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The J.P. Morgan View

Economy now adding insult to euro injury

Asset Allocation — We are net short nsk theough U'Ws of the euro and
Cyclicals. Retain OW of US and EM Assa stocks. Fund risk sssets m eapos.
Prefer credit over equities and conmodities. Retam longs in gold

Ecomombes — Growth momenfem has umed negative. Both EM Asia and US
forecasts have been cut after disappointing PMIs and jobs data.

Fixed Income — Path of beast resstanes 15 shill 1o sader intra-EMLUT spreads.

Eqniﬂ.ﬂ— SL:\r]Dn[r,U‘S Vs e equutes, dﬂprlrwr:]:US‘pln_ as we have
ek yet seen the full impact of the escalating suro crises on economac data

Credit — We move to OW EM § Sovereigns vs. EM Corporates and Neutral
Enropean Semor Financials.

Fareign exchange — Sty short ELR/TISD, GRPUSD and EUR/CHE.

Commadities — We remamn newtral mdpmﬁ-rwxd.u:dﬁ Dll.u.'lupﬂf
comviction of these are short com vs. natural pas and loag com vi. bive catile

As if Euro turmail and indecision were not enough to push dowm nsk assets,
o comes repewed doubt about world growth. Our Global Manufachmng
P today fiell back 1o a pust above December, wiach was the lowest poand
samde he recestann. Our scononnils have cul their 2002 and 2003 global
growth projections im 2.1% and 2.4% thes week, due to dowmngrades in the
S, Branl, and EM An, faIann'qg cuts m the Euro area ket week (charts ] 2
an table p. 6). Both are down 0.2% from ¥ weeks ago, and are below potenizal

Musch as we would hike to see the double-digat £all in stecks Soam the March
YTD peak as the bottom in the correction, the near-term drivers still appear
1o be pointing downwards for risk assets. Value and nsk prenna have gone
froms ¢heap 1o very cheap, bt have nal been nol good tbmemng signals. Bath
price and sconoms: momenim e now negative. We do not see svidence of
capitulation, with mest tfactcal investors having moved fo peutral on equaties
and credst, but mot yet o short. And the policy cavalry does not seem in a
hwrry to nde to the rescue, I our opuion, assumng they have not mn out of
Ao

15 the ecomomic shovrdonsm temporary, or e begimnimg of a donmward shide?
The back of a single smoking gun for recent weakness argnes for temporary, i
partscular as it has comse with a dramatic fall m oal prices that wall support
comsumphon. We are ths takmg a meddle road that sees ngher growth males
i eodiing quanters, from the bow Q2 bul that only rehirns to the 7 .5% pace
of Q1 by {3 of next year Thas spells another year of below potental growth
that shoulbd depress mflahon and mcuce repewed monetary easing. We pencil
ma OFE Tt extension m the UE and the US

= O impression from position data and investor discwssions 15 that tacteeal
imvestors have been switching from long to meutral on equities and commodi-
ties, while retamnmg some credif longs. Corparate bonds have outperformed
(ehart p. 1) as the wipact of wader spreads has been offset by lower imderlying
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