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Q&A on Greek exit risk

= Asset Allocation — With little policy support before June 17 Greek elections,
there is little supporting current risk prices. Cover remaining longs in risk.

* Economics — Data are tracking Q2 forecasts, but the recent fall in eguities
offsets the impact of lower oil prices. This pushes growth risk to the
downside.

* Fixed Income — Stay flat duration, and hold EMU hedges.
* Equities — Take profit on Dax OW in Europe as risk of shorting bans is rising.

* Credit — We move underweight credit, and cover our remaining longs in the
GMOS portfolio. Near-term, we look for relative value in CDS vs. equity.

* Foreign exchange — We use a 1.22 EUR/USD fair value for June on 50/50
odds of pro vs anti EMU results in the June 17 Greek elections.

* Commuodities — This week’s start-up of the Seaway pipeline between the US
Midwest and Gulf Coast should help narrow the Brent-WTI Spread.

» Risk markets all lurched down as one this week, and safe government bonds
and the dollar all rose as one, as markets positioned for Lehman-like conta-
zion risk emanating from Greek election risks. Unfortunately, the June 17 date
of these elections is still a month away, and Euro policy makers do not want to
zive the shop away even before the elections, for fear of strengthening the
hands of those who are calling for a hard renegotiation with the Troika. That
means little upside news over the month and markets being driven by posi-
tioning on different post election scenarios. With this outlook, and equities
now flat on the all-important 6-month lookback, we need to neutralise remain-
ing equity and credit longs.

* Economic news remains broadly neutral and are tracking our Q2 forecasts. ()1
GDP for both Japan and the Euro area came in better than expected at 0% and
4.1%, respectively. Forward looking indicators, including the last set of PMIs,
and recent falls in global equity prices, give us no reason to raise the rest of
the year, but with high Q1. the 2012 projections automatically move up. Over
the past month, both oil and global equities are down about [0%. Further
Greek turmoil would push down again. The equity fall, however. has a higher
impact on economic activity than the same %fall in oil prices. Hence, we must
now accept a negative risk bias on the economic outlook.

* Given the almost exclusive focus of global markets on the evolving Greek
drama, we provide below a concise Q& A on Greek EMU exit risk. The box on
p- 2 lists a number of recent reports from JPMorgan analysts on this topic.

* Why do we care? Greek elections are having many times the impact that the
recent slowing in Chinese growth is having, despite China’s economy being 30
times larger than the Greek one. The higher impact of local shocks depends on
how they affect the world’s two main “contagion conductors™ — banks and
oil. China has little negative on either, and thus the impact of its growth
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fluctuations are largely local, and on relative pricing. Greek exit risk threatens
the integrity of the euro financial system, and could thus initiate a Lehman-like
world crisis.

* Why have policy makers not neutralised this risk yet? Euro policy makers
have consistently underestimated the macro impact of what have been really
micro economic decisions. Telling countries they need to reduce debt through
austerity and should not depend on others (and surely not the ECB) to repay
debt, and telling banks they need to rebuild capital all makes eminent sense,
but has the reverse, unintended impact of destroying markets and economies

a colossal inability to understand the paradox of thrift. A divided leadership
does not help. Only the ECB has more concentrated leadership, but has the
problem that the ultimate solution is fiscal, not monetary.

* What should policy makers do? Aside from the ultimate need to create fiscal
and political federalism, one can read the post-Lehman script, where slower
austerity and monetary financing of forced capital injections in all banks
prevented the onset of depression. Call it Euro-TARP. This does not consti-
tute core EMU throwing good money after bad, but, to this analyst, is invest-
ing at a great entry price. In addition, why does the ECB not intervene to push
the euro down? The world would likely applaud an ECB that focuses on
growth instead of reducing moral hazard.

* What are policy makers likely to do? Very little before June 17, not to tip their
hand to Greek voters. A new government that is willing to work to remain an
EMU member, will likely receive some leniency and assistance. A new gov't
that instead unilaterally abrogates previous agreements to repair Greece’s
creditworthiness would face stubborn Euro leaders, who would be forced to
circle the wagons to protect the rest of EMU against capital flight. Initially
policy makers would be reactive, providing funding to banks and countries
where markets have closed. At some point, it will dawn on them that a massive
euro-TARP provides the best defence per buck.

* How? A Greek exit is in neither side’s true interest. It would thus probably not
be a clean, surgical decision, but more the result of an escalation of acrimoni-
ous actions and counteractions that bring both sides to a point neither really
wanted to be. One can imagine a scenario where a leftist government unilater-
ally stops austerity and debt payments could easily see the rest of EMU
stopping payments. A Greek government running out of cash would instead
write 10Us, which would soon end up as a new currency running alongside
old EML bills.

* What impact? Our economists judge that Greek exit would push Eure GDP
down a further 2%, Market consensus is converging on 50050 odds of exit, but
we do not sense full capitulation yet on long risk exposures, nor a dominance
of risk underweights. There would be significant further downside on equities
and credit if a chaotic Greek exit were to unfold, likely double digit in the case
of equities. Still, given the memory of the Lehman aftermath, global policy
makers would likely react more decisively, and thus limit the downside. The
euro would approach parity versus the dollar.

Fixed income
* Bonds rallied for the fourth week in a row, with German Bunds and UK gilts
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hitting new yield lows, the latter boosted by a relatively dovish BoE Inflarion
Repore. We remain flat duration overall, reluctant both to chase yields at these
lows, and to take bearish positions with the Greek political outlook still so
uncertain. Nor is the economic data providing a clear steer either way.

With the Greek election looming, investors are likely to remain cautious unless
the polls swing clearly towards the mainstream parties. Given the likely cata-
strophic impact of a Greek EMU exit, we still see ment in EMU hedges, includ-
ing swap spread wideners, German curve flatteners, and modest intra-EMU
spread wideners. The possibility of a reactivation of the ECB’s bond purchases
is one factor keeping spreads in check, though the ECB's halthearted approach
to this programme in the past suggests it would provide only a temporary balm.

EM local yields have backed up in the past few weeks, even as DM yields
made new lows. EM 1s now about flat to DM for the year. EM local bond funds
are still seeing modest inflows, though hard currency EM bonds continue to be
more favoured. While remaining broadly neotral duration in EM, we add an
underweight in Indonesia, where the central bank., the main bond buyer over
the past nine months, has signalled a less supportive stance.

Equities

Country trades constitute the core of our equity portfolio. (W US vs. Euro
equities and OW MSCI EM Asia vs. MSCILAC World are our preferred calls.
The first is justified by the escalation of the euro debt crisis and the impact it
will have on the euro area economy. Last year, the euro debt crisis caused a
dramatic decline in euro area economic activity in H2, and unless the Greek
issue 15 resolved quickly, this year's second half will look more like last year's.

OW EM Asia equities is predicated on an expectation that Chinese policy
makers will announce more stimulus via a FAT program in the summer, ahead of
autumn’s leadership change. Last week's disappointing data in China have
raised the probability of that happening.

We tactically exit our OW in DAX vs. Eurostoxx50. The economic divergence
between Germany and the rest of the Euro area is still in place and perhaps it is
widening as financial conditions get tighter for periphery. But we see a high
risk that a short sale ban will be introduced in Spain or [taly given sharp
declines in bank stocks. When that happened last August, investors were
forced to use DAX futures to reduce their exposure to Euro area equities,
causing sharp DAX under performance.

Credit

The sell-off continues and credit, which had been outperforming, has now
joined in with Greece again driving prices. Against this uncertain backdrop, we
close our remaining directional trades in the GMOS portfolio.

Owr colleagues in US credit moved to underweight US HG with a spread target
of 235bp for JULL and 125bp for CD3CIG given the potential fallout from
impending events. They also recommend CDXLIG vs. the S&P500, given the
sharp sell-off in the former (see Eric Beinstein, CMOS) a call shared by our
European team for iTraxx Main vs. EuroStoxx (see Tina Zhang, The Stare of
Play).
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Foreign Exchange

* For the second time in six months, Greece’s EMU exit seems imminent.
Although we always expected the next Greek government to renegotiate the
troika accord and for such tensions to create volatility this summer, Syriza’s
agenda is much more extreme than in our previous base case. If the Radical
Left obtains an outright majority on June 17 and implements its agenda, it
could initiate a chain of events resulting in its withdrawal or de facto ejection
from EMU. Significant influence in a coalition government could also deliver
this outcome. Given these risks, we are revising down EUR/USD forecasts to
reflect intensification of the current crisis. New targets for all currencies will be
released on Monday, May 21 in our monthly Keyv Currency Views.

* For EUR/USD, 1.22 is fair target for June. This forecast reflects the probabil-
ity-weighted outcome of various scenarios outlined last week. Following fresh
elections in June, the benign scenario envisions an outright victory by or
coalition of centrist parties, minor renegotiation of the troika program, and
orderly restructuring of official debt if Greece achieves its fiscal targets. EURY
USD would revert to its earlier range in the low 1.30s in such an environment,
since Europe has a stronger balance of payments position than the US and
investors are very short the currency. The adverse scenario envisions an
outright victory by the Radical Left or significant influence in a coalition and
declaration of a debt moratorium, which the troika would respond to by ending
the financing program and denying Greece access to ECB borrowing. If Greece
then introduced the drachma, EUR/USD would probably decline to 110 due to
widespread capital flight from the region. If instead the government back-
tracked and re-engaged the troika given that 80% of the electorate favours
retaining the euro, the currency would stabilise around 1.20. For a fuller
discussion of EMU break-up issues, see also Answers to 10 commaon gques-
tions on EMU break-up, Normand and Sandilya, Dec 7, 2011,

* Taking 50/50 odds to a centrist versus leftist government and 50/50 odds to
the drachma (chaos scenario) versus backtracking (epiphany scenario) yields
abaseline 1.22 forecast for Q2. We remain short EUR, GBF, CAD and AUD in
anticipation of further deleveraging.

Commodities

* Commodities continued to drift lower this week, down another 2% . Oil and
base metals fell most, offsetting strong gains for agriculture. Oil and metals are
suffering as the Euro crisis has escalated. Greece is not a significant consumer
of commaodities, but the possibility of o material contraction in Europe and
high uncertainty raise the risk of 8 more systemic event threatening commod-
ity demand globally. For example, Europe is China's largest export market and
China is the most important country for commodity demand growth globally.

* Yesterday the Seaway pipeline between Cushing in the US Midwest and the
US Gulf Coast started up. This was one of the short term events we had
expected to help narrow the spread between Brent and WTT as it will alleviate
some of the bottleneck of oil that has built up at Cushing. We continue to be
short this spread as we think it will narrow further to around $7bbl in Q3.
However, there remains a risk that US Midwest and Canadian production,
which flows into Cushing, increases more rapidly than expected which would
somewhat offset the impact of the Seaway pipeline.
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Interest rates Current Jun-12 Sep-12 Dec-12 Mar-13 ¥TD Return®
United States Fed funds rate 0.125 0.125 0125 0125 0125

10-year yields 1.72 240 250 2.50 250 1.4%
Euro area Refl rate 1.00 1.00 1.00 1.00 1.00

10-year yields 143 .80 200 200 200 25%
United Kingdom Rego rate 0.50 0.50 0.50 0.50 .50

10-year yields 1.83 255 255 240 240 0.5%
Japan Owamight call rate 0.05 0.05 0.05 .08 0.05

10-year yields 0.83 1.15 1.06 1.06 115 1.3%
GBI-EM hedgead in § Yiald - Global Diversified 644 6.30 2.1%
Credit Markets Currant Index ¥TD Return*
LIS high grade (bp oves ST} 218 JPMorgan JULI Porfolio Spread te Treasury 30%
Euwrz high grade {bp cver Euro gov) 280 [Boxx Euro Corporate Index 4.1%
LUSD high yeld op vs. UST) GE6 JPMorgan Global High Yield Index STW 5.8%
Eure high yeeld (bp ovar Eurg gov) 925 B Euro HY Index 10.0%
EMBIG (bp ve. UST) 404 EMBI Global 4.4%
EM Corporates [bg ve. UST) 432 JPM EM Corporates (CEMBI) 5.6%

Quarterly Averages
Commodities Current 12a2 1203 1204 1301 GSCl Index ¥TD Return®
Brand (3/bbl)} 107 112 120 125 125 Enengy 0.6%
Gold ($ioz) 1584 1750 1850 1675 Precious Metals 1.5%
Copper {3/metric tan) TE95 8150 8575 8000 Industrial Mataks 2.T%
Cam (3/Bu) 6.35 635 565 565 Agriculiure -5.5%
im cash YTD Return*
Foreign Exchange Currant Jun12  Sep-12  Dee-12 Mar13 index  inUSD
EUR/USD 1.27 134 1.36 1.36 1.36 EUR -14%
Usouey 791 TE a0 T8 a0 JPY 37
GBPUSD 1.58 181 162 162 162 GBP 2.4%
USDVBRL 202 1.90 1.90 1.00 1.90 BRL 4.1%
LUSDICHY 6.33 620 6.20 6.10 610 CHY 0.3%
USDIKRW 1173 1120 1100 1080 1090 KRW 0.1%
LUSDITRY 1.64 175 1.75 1.70 1.70 TRY B6.6%
YTD Raturn us Europe Japan EM

Equities Currant (lacal ecy) Sector Allocation * ¥YTD YTO ¥TD Y¥TD (5)
sap 1308 4.6% Energy £.3% 0.9% £6% -5.5%
Masdag 2817 1.7% Materials -1.2% 40.9% 0.1% 5.2%
Topix 126 37% Indugtrials 2.3% 2.2% 26% 31.5%
FTSE 100 3268 -3.6% Digcretionany B.9% 11.4% 10.4% 2.7%
MECI Eurozone* 126 -1.8% Slaples 45% 1.9% 6.6% 2%
MSCI Europe” o4 6% Healthoare 5% 1.6% £.5% 2.1%
MSCIEM & 421 15% Financials .5% -2 B% 11.3% 1.5%
Brazl Bovesga 54513 -18% Infoemation Tech. 9.5% 0.5% it 10.9%
Hang Sang 18952 33% Talecommunications 8.1% -5.9% -4 5% 2.2%
Shanghal SE 2345 B.2% LItities 0.4% -5.3% 4 f% 048%
*Levelsirelurns as of May 17, 2012 Overall 4.6% 0.8% iM% 1.5%

Local currancy axcept MSCIEM §

Souns: Boomban), Datasimeem, BES, Slandard & Poor's Services. J P Margan aelimaias
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Global Economic Outlook Summary

Real GDP Real GOP Consumer prices
% e & yaar a0 % owar prewious period, saar % vl & yaar ago
2041 2012 2013 4011 1012 2042 3012 4012 1043 2043 4011 2012 402 2013
The Amercas
United States 1.7 24 22 30 2.2 25 an 20 15 23 13 20 18 16
Canada 25 23 25 18 Al 28 23 24 27 24 27 17 7 20
Latin America 4.3 ar 40 201 451 40 45 43 44 38 T2 f.4 B2 64
Argentina B4 40 a8 3.2 48 20 a0 an a0 41 96 100 100 1D
Brazi 28 28 45 13 26 45 57 57 45 45 6.7 5.0 5D E3
Chile B.0 5D 45 B2 57T 48 45 47 45 44 41 42 ap 34
Colombia 5.9 50 5D 54 45 49 41 a0 57 61 19 16 a3 30
Eruador 74 40 40 41 20 35 40 af 40 41 55 53 47 47
Mexico 3.9 18 a5 28T 531 38 20 32 49 28 15 42 40 18
Peru B.9 55 70 28 532 5.4 B2 73 B0 Ed 45 149 a1 30
Venezuela 432 40 10 52T 1081 60 40 - 0.0 0.0 M5 M8 N4 w7
AsialPacific
Japan 07 251 13 pAT 44t 0 14 12 1.0 1.2 03 0. (%] 01
Australia 20 a0 a3 17 kAl 14 ar 41 45 21 kR 25 a3 30
Mew Zealand 14 28 27 14 51 21 ar a0 g 34 14 12 25 27
fsia ex Japan 1.0 B3 70 45 B0 B.3 70 71 710 T 49 18 43 45
China 6.2 B0 8O BE B.4 1.0 8.1 95 a1 BT 48 32 16 45
Hong Kang 5.0 24 47 16 1.6 al B0 65 i 3.0 57 44 a5 34
India .0 71 73 18 130 55 6.3 65 BT 5 84 74 Bz BS
Indonesia B.5 53 E5 BA 44 50 45 5l 55 55 41 149 74 T3
Korea 16 a3 40 13 a7 40 45 40 4 41 41 28 28 15
Malaysia 5.1 18 az 45 5.0 20 20 25 4 45 12 28 22 18
Philippines a7 43 48 15 43 44 57 45 45 45 47 349 40 40
Singapore 44 it 40 25 00t 49l 451t 32t a2l 45 55 a9t art ot
Taiwan 40 24 E0 DA 1.0 448 65 58 45 45 14 13 7 12
Theiland 0.1 51 a5 384 480 200 20 05 5D 65 40 a7 a5 3.2
Africa/Middle East
Israel 48 20 44 3.2 L1 6.1 74 45 28 25 23 25 21
South Africa 31 254 18 3.2 wd 244 35t 45T 371l 32l g g1t 60l 584
Europe
Euro area 15 L3104 A2 04t 08 05 0.3 05 05 29 28 24T 18
Germany 31 ar 14 07 Mt 10 08 13 15 15 28 23 21 18
France 17 03 07 03d 02t o 0.3 05 0.8 1.0 15 26 23 18
laly 0.5 204 07 2 S214 0 25 A5 A0 05 05 a7 18 42 18
Morway 27 14 18 25 i} 0.0 10 10 20 25 0.9 0.9 14 17
Sweden 40 03 7 44 05 05 05 10 20 23 23 1.1 11 15
United Kingdom 07 0.1 18 2 08 A0 25 15 20 210 48 a0 ar 24
Emerging Europe 48 21 a4 420 241 a0l 281 33t et 34 fi.d 491 55 B0l
Bulgaria 17 104 25 .
Czech Republic 17 02 0o 05 394 A0 10 29 1.1 A7 24 27 28 25
Hungary 1.7 424 104 ool 1l 05 00 0g 100 15 41 548 5D 18
Paland 43 il 45 231 20 234 A a0 3.0 46 149 a5 28
Romania 25 08 T DB 24T A5 0.8 24 25 3.0 34 13 44 40
Russia 43 it ar gl 48T 204 351 40T 457 40 B4 3aTd 60l BB
Turkey B5 25 45 92 9.0 BE BA
Global 26 23t 26 16T a1t a0l 2 25 251 2 18 27 ar a7
Develped markels 13 131 15 pET 151t 10 15 13 1.3 15 23 20 19T 15
Ernerging markets 5.4 44 EE 40 61T 441 sl 58t &7 55 57 a7 ED E5
Sowree: LP. Morgan
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maintain such a policy. This report has been issued in the UK. only to persons of a kind described in Article 1% (5), 38, 47 and 49 of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as “relevant persons”). This
document must not be acted on or relied on by persons who are not relevant persons. Any investment of investment activity to which this
document relates is only available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report
has been issued to persons regarded as professional investors {(or equivalent) in their home jurisdiction. Awnstralia: This material is issued and
distributed by JPMSAL in Australia to “wholesale clients™ only. JPMSAL does not issue or distribute this material to “retail clients”. The
recipient of this material must not distribute it to any third party or outside Australia without the prior written consent of JPMSAL. For the
purposes of this paragraph the terms “wholesale client”™ and “retail client”™ have the meanings given to them in section 761G of the Corpora-
tions Act 2001, (zermany: This material is distributed in Germany by I.P. Morgan Securities Ltd., Frankfurt Branch and 1.P.Morgan Chase
Bank, N.A_, Frankfurt Branch which are regulated by the Bundesanstalt fiir Finanzdienstleistungsaufsicht. Hong Kong: The 1%
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ownership disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for
Persons Licensed by or Registered with the Securities and Futures Commission. (For research published within the first ten days of the month,
the disclosure may be based on the month end data from two months prior) ILP. Morgan Broking (Hong Kong) Limited is the liquidity
provider/market maker for derivative warrants, callable bull bear contracts and stock options listed on the Stock Exchange of Hong Kong
Limited. An updated list can be found on HKEx website: http2www. hkex.com.hk. Japan: There is a risk that a loss may occur due to a
change in the price of the shares in the case of share trading, and that a loss may occur due o the exchange rate in the case of foreign share
trading. In the case of share trading. JPMorgan Secorities Japan Co., Lud., will be receiving a brokerage fee and consumption tax {shouhizei)
calculated by multiplying the executed price by the commission rate which was individually agreed between JPMorgan Securities Japan Co.,
Led.. and the customer in advance. Financial Instruments Firms: JPMorgan Securities Japan Co., Lud., Kanto Local Finance Bureau (kinsho)
MNo. 32 Participating Association f Japan Securities Dealers Association, The Financial Futures Association of Japan, Type Il Financial
Instruments Firms Association and Japan Securities Investment Advisers Association. Kerea: This report may have been edited or contributed
to from time to time by affiliates of J.P. Morgan Securities (Far East) Lid, Seoul Branch. Singapore: JPMS55 andior its affiliates may have a
holding in any of the sccuritics 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 circolation only, not for sale.
New ZLealand: This material is issued and distributed by JEMSAL in New Zealand only to persons whose principal business s the investment
of money or who, in the course of and for the purposes of their business, habitually invest money. IPMSAL does not issue or distribute this
material to members of “the public™ as determined in accordance with section 3 of the Securities Act 1978, The recipient of this material
must not distribute it to any third party or outside New Zealand without the prior written consent of JPMSAL. Canada: The information
contained herein is not, and under no circumstances is to be construed as, a prospectus. an advertisement, a public offering, an offer to sell
securities described herein, or solicitation of an offer to buy securities described herein, in Canada or any province or territory thereof. Any
offer or sale of the securitics described herein in Canada will be made only under an exemption from the requirements to file a prospectus with
the relevant Canadian securities 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 province or territory of Canada in which such offer or sale is made.
The information contained herein is under no circumstances to be construed as investment advice in any province or territory of Canada and
is mot tailored to the needs of the recipient. To the extent that the information contained hercin references securitics of an issuer incorpo-
rated, 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. Mo securities commission or similar regulatory authority in Canada has reviewed or in any way passed
judgment wpon these materials. the information contained hercin or 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.

General: Additional information is available upon regquest. Information has been obtained from sources believed to be reliable but JPMorgan
Chase & Co. or its affiliates andfor subsidiarics (collectively LF. 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 involvement with the issuer that is the subject of the research. All
pricing is as of the close of market for the securitics 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 selicitation 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,
tinancial instruments or strategies to particular clients. The recipient of this report must make its own independent decisions regarding any
securities or financial instruments mentioned herein. JPMS distributes in the U5, rescarch published by non-ULS. atfiliates and accepts
responsibility for its contents. Periodic updates may be provided on companies/indusiries based on company specific developments or
announcements, market conditions or any other publicly available information. Clients should contact analysts and execute transactions
through a I.P. Morgan subsidiary or affiliate in their home jurisdiction unless governing law permits otherwise.

“{hher Disclosures”™ last revised April 18, 2012

Copyright 2012 JPMorgan 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.

May 18, 2012 8

EFTA01176911



