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® U.S. investment grade

Europe's equities are still supported by sound economic and
financial data such as credit growth, business surveys and
earnings dynamics. However, we continue to stay neutral on
European equities and favor Eurorone equities which ara sat

1o benefit more not only from relative U.S -dollar strength, but
alzo from low oif prices.
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Wie retum to neutral on U5, investment grade. Risk premiums
have widened to such an extant that they may offer a sufficient
buffer against dofaults. Tha Fed's postponement of its first

rate hike also argues against an underseight, Additlonally, the

excass supply of the summer months is now leveling off,

® EUR high yield <
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We upgrade Japanese aquities to overweight. The marketl has
now fatlen by around 15% since August, probably making 1

a gond time to take advantage of ite underiying merits: tha
soundest regional earnings dynamics, rsing dividends and
fnvestment, plus major reforms In corporate governance which
have started to bear fruit,

@ Emerging markets (equities)

We upgrade EUR high yield to ovaraeight. Owver the medium
term, this segment should be supportad by ow dafault rates,
gond ratings, high demand, the low share of the enargy and
mining sectors and histoncally high market risk premiums.
Howevar, Brazil and auzomotive ssusrs could dampen

santimeant tamporarily.
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® Covered bonds

After revising expacted emerging-market 12-month esrnings
growih down to 2em, we downgrade EM equities to
undaraveight. Despite the sharp sall-off, thare still could ba
furthar setbacks, particularly in Latin Amenca whers consensus
estimates of 2016 earnings growth look unrealistic.

@ Financials {equities)

We downgrade coverasd bonds 1o underweight. These were
nat left unscathed by rising volatibty and, moreover, are likaly
to ba impairad by fears that tha ECB might reduce its coverad-
band purchases. Short-term, the market? is alao suffering from
substantial new issuance, which has exceaded demand.

® Hedge funds

We remain ovenweight on financials. Balance sheets continue
1o recover, dividend payrments are nising and valuations remain
moderata in historical terms. In ths short run, monetary policy
should also strongly affect financials. Their recent softness
coutd be reversed if the Fed started its interest-rate turnaround
bafora year-and,

This market environment should allow hedge funds (o
autperform. Narvous, sideways-trading markets are particularky
suited to equity-market-newvtral strategies and discrationary-
macre strategies, taking advantage of regional divergences

The tactical view (one to thres months)

Equity indices:

& pOBItive view

& nauirsl view

»negative view

Fixed income and exchange rates:

# The fixsd-income sector or the sxchange rats is expected to
parform well

#We axpect to ses a sideways trend

aWe anticlpate a decling in prices in the fixed-Incoma sector or
in the exchange rate

The traffic lights' history is shown in the smal graphs

@A circled traffic light indicates that there is & commentary on

tha topic,

The strategic view up to September 2016

Equity indices, exchange rates and alternative investments:

The arrows signal whether we expect to see an upward trend

(), a sideways trend =} or a dowrward trend (w) for the

particular eguity index, exchange rate or alternative asset class.

Fixed income: For soversign bonds, 2 denotes rising yields, -
unchanged yields and winlling yeelds. For corporates,
securitized fspeciaities and emarging-market bonds, the arrows
depict the eption-adjusted spread over U3 Traasuries, i not
stated differemtly. # depicts an axpectad widening of the spread,
- A sideways spread trend and w a spread reduction.

The arrows’ colors illustrate the retum opportunitias for
fong-only investors.

w# posithve return potentisl for long-only investors

- fimited raturn opportunity as waell as downside risk

w ” high downside risk for long-only investors

f apread over German Bunds
* These traffic-dght indicators are only meaning ful for existing
private-aquity portfolios

Further explanations can be found inthe glossary.
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