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The J.P. Morgan View

Mini-steps to Euro federalism

Acsel Allocation — Buay curo bank bomds a5 they benefat the most with e
ECH as the new hank regnlator and poientinl TARF money from the ESM

Ecomonuics — Q2 likely the weakest qaarter this recovery, an 1.4%., bt O3 shill
Ik Ttk sub M for the world, UK growth s cat by 104% this year and next

Fixed Inconar — Long durmbion in EM, OW Genman Bunds cross-magket

Equities — Near-ierm upeice should benefin countres snd seciors wient
positions are more depressed, i & Enrm aren equaties snd hanks globsily.

Credil — Enrozone Danks ook i be e relatrve wisnmer from e EL summit
W go bong € fmancial bonds in the GAOS portfolion

[l F-nrﬂgn. n:rhmlgr — Dadllngr moves inbo n rangge post the Brussels BT susnmit,
bt ‘wr petain o mmmber of hedges against reoewed ram weakness

Commeodities — Hot weather in the 115 15 pushing np com and U5 gas poces

* Risk sssets are up on the week on great expectations managenvent by the
Enropeans whio had led the workd to expect the worst from yestenday s ET
Summmat In the end, the EL stepped back from the brink. Funn anea braders
conmprinnried on smne of their disagreements in o mamer e af least empn
rary eases (e negative economic and financial dysamic, even as il not wuly
reverses themn

What didd the EU Summalt deliverT Here ss 8 iop-level vaew, Our sister pulilses-
oo | CnlaW OnF AL ]:I.'Cl"-'ﬁ.‘ more details. Overall, if 10 is what is needed o
sanve: EMILT, nod e 85 wihere wee started the week, then one condd say we
moved o ? — & meeaminepful step, with mamy more b be taken, e ook of
sliding bk when the detadls meed to be filled m

Wi argued last week that the Summit altiomstely needs o be juclged o
whether il moves e Euno aren towands fiscal ssd political federalisn. The
Van Rompuy Repornt on o Gemuine Ecomomic and Monetary Urion spells out
a vision of the federalist end pot, buf received no agreement. besides an
imvitniom b0 try agnin with more concrete proposals by ik '.br!,-mnr
progress (s, except that the iss0e 15 10w af least openly on (e tible

* Some progress towards federalism wns made try ngreeing to o single bank
supervizor under the ECH, o be nuplemented try year-end. The still futre
ESM wonldd then be allowed 1o help recapilalize banks — a simall monve
o a moch needed Exnro-TARP Also. a first Siep Wi Laken bovwarts
droppang the semonity of afficaal lendmg relative o the povabe sector in the
case of the EFSF/EIM loan w Spain 1o recapitalize its hanks The salsrdting
oy of privale invesiors bas been the medn oeason Wiy officeal losms mever
stabilized the magket. Northern EMLU is not sccepiing thas a5 & mle change, bat
ome com argne that the cof 15 ot of the bag

* Eaquaily imponiant is that some steps are being taken towands endang the
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