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l Morgan

The . Morgan View

Adding risk in the US

* Asset allocation — Cover long EMFX fimded in euros and instead go outright
long US equities as US has least event risk m September, upside risk on the
economy and a more supportive central bank.

* Economics — Upside nsks on US, due fo better consmmption. are offset by
downside risks on Chima and Japan to keep our global growth forecasts and risk
balance mnchanged.

* Fixed Income — Portugal 2-v1 vields include some 3% in EMLU exat premimm,
making a clear case for new ECB SMP buying.

* Equities —
TECOVErY.

Overweight US imdustries that benefit from sustained housing

* Credit — US HY and CMES should benefit from any move to QE3, and are
less exposed to event risk in Europe

* Cwirendcies — Shorts on EUR/USD are about 75% covered.

» Commnodities — Stay OW energy vs. base metals,

* Markets have been largely in a holding pattern over the past formight.
though giving back a touch of the risk rally of the previous fortmight. Equaties
are a percent or so lower, credit spreads a few bp wider and government bond
yields some 10bp lower. With little news, investors are waiting for the potential
policy fireworks over the next fow weeks to decide which way to tilt their
holdings.

= Two weeks ago, we upgraded our global growth outlook from a negative
risk bias ro a more balanced one. There has not been a lot of news since then,
but the releases we did receive appear to be confirming that a bottoming process
has taken place in world growth We cwrently have the world economy
expanding at a 2% pace m Q3, shghtly up from Q2. We have seen no reason 10
change our 2012 and 2013 global projections for the past month now. Across
regions, befter comsumer spending is creating some upside for Q3, but only
modestly so given the recent rise in gas prices. European data are largely
tracking our forecast for continned contraction of the economy. In Asia, weaker
data are creating downside nisks to both Japan and China.

+ Economic data not gefting worse 15 no source of comfort, as the current growth
pace is some 1% below potential and nsks dnving the world mfo global
deflation_ if not depression Hence, our eves remains on what policy makers
can do to prevent this. The US Federal Reserve is probably closest to having
exhansted its armory, but is also seen as the policy maker most willing fo do
whatever if takes to reverse conditions. Hence, the preference of many mvestors
to hold US equities relative to the rest of the world. Mr Bemanke today
confirmed his commitments again at Jackson Hole, bt is making us wait to the
next FOMC meeting for details. He will then likely extend rate gnidance for
another vear, with close fo even odds of amother bout of balance sheet
extension
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