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The J.P. Morgan View

Who will win the race to recession?

Jan Loeys™=
* Ecomamics — Europe i3 falling into recession, by onr new forecast, Weaker ‘
PMIs suggest serions downside o Asian forecasts. U3 is wacking oy already

weak growth forecasts

Poarifalis sirategy — The market reversal sagnals of Valoe, Posihons, Tomng,
Drata and Policy remain in defensive mode. Stay vnderweight risky assets.

Fixed Inconie — We think 3 more sevese Greek restrocturing than agreed in igirizeglou
July is imevitable, and stay cantions on the Euro area

1}

Equitiess — Worsening technicals and fandamentals and the lack of clear .
triggess justify 3 defensive stance. Seamus Mac Gorain

Credif — We stay defensive

Forvign exchange — Yen and dollar are the warld's strongest curmencies in

Matthew Lehmann
the face of marging volatlity.

Conumedities — The sharp fall in base metal prices implies a close to 50%
chance of a US pecession

The ghotsal risk-off trade moved into the phnse of eross hedging and indis-

criminate selling. Witness the 209 drop m the Mesacan peso, and falls m EM ¥TO reburns through Sap 22
local onds and gold. Unfortenately, by itself this does mot signal that we are %, eqates dre n bghler coliur
mear e end. Buot it does help clear the deck and creates relative value oppod- o | | !
tunities that inve shors will move to once volatility becomes less threatening. A . 1o o
squanng of aggresive positson: and building af defensive postures are bath UZ High Grade ' | |
required conditions to define 3 market bottom and coming reversal. What we LIS Fiued Income . o !
meed 1n dddition 13 that most of the worst mews 15 priced in, data and events no (gkal GowBonds™ | | N !
longer surprise on the dowmside, and policy actions are taken to reverss the EMEs | oy
negative fandamentals. And here the news remains booadly negative and | 1 1 |
N EM Local Borsds™ ' 1 ¥ 1
keeps uz in defensive mode ] - T
UShighed | 1 B | ' !
* Om value, 0k markets have cheapensd sagmficantly, but most remaon well off EME Com | | : ! :
worst-news levels, which we equate to a US recession here. By our reckoning.  goope Faedinoome® | 1 T
we would need to see that 58 PS00 1o have fallen by dts average move of past o P o
. o |
recessions — o about 1,000 — to give comfiort that the almost-worst is poced ‘_ o E ! E
in. Similarty, we wonld need to see HY widen another 25 and base metals fail EMFX ' : oo
another 20% to price in a US recession. Two markets are much closer to pricing GEITR 1 1 o
inarecession: 15 HG and ST USHG spreads, now near 240bp over STy, sPSOO 0 o—1 O+ !
are abready wader than all L'S.u_l:r::lm"._ with the exceptions af the 2003-09 MECIAC Wodd® | ] 1 1 |
crisis, when fhey peaked over 500bp. And 10-yvear USTs already saw near _— | o
Tt 1ows o . :. .
MECIEM 1 1o
* However relevant the Value signal wall be 10 s1gnal a battom, it needs to get W31 Eusp” | R
support from Timing. We know that nisk markets typically do not reboand '1 :, ' :: .:: :0
uniil the Lght at the end of the recesson Mumnel is in sight — on average 3 ~
Somwe AF hiog, Boombery, Reamy m RS0, Sy
moniths before the end. But any 115 and Eoropean fiscal ightening mndeced P T ———
TeCES3a0N Iy Kot even have stanied yet In the Eugo area, we think this o, LU P, 5, IO - Comp e P b,

FimBis-ni

recession will start amy moment (Q4). In the U3, fiscal policy will only begin

tightening seronsly in Jamoary, and onaly if the Administration’s Jobs Act is
The certifying analyst is indicated by an *C, See page 7 for analyst certification
and iportant legal and regulatory disclosuges.
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