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Stay in mid-risk assets

Asset Allocation — Investors flows and the environment of low growth, super
casy money and no fiscal blowups yet continue to support the strategy of mid-
risk assets, EM and corporate bonds and defensive stocks.

Economies — Weak PMIs and demand indicators are pointing to a nsk
scenarto of an extended bottom in growth and a delay in our expected lift in
growth, but not to an acceleration in the downshift in growth.

Fixed Income — Weakening growth and scramble for yield support duration
overweights.
Equities — An underweight in Cychical vs. Defensives 1s not necessanly

inconsistent with a long equity directional stance.

Credit — Carry is king in a weak growth, cheap money, low-volatility world.
OW EM credit and US high-yield.

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

Commaodities — We maintain our OW in energy vs. base metals and our long
in gold. We also open a small OW in agriculture.

Equities are again net up on the week, and fixed income overall is slightly
up, both beating zero-yielding cash and commodities, and continuing to play by
the asset reflation tune we have been harking on for some time. Cash and
commodities remain at the bottom of the YTD return parade (chart on right).

Investor flows, and our strategy continue to focus on what we call mid-risk
assets - better-yielding corporate and EM bonds as well as defensive
equities -- which sit in between aggressive asset classes, such as higher-beta
cyclical and EM stocks on one side, and sater cash and government bonds. The
combination of low, below-trend economic growth, super-casy monetary policy,
and a postponing of fiscal blowups in the US and Europe remains positive for
the mid-risk strategy, in our view.

On the growth side, this week's Global Manufacturing PMI was even weaker
than feared, and is near recession levels. To offset the dangerous signal of this
production indicator, we need to get better news from services, demand, and
jobs. Much of what we have received recently i1s quite mixed. June retail sales
were poor and G3 shipments likely fell. But July car sales and US jobs data were
OK, but not great. The July Global All-Industry PMI, which includes services,
did move up 1.4%, but still only to a level consistent with no change in growth
from Q2. As a result, we believe the nisk 1s that global growth will not rise much
from the estimated 1.7% pace in 2, which is so far the lowest in the expansion.
But there 15 little in the data that suggests a further lurching down in growth. We
view a more extended bottoming in growth and later modest rebound as the
more likely scenario (more details in GDW).
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On the poliey side, there 1s no real news on the Western front. The US FOMC
15 In wait-and-see mode and announced no new policy measures. Congress
could only agree to extend government funding for & months in the new fiseal
year (from October) but remains in gridlock on everything else. The tone of
the Presidential campaign does not suggest any move to compromise either.

But it was surcly the ECB that created all the fireworks this week. ECB
President Draghi had raised hopes of novel actions. His announcement of
plans to provide guidance to ECB committees on possible support, conditional
on applications to the EFSF and more fiscal conditionality, however, sounded
so feeble as to force risk markets badly down yesterday. But 24 hours of more
careful consideration of the ECB’s new approach have since led to a
realization it could strengthen the ECB’s hand in addressing the debt erisis.

Importantly, Mr Diraghi stated that higher sovereign yvields atfect the
transmission of monetary policy and are thus within the mandate of the central
bank. But unlike the somewhat random and ineffective SMP bond buying
program under his predecessor, Mr. Draghi’s plan is to ink ECB buying to
EFSF lending and conditionality. This should buy him much needed political
legitmacy and backing. Mr Draghi statement to reconsider ECB senionty
relative to private sector bond holders also could be a potential game changer.

If ECE commuittees in coming weeks were to decide that they are accepting
being on par with the market (pari-passu) and that they are willing to buy
enough of the debt (1-3 vear) of a country that asks funding support from the
EFSF to bring yields that are affordable and sustainable, then it will have
likely taken a large step towards the eventual resolution of the EMU erisis.

But these are big if's, and these steps will need to be complemented over time
with many other measures, such as not forcing countries in recession to pursue
greater austerity, enlarging the EFSF/ESM, creating democratic legiimacy to
central fiscal control and funding, to start with the most obvious. Most
importantly, if the ECB and governments cannot pull the euro economy
out of recession, then voters could ultimately demand regime change.

Fixed income

Bonds are little changed after an up and down week. Just as further
disappointing activity data were tempered by better US Payrolls | so
interpretations of ECB policy have waxed and waned in the day since
President Draghi's press conference. Our view is that substantial measures
are in train from the ECE, likely including a revised collateral framework,
further LTROs, and significant support for short-dated peripheral bonds.

The first catch is the timing of Spain's anticipated request for EFSF assistance,
which would open the door to ECB bond buying. The second is that in
announcing that any purchases will be focused on the short end, the ECB has
somewhat orphaned the long end of the Spanish curve, which is left
without an obvious buyer.

We remain positive on duration, on the weakening economy and ever-casier
monetary policy. We favour German Bunds, with DM economic risks most
pronounced in the Euro area, and EM local bonds, whose real yield pickup is
more attractive in a world of meager returns on the safest government bonds.
Within EM, we are most bullish on Asian local markets, which are less
susceptible to Euro area flare-ups, and where domestic investors are
underweight.
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Equities

Gilobal equities (MSCI AC World) are up on the week. They gained 2% in
July, following a 5% rise in June. Despite still elevated uncertainty and
weekly oscillations, the trend in equity markets since June is positive.

This uptrend 1s likely driven by short covering, despite weak macro data.
Widespread skepticism and fear sugpest this has further to go. Our Macro HF
beta, shown in the chart at the top, suggzests that Macero HFs, which were
caught up with short positions in both June and July, have started covering
their shorts.

Europe has most upside across regions due to heavier shorts there, and signals
from policy makers in Europe that a loss of market access for Spain is both
preventable and undesirable. Indeed the EurostoxxS0 index has
outperformed the S&PS00 index in both June and July.

The global manufacturing PMI fell by 0.7 points in July. This represents an
immprovement from last month’s sharp decline, but is not enough for us to
change the UW in Cyclical vs. Defensive equity sectors. The two-month
change, our preferred lookback period based on historical back testing,
remains heavily negative. The PMI rarely falls below the breakeven 50 mark
outside of recessions, underscoring the weakness of this expansion. Equally
concerning 1s the absence of any sign of stabilization in the PMI, based on the
further deterioration in the forward-looking indexes of new orders and
finished goods inventory.

An underweight in Cyelical vs. Defensive sectors is not necessarily
inconsistent with a long equity stance. Around 70% of the time (based on
monthly data), being long equities and OW Cyclical sectors comneide in terms
of sign. But 30% of the time they differ, as it happened over the past month:
Indeed, equities are up but eyclical sectors underperformed in July.

Credit

MNew vield lows in high-gquality 1ssues in global credit markets this week, but
the highest yielding sectors also came in nicely. A straight credit rally was
noticeable as treasuries finished roughly flat. Carry strategies are king in a
weak growth, cheap money, low-volatility world.

In GMOS this week, we expanded the rationale behind our down in guality, up
m yield mentality. Mid -risk assets, EM credit and US HY, are our preferred
sectors, which we see as the most likely beneficiaries from asset reflation
given therr solid credit fundamentals and distance from the problems in
Europe. We also mtroduced a new long-only portfolio that incorporates these
tactical views. It 1s designed to be easily replicable for the long-only investor.
OW dollar credit vs. Europe, and trade down in quality are the key takeaways.

Foreign Exchange

MNumerous non-dollar currencies are entering August through a stealth rally,
such that the trade-weighted greenback has broken through a two-month floor
(82.50 on IPMOQUSD), FX volatility is approaching its year-to-date low of
E.6% (basis VXY and even EUR/USD is rebounding after a disastrous July.
Some of this move lower in the dollar and higher in most other currencies
could be catch-up since the FX carry trade has lagged the credit carry trade all
year, Related, manager returns for global macro, emerging markets and some
currency overlay composites are well behind their usual pace for this time of
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the year. The thinness of Mr Draghi’s plan and the absence of decent data
anywhere but US payrolls make this USD sell-off unattractive to sell into. We
confine trades instead to the sovereign stress hedges and a cluteh of relative
value positions.

The portfolio was poorly positioned for July. Our thinking entering last
month was that the Chinese economy was stabilising, so commodity
currencies should enter a range; that European sovercign stress would persist
because Europe could not approve banking union until later this fall; and that
the decline in the euro crosses would begin to reverse either due to Fed QE3
(supporting EUR/USD, EUR/GBP and EUR/IPY) or global deleveraging
around sovereign stress and the US fiscal cliff.

Certainly a grab-bag of themes, and one which motivated several adjustments
when we last rebalanced on July 20. We took profits then on short EUR/JPY
and USDVIPY, but kept a core short in EUR/USD, a long in USIVSEK (as a
leveraged trade on euro weakness before Fed QE began) and a range binary in
a commadity currency such as EUR/NOK. Exiting EUR/JPY and USDVIPY
was well-timed, but we grossly underestimated the demand for AAA
currencies like SEK and NOK as risky markets rallied in July: short
USDYSEK was stopped out and the EUR/NOK barniers triggered.

The highest-conviction directional view for August is that EUR/USD should
retrace lower by a few cents as the ECB moves to negative deposit rates and
that EUR/IPY resume its decline, particularly since the Bank of Japan 1s
unlikely to announce further assert purchases next week nor intervene at this
level. Complement these with two relative value trades such as short
GEPNOK and AUD/NZD to position for mean reversion in currencics
which have diverged from shifts in rate spreads over the past several wecks.

Commodities

Commodities are down slightly this week, led lower by base metals.
Economic data came in worse than expected and our global PMI fell further
with no sign of improvement even in the more forward looking components.

We do expect stimulus from policy makers to combat the worsening economic

picture, but this is likely to be limited and not enough to bring cconomic
growth back to trend. This is clearly not a supportive environment for
commodities, which are very closely linked to economie growth. Howewver,
some commaodity markets are still likely to outperform due to supply
problems which can push up prices in spite of the weaker demand.

In our monthly GMOS published yesterday, we maintained our OW in energy

vs. base metals as well as our long gold position. We also opened a small
OW in agriculture. In energy, North Sea maintenance coupled with reduced
Iranian exports due to sanctions as well as a reduction in production by the
gulf trio has left o1l markets tight. In stark contrast, base metals face no such
supply concerns and are suffering from weakening demand as the economy
slows. Although we don’t think further monetary stimulus will be enough to
bring the economy back to trend growth, it will likely help gold and we
expect demand to pick up as the economy weakens further and the
likelihood of QE3 rises. Agriculture prices are supported by the worst LS
drought in 50 years with little respite forecast currently. Our agriculture
analysts see further upside in corn and soybean prices from here, as the
extent of the crop damage is revealed.
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Interest rates Current Sep-12  Dec-i2 Mar-13 Jun-13 ¥TD Return®
Lnited States Fed funds rata 0.125 0.125 0.125 0125 0.125
10-year yieds 1.58 1.75 200 200 200 2.5%
Euro area Refl rate 1.00 0.75 0.50 0.50 050
10-year yiedds 142 1.00 0.90 1.00 1.20 31.5%
United Kingdom Repo rate 0.50 0.50 0.50 0.50 0.50
10-year yiedds 1.56 1.35 1.50 1.70 1.80 16%
Japan Crvarnight call rate 0.05 0.05 0.05 0.05 0.05
10-year yiedds 073 .85 0.95 045 (.05 1.0%
GBI-EM hedged in § Yiel - Global Divarsified 577 6.00 5.9%
Credit Markets Current Index YTD Returm®
U3 high grade (bp over UST) 192 JPMorgan JUL Porfolio Spread to Treasury T4%
Eura high grade {bp over Euro gov) 243 iBowx Eura Corporate [ndex 6.2%
LISD high yield (bp vs. UST) 627 JPMorgan Global High Yield Index STW 9.5%
Eura high wield (bp ower Euro gov) o910 iBoxx Eurg HY Index 13.2%
EMBIG (bp va. UST) 323 EMEBI Global 12.1%
EM Corporates (bp va. UST) o JPM EM Corporates (CEMEI) 10.5%
Quarterly Averages
Commeodities Currant 1203 1204 1301 1302  GSClIndex ¥TD Return®
Brent ($bbl) 108 85 100 105 95  Energy -2.5%
Gold (Sioe) 1604 1655 1725 1750 1775 Precous Metals 0.4%
Copper (3imatric ton) 7322 A000 2300 B500 AT00  Imdustrial Metals 2. T%
Com (3/Bu) B 825 B.25 8.00 775 Agriculiue 26.3%
Im cash YTD Return®
Foreign Exchange Currant Sep-12  Dec-i2  Mar13 Jun-13 index  InUSD
EURUSD 1.24 1.22 1.24 125 1.25 EUR 4.3%
LUsDiPY 786 Ta 78 &D &0 JPY 1.5%
GBP/USD 1.57 1.56 1.58 158 1.58 GBP 1.3%
LISDVERL 20 200 1.98 145 1.95 BRL 4.4%
LISDICNY 6.36 6.33 6.30 6.30 6.25 CNY 0.2%
LISDVKRW 1134 1150 1150 1080 10930 KRW KE:
LISDITRY 1.51 1.82 1.80 175 1.75 TRY 10.6%
YTD Return us Europe Japan EM
Equities Current  [local cey) Sector Allocation * YTD YTD YTO YTD (5)
E4p 1303 10.7% Enargy 2% 2.1% A5.8% -2 5%
Mazdag 2045 13.4% Materials 5% 3.6% A3T% -1.5%
Topix 724 1.4% Industrials 7% B.9% -A1.2% T.6%
FTSE 100 ETET f.3% Discrationary 12.0% 17.5% 43% 5.1%
MECI Eurczone* 132 4.3% Staples 11.0% 13.7% 12.6% 10.9%
MECI Europe* 1053 5.9% Healthcara 12.2% 14.8% 9.3% 18.8%
MECIEM §° 945 5.4% Financials 13.4% 5.7% 174% 9.8%
Brazil Bovespa 55072 -2 6% Infsrrnation Tech, 14.1% 10.8% £.2% 11.3%
Hang Seng 19275 7.5% Telecommunications 23.9% 0.2% T.0% 11.3%
Shanghal SE 2% 3.2% LHilitims &.5% 0.1% -24.2% 6.0%
*Levels'relurns as of Aug 02, 2012 Overall 10.7% 5.9% 14% 54%
Local currancy axcapt MSCIEM 3
Sourca: JP. Morgen
5
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Global Economic Outlook Summary

Real GDP Real GDP Consumer prices
% oEF B YEEM BOD % over previous period, saar % over a year ago
2011 2012 2013 iG12 2012 a2 4012 1013 2013 I3 4011 2012 4412 2013
The Amaricas
United States 13 22 20 20 15 15 20 15 23 25 33 18 1.5 13
Canada 24 21 22 18 20 21 20 22 22 24 27 19 21 22
Latin America 4.2 29 a.r 32 21 4.0 38 38 38 38 T.2 6.1 6.0 6.6
Argentina ga 33 22 38 45 B.0 6.0 0.0 15 0.5 1] 10.0 10.0 11.0
Brazil 27 1.7 4.1 03 24 4.5 46 43 43 43 6.7 50 48 50
Chila 6.0 5.0 4.5 57 35 38 5.0 4.6 4.7 4.4 4.0 3.2 31 30
Colomibka 54 35 45 14 22 30 35 50 6.0 6.0 39 34 289 28
Ecuador Ta 4.0 4.0 28 35 4.0 4.0 4.0 4.0 50 55 51 4.2 4.0
Meaxico 39 36 35 53 21 1.7 34 44 37 - 1| 35 38 4.0 38
Penu 6.9 6.0 70 B2 55 55 6.0 g0 B0 70 45 41 28 an
Venezuala 42 55 0.0 10.9 60 30 6.0 -1.0 0.0 30 285 239 234 37
AslalPacific
Japan 0.7 26 1.2 4.7 20 1.0 0.8 1.0 12 13 0.3 014 0.1 .3
Australia 21 3.2 28 53 1.3 16 24 4.4 33 1.8 31 1.0 15 22
MNaw Zealand 13 25 28 47 0.4 i3 3.0 23 34 32 13 11 25 27
Agia ax Japan T4 614 6.7 724 85 594 6.4 4 6.8 ] T2 449 39 344 18
China 92 1.7 B.5 6.8 6.9 8.0 B.5 87 B7 &7 46 29 24 33
Hong Kong 1] 19 36 16 a0 35 35 30 35 5D N 42 25 24
India 6.5 6.0 6.5 LA B3 58 56 6.2 65 6.8 B4 10.2 08 93
Indonasia 6.5 5.0 a7 4.8 4.0 3.0 a0 35 45 50 4.1 45 38 14
Korea 3G 254 a3l 35 15 204 354 35 35 4.0 4.0 24 234 28 4
Malaysia 51 30 25 51 1.0 0.0 1.0 20 4.0 45 32 1.7 11 1.1
Philgpines 33 53 35 10.2 36 12 1.2 45 45 45 4.7 29 283 24
Singapore 448 22 35 10,0 08T 0.8 L 4.1 41 419 4.1 E5 R2 31 24
Taiwan 4.0 114 39 L 131 a2t 148 L 384 45 46 48 14 1.7 21 18
Thailand 01 35 23 521 40 1.0 0.0 20 an 4.0 4.0 25 13 18
Afrlca'Middle East
Izraal 48 29 44 30 32 6.1 T4 45 28 24 25 23 25 21
South Africa 31 25 36 27 24 35 45 a7 32 34 6.1 58 56 57
Europe
Euro area 15 0.5 0.1 01 1.0 1.0 05 05 05 1.0 29 25 21 16
Germany 31 0.4 1.1 21 05 0.3 0.5 15 15 1.8 26 21 1.7 14
France 17 0.1 0.6 01 4.5 0.3 0.0 04 1.0 13 26 23 22 18
Italy 05 22 A0 3.2 25 25 15 08 L5 0.0 3T K11 4T 28t
Spain or 1.3 04 <13 s 28 210 0.5 05 0.5 27 18 2 24 1
United Kingdom 08 0.6 14 13 28 20 05 15 20 25 46 28 21 1.8
Emarging Eurape 44 27 32 30 4.8 21 29 33 30 32 6.4 49 A 54
Bulgaria 1.7 1.0 25
Czech Republic 1.7 1.1 0.8 -3 3 0.2 0.4 15 0.6 25 24 27 28 258
Huirigary 16 1.2 1.0 41 A3 0.5 05 1.0 15 20 41 54 53 33
Poland 43 28 26 32 15 15 20 an an 15 46 33 34 2B
Romania 25 0.8 1.0 -0.5 13 -0.4 24 1.8 -1.2 1.2 34 2.2 4.4 4.0
Riigsia 43 36 34 46 45 30 35 4.0 4.0 35 6.8 a7 6.1 6.7
Turkey B85 28 45 92 94 6.5 58
Global 30 25 27 30l 17t 22 25 24 30 32 33 28 26 25
Davelogad markets 13 1.2 1.3 1.7 05 0.7 09 12 15 18 a7 184 16 1.3
Emarging markats 6.1 4.7 5.3 b6 38t 49 4 5.3 55 L1 L AT 4.6 4.4 48

Sowrce: J.P. Margan
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{kinsho) No. B2 Paicipating Association [ Japan Secunties Dealers Association, The Financial Futures Association of Japan, Type I Financial
Instruments Firms Association and Japan Investment Advisers Association. Korea: This report may have been edited or conmbuted to from time to time
by affiliates of 1.P. Morgan Secunties (Far East) Lid, Seoul Branch. Simgapore: IPMS8 and/or its aftiliates may have a holding in any of the secunties
discussed in this report; for securitics where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures section above.
India: For private circulation only, not for sale. Pakistan: For private circulation only, not for sale. Mew fealand: This matenal is issued and distributed
by JPMSAL in New Lealand only to persons whose principal business is the investment of money or who, in the course of and for the purposes of their
business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the public™ as determined in accordance with section
3 of the Securitics Act 1978, The recipient of this matenal must not distnbute it to any third party or outside Mew Zealand without the prior written consent
of IPMSAL. Canada: The information contained herein is not, and under no circumstances is to be construed as, a prospectus, an advertisement, a public
offening, an offer to sell secunties descnbed herein, or solicitation of an offer to buy securities described herein, in Canada or any province or territory
thereotf. Any offer or sale of the sccurities described herein in Canada will be made only under an exemption from the requirements to file a prospectus
with the relevant Canadian secunties regulators and only by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an
exemption from the dealer registration requirement in the relevant provinee or territory of Canada in which such offer or sale 15 made. The information
contained herein is under no circumstances to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of
the recipient. To the extent that the information contained herein references securitics of an 1ssuer incorporated, formed or created under the laws of
Canada or a province or territory of Canada, any trades in such securities must be conducted through a dealer registered in Canada. No securities
commission or similar regulatory authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein
ar the merits of the securities described herein, and any representation to the contrary is an offence. Dubai: This report has been issued to persons regarded
as professional clients as defined under the DFSA rules.

Gemeral: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan Chase & Co.
ar its affiliates and/or subsidianies {collectively I1.P. Morgan) do not warrant its completeness or accuracy except with respect to any disclosures relative to
JPMS and'or its affiliates and the analyst's involvernent with the issuer that is the subject of the research. All pricing is as of the close of market for the
securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this material and are subject to change
without notice. Past performance is not indicative of future results. This material is not intended as an offer or solicitation for the purchase or sale of any
financial instrument. The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not
intended as recommendations of particular securitics, financial instruments or strategics to particular clients, The recipient of this repont must make its own
independent decisions regarding any securities or financial instruments mentioned heremn. JPMS distributes in the U8, research published by non-11.5.
affiliates and accepts responsibility for its contents. Penodic updates may ke provided on companies!industnes based on company specific developments or
announcements, market conditions or any other publicly available information. Clients should contact analysts and execute transactions through a 1.P.
Morgan subsidiary or affiliate in their home junsdiction unless governing law permits otherwise.

"(rher Disclosures™ last revised July 14, 20102

Copyright 2012 JFMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted., sold or
redistributed without the written consent of J.P. Morgan.

EFTA01146953



