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Global market volatility: more to come, but opportunities too
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------ In recent days, markats have taken fright, ostensibly due to fears over Chinesa growth There have been sharp drops in
developad-market as well as emerging-markat (EM) equilty indices, along with commedity prces. The situation has heen
worssned by the holiday season, raducing liguiddy and turning & manageables comaction inte 8 real stimmer etorm.

— China is the "swing state” in this shifl to "risk-0ff" sentiment, with markets focusing most recently on poor manufacturning data.
{Expor deta has also dissppointed. ) Gur hasa-case scenaro remains o7 a soft landing for the Chinese economy, aithough
with uneven data quality and many structural changes underway. it is difficult to make an accurate assessment of the
country's economic health.

— Emeging markets have suffered Fom Ching's woes, bit we believe bhat this = not a repebiion of the 1897 Asian cnsis
Focus instead on threa of the four BRICs {Brazil, Russia, China but not India) and salected others, a.g. Turkey and Thailand,

merging markets facing domestie polities problems andfor with high U 8. dollar-deneminated debt burdens may be most at
risk

------ The impact of recant events on the deveioped markets has so far not been primanly through frade {the traditionat tinkage) bui
through developed-market corporates with high emerging-markets exposurs.

— We continue to believe that the U5 Federal Reserve (Fed) will raise rates in 2015, either in September or December.
Fosipensmant of a rate hike might give some short-tenm rahef bul there 5 3 grealer rsk that mansets will see it a3 a sign that
things arz golng wrong with the global economy. Fed waording and guadance will be vary important

Several mofe days of rain

We have long warnad about the dangers of “flash crashes" and predicted at the start of the year that volatlity was likely

throughout 2015, We believe that the market correction could go on for several more days. Severe market moves have already

{nggared siop-loss fyps provisions, foromg some funds 10 sell holdings. But markels well take rsassurance from further sireng

LLS. or European data, although any improvemant in Chinese data may mitally be met with some skepticiem, Chinese structural

reforms will take time o have results bul changes o Chinese monatary poHoy (8.9, culs in the reserde requirsments ratio} coukd

have symbolic importance, As noted above, Fed communication is likely to be importamnt

- Equities: We believe {1 is Hkely that the immediate market reaction has been overdone and thal thers will be some
sefactive buying opporfundies. afthough the complaxity of the sduation makes it dificult to pradict a markst bottom
Valuation levels for Eurnpean equities have become attractive again in our view, a renewed appraciation of the US. dollar
would be 3 posdive for Evrozone companies. We remain on the sidelines with regards 1o EM equities, as thes is the market
sagment that will probably see the most culs 1o earmings eslimates in the comng weeks.

------ Fixed Income: Again, markets appear to have overrgacted in soma instances and our current wview is to factically underweight
13-year Bunds, On Eurozone petiphery, we stay neutral. With regards EM sovereigns, we would stay on the sidelines for
how; thers will be opportunities, but liquidity in the markat Is currenlly thin. We are underwaight on EM credil as a whole due
to the large weights of cantain markets, but thig assel class neads to be considerad on a sectoral or country bass, rather than
by region. We stay neutrsl on developed-market investment-grade and high-yield debt

- Commodities: The siump in the ol price is bad for sentiment but, given that it is more of a supply Issue than a demand issue,
i doss not necessatly reflect poor gross-domestic-product (GDP} growth, The positive gnpact on consumens ramains
important, in our view,

— FX: The suro’s role as a kinding cumrency means that it is likely to do well during periods of "risk-off' market sentiment
Howsaver, a5 the siluation stabilizes we expeot the longderm trand of ULS. dollar appraciation 1o resums

Bottom line: Expect further volatility, but the summear storm will pass.

Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in
repayment and loss of income and principal invested. The value of investments can fall as well as rise and you may nof
recover the ameount orginally invested at any point in time,
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