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Global Asset Allocation
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The J.P. Morgan View

The rally is getting fundamental support

Asied Allocation — Stard saiich foom the T3 mio EM

Ecomoniles — Stronger PMI: create upade nck on global growih W rasse Q1
oo flat n the Euno Area. and 2012 fromm -0. 3% w0 -0.4%., with upeide rsk

Jan Loais‘“
Equities — We recomumend 3 backet of high and sustanable divedend vield u

stocks, the LB Morgan Enwropean Surtainable Held Basker wath an sverage 1 i oglou
vield of 4. 7%

Fixed Incomwe — We siny tactically positive on the periphery:

Credit — US HY remains onr preferred trade, stay bong,

Foreign exchange — W redice defensaive trades again and add another USD m
shiort

Comimiodities — Cloce long beent ve. base metals wade. Remian bomg, golod

Matthew Leh
Week four and the rally in risk assets continaes, even as U5 equities are ‘
headed fior their first net weekly down of the year. Last week, we saw that the

rally, whach had staned in equaties, was pulling along credit, commodities and

EM curencies. This remadns the cose this weelk. and now has widened further

o the e penphery. Bot we are also gerune fandanwental support, with

improved ecomomic data and central banks signalling even further easing. We

are from being challenged by overvaluation and tollish positions mmd thns feel YT refurms Ehrough Jan 26
comfortabile retasndng 3 S gnaficant long in nik assets %, equites are i lighier colow
Gold
* PMIs remain our best fiorvwand looking mdecators of economic activity, despite N
their sub-par performance as a global signal last year And it is the flash MECIERF
PMIs fior China and Ewnope: that are now indicating wpside risk on global MECI AL Weork™
forecasts for Q1. In the Ewro are. this has forced ws already oo brang Q1 from - WS Europe”
1.5% o flan, winich raises the 2012 propection fnom -0.3% 10 - 4%. We swal s4P00
aExl week's sarveys on credil conthlions b asteis whether (he ne o N
remains i a shallow recestiom, or i5 just hovernsg aound Sisnation Tople
EMFX
* Equally important are signs dest central banks are puoing (hemselves even LES High Vsl
fOEe 10 & stasilne dande. The POMC sted dat week that af oo fiil ORI TR
expect 1o riase tabes fior another three years, almost a year Taer than the marke EMS Com
hiad expected. Aod Chasrman Bernanke made if clesr that of wondd not take .
much for the FOMC 10 4an another round of QF . In Europe, there is growing EM Local Bom
confidence that the December 3-vear boan from the ECB is leading baaks 1o MBI
use At least some of et o by sovereien debt. We expect hanks 00 take up U5 High Grades
£350-4000n at the next L TRO on Feb 29, of which €250- 200bn would be new U5 Fined Incamse
money. In EM. the Reserve Bank of Intia gave us a surprise 0.5% drop m ka3 -
reserve refairements. This may nol signal a big chasge, bt we do expect rate ~ e G B
cuts froen 2 om as inflatson is fallmg, Overall, both DM and EM central banks =79 Fionedd ncome”
Hisive Dl Tiie ROl SUPortive over e past naonth. US cash
o 1 . (]
* Thet soromg and widening rally in nsk asses may @ve (e ompresaaom thal the s [l oryar, Btocastenny, Firures 0 U155, Lot
mvEshmeEn! Cormmimaty 15 frmang ballich abont the world Henvever, weak e eippe s 50 Enes S ey 5 leowy Cuped
trading volumes, surveys, implied betas and client conversatons reveal Ly T ey e
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