraine tensions... Conciliatory
signs from Russia have helped ease investor concerns over the past 24
hours, with Brent falling 4% from Monday's peaks and the Nasdag and
Nikkei 225 rallying 2.5% and 2%, respectively. In a press conference
following his meeting with German Chancellor Olaf Scholz in Moscow,
President Vladimir Putin said Russia did not want a war with Europe.
Meanwhile, the Russian defense ministry announced that some troops
were returning to base after completing military exercises near Ukraine,
although the NATO secretary-general noted that he had not yet seen “any
sign of de-escalation” from the Russian military. We expect equities and
oil to remain highly volatile in the very near term, with price swings driven
by news flow on escalation and de-escalation. With that in mind, we see
commodities and enerqy stocks as a good way for investors to hedge
portfolio risks in the current environment. Beyond geopolitical factors, we
believe tight oil market fundamentals should support further upside for
crude prices over the next 12 months. OECD oil inventories are already
at their lowest level since 2014, and we expect oil demand to reach a
record high later this year. Against this backdrop, we look for Brent crude
to reach USD 95/bbl by June and USD 100/bbl by December.

* .. butreports point to digital disruption. While military and diplomatic
headlines improved, reports pointed to distributed cyberattacks impacting
several Ukraine institutions. Websites, payments and apps for two banks
were affected, alongside at least three ministry websites. DDoS attacks
are relatively basic, with services disrupted by a flood of distributed traffic.
Digital infrastructure, whether private or public, remain highly vulnerable
to sophisticated cyber breaches. Rising awareness of the risks and costs
of such attacks have pushed up spending on cybersecurity defenses, with
the overall market growing around 10% per year. Cybersecurity is one
of three foundational technologies we identify in our “ABCs of tech”
investment theme, alongside artificial intelligence and big data. More
here.
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Appendix

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").

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.

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. 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.

Options and futures are not suitable for all investors, and trading in these instruments is considered risky and may be appropriate only

for sophisticated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive a copy of
"Characteristics and Risks of Standardized Options". You may read the document at https://www.theocc.com/about/publications/character-
risks.jsp or ask your financial advisor for a copy.

Investing in structured investments involves significant risks. For a detailed discussion of the risks involved in investing in any particular structured
investment, you must read the relevant offering materials for that investment. Structured investments are unsecured obligations of a particular
issuer with returns linked to the performance of an underlying asset. Depending on the terms of the investment, investors could lose all or a
substantial portion of their investment based on the performance of the underlying asset. Investors could also lose their entire investment if the
issuer becomes insolvent. UBS Financial Services Inc. does not guarantee in any way the obligations or the financial condition of any issuer or the
accuracy of any financial information provided by any issuer. Structured investments are not traditional investments and investing in a structured
investment is not equivalent to investing directly in the underlying asset. Structured investments may have limited or no liquidity, and investors
should be prepared to hold their investment to maturity. The return of structured investments may be limited by a maximum gain, participation
rate or other feature. Structured investments may include call features and, if a structured investment is called early, investors would not earn any
further return and may not be able to reinvest in similar investments with similar terms. Structured investments include costs and fees which are
generally embedded in the price of the investment. The tax treatment of a structured investment may be complex and may differ from a direct
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investment in the underlying asset. UBS Financial Services Inc. and its employees do not provide tax advice. Investors should consult their own tax
advisor about their own tax situation before investing in any securities.

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 and styles
approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing considerations may
inhibit the portfolio manager’s ability to participate in certain investment opportunities that otherwise would be consistent with its investment
objective and other principal investment strategies. The returns on a portfolio consisting primarily of sustainable investments may be lower

or higher than portfolios where ESG factors, exclusions, or other sustainability issues are not considered by the portfolio manager, and the
investment opportunities available to such portfolios may differ. Companies may not necessarily meet high performance standards on all
aspects of ESG or sustainable investing issues; there is also no guarantee that any company will meet expectations in connection with corporate
responsibility, sustainability, and/or impact performance.

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: This document is not intended for distribution into the US and / or to US persons.

For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.
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