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J-P M'Drgall 1":7'3:;'2'::;“ Allocation

The J.P. Morgan View

Why so low?

¢ Assel Allocation — Siay long better yielding bonds and defensive equities. Global Asset Allocation

AL
* Economics — Activity data support a bonenung m global growth, but show so
far Little Sugn el of the Ez].;ﬂ:l:d Lt m H2

&

Fized Income — Any ECB bond buying likely a temporary respite. JPiongan Crase Bank HA
John Normand

Enquities — Still wadespread skepticism and negativity suggest short covenng
has further b0 go I equities. Europe benefits the most from thos short covenng
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Credit — Taxable US muanis offer spread prck-up amdd the dash-from-cash
Nikolaos Panigitzoglou

Foreign exchange — Moderate USD strength in Q3.

* Commoidities — The poor outlook for agnculmre production across the globe 4B Moman Secuntes pic
rasses the nsk of a reversal in the recent downtrend in EM inflatson. Eeamus Mac Gorain

Equities are slightly np on ihe week, and bonds are dovwn as ECB hants of
renewed bond buving offset more lackhester econonuc and earming news. Next
week sees both the ECB and FOMC meet and an imyportant market test for
Spﬂ.rudn muarket access when 1t tries to rsue bonds on Aug 2

P, Morpan Securibes pic

O overall strategy remains on course, with o focus on mid-nsk assets,

riding a course betwesn loweyaeld cash and government debt on the low.nisk 4P, Moran Secarties pl
sade, and eycheal equities on the lngh-risk side. We thus prefer betrer-vaebding Leo Evans
equity-like bonds and bond-like equities, or corpornte and EM bands and m
defensive, ngher-yickding equities. Thus strategy assumes bow econcnuc and
earmungs growth, with modest dovmade, bat no recesnion, and continied 4P, Morgan Seturites ple
monstary easing scross the world We wall be wrong, if we get eather munch ¥TD returns throwgh Jul 26
higher world growth and'or mflation, or a slide mio a global recessaon. %, gquites dee n lighter solor

* We will also be wrong il palicy makers snildenly fnd the will and the means gugic |
to became a lot more effecrive in boosting growth, DM fiscal authonies EM§ Com
remain i deleveraging mode, subtracting over 1% from US, UK, and Euro area SAPSO0 |

growth thas year, and likely also next There seems hittle appetits 1o abandon

5 |
fiscal dascipline cursently, bat we should be on the look out for any policy shifis kT |

The Fed could agam reach deeply m 1ts tool bag, likely rate conumsucation next \ES High Giret 1 H
week and E3 in September, buor 15 m our mdnd mnnemg out of amameo, and thos MDY AC oA
unlikely to come up with much that improves the econonuc ontlook EM Local Bongs™
# Eurn area policy makers surely have fhe means to reverse ther recession amnd _u"::;m ::;.
sovereign debi crisis, as they cansed them, but seem 10 remam too conflicted and S Ficed Income | f
divided to reverse condrions. Next week, the ECB looks set fo announce it wall —
bary persphery bonds agam, but unless it enters with overwhelnamg force (shock i H
and awe), mvestors wall hkely use the oppormunity to unload bonds 1o them Rl oy Bonds™ H i
Today s rally in equitees and sell-off in bonds comes on specalation that ECB B
Pressdent Deaghu wnll upgrade the old SMP program oo real QF, just as he Gold H
upgraded last year's hqumdity myections meo a masave LTRO. Gaven Europe"s US cash E i
pobicy maker unernng abaliry so far 1o disappomt at each joncnire, we are m Topie |
wart-and-forever hope mode. e TR 1
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