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Stay in mid-risk assets

Global Asset Allocation
03 August 2012

Asset Allocation — Investors flows and the environment of low growth, super
easy money and no fiscal blowups vet continue to support the strategy of mad-
rick assets, EM and corporate bonds and defensive stocks.

Economics — Weak PMIs and demand mndicators are pomting to a msk
scenano of an extended bofiom m growth and a delay m our expecied Lift m
growth, but not to an acceleranon m the downsinft in growth.

Fixed Income — Weakemng growth and scramble for vield support duration
overweights.

Eth!s — An m.du'l.\ughl: m Cycheal vs. Defensives 15 not necessanly
meconsistent with a long equary directional stance

Credit — Carry 15 kang m a weak growth, cheap money, low-volatlity world.
OW EM credit and US ligh-weld.

Foreign exchange — We add two mean reversion trades, short GBP/NOK and
AUDNZD.

Commaodities — We mamtain our OW in energy vs. base metals and our long
m gold. We also open a small OW m agniculure.

Equities are again net up on the week, and fixed income overall is slightly
up, both beatmg zero-vielding cash and commodines, and continuang 1o play by
the asset reflation tune we have been harkng on for seme time. Cash and
commadities remaun at the bottom of the YTD return parade (chart on mght).

Imvestor flows, and our strategy contue to focus on what we call mid-risk
assets - better-vielding corporate and EM bonds as well as defensive
equities — which sit i berween aggressive aseet classes, such as hagher-beta
evehical and EM stocks on one side, and safer cash and govemment bonds. The
combinanon of low, below-trend econcmue growth, super-easy monetary policy,
and a postpomng of fiscal blowips in the US and Ewrope remans positve for
the mmd-rsk strateFy, in O VieW.

On the growth side, this week"s Global Manufactunng PMI was even weaker
than feared, and s near recessaon levels. To offser the dangerous sagnal of thus
producton indicaror, we need 1o get berer news from services, demand, and
jobs, Buch of what we have received recently 1s quite maxed. June retal sales
were poor and G3 shipments likely fell. But July car sales and US jobs data were
OFK. but not great. The July Global All- =Industry PMI, which mchudes servaces,
did move up 1.4%, bur sull caly to a level consistent with no change m growth
from Q2. As a result, we believe the nisk 15 thar global growth will not nse much
from the estrmated 1, 7% pace mn Q2, wiich 15 so far the lowest in the expansicn
Bur there 15 himle in the data that suggests a firther lurehang down m growth, We
view a more extended bottonung m growth and later modest rebound as the
iore likely scenario (more datuls i GDW)
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