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H2 growth risk upgraded to neutral

Global Asset Allocation
17 Awgust 2012

= Asset Allocation — Eeduced downsade nisks mnduce us to add cychical nsk. by

covermng long duration posiions m Bund and EM local markets, covenng TU'W™s

m Cyclicals, and switchmg our outnght long High-prade mto a spread long vs
USTs and mio HY.

Ecomomics — We are upgrading the H2? growth nisk bias from negative to
halanced on ealy signs. from the US, China, and Brazl, that demand 15
recoverng. though from depressed levels

Fized Income — Cover long duration posihons 1 Bunds and EML

Equities — We raise our short-term target for the S&P 500 to 1.475. Gaven the

upgrade on our ghobal growth nsk baas, we also close our OW of Cychcals vs
Defensives

Credit — The bond sell-off has hurt owtrnight bond positions, We move 50%
of our cutright leng US HG pesition to vs USTs, and move the
remmning mte US HY ocutnght. The divergence between CDS and the
VIX also leads us to go long vol and buy.

Foreign eschange — Keep melative value exposures, such as short
AUDNZD, long NOK/SEK and short GBP/NOE.

Cominodities — Cenitral banks contmitied to expand thew gold reserves m Q2
NOVIEW NEXT WEEK — Team 15 on vacation. Next 1ssue 15 Aug 31

Another week of equines rallying and bonds selling off across the world. The
mitial phase of thes move was drven by position squaring, m response 1o wiat
we called last week tantalizing signs of a growth lift and no news on the tan
US and European fiscal crisss. But now there are more signs of investors puttang
om otitright bilhsh positions.

For these growth bull:sh and pro—r!isk market moves to contume, we believe we
need to get fundamental support, both from better economic actrerty data and
fading fiscal event nsks. There 15 no news on the fiscal front, but further signs
that the expected lift in activity from the lows in June is likely talking place. As
a result, our economists are upgrading their risk bias around H2 growth
from segative to balanced (s2e today’s GDIT). Thas 15 very far from being
outright bullish on sconomic growth. Our headlne projections fior world growth
m the second half of tas vear still stand only ai 2 1/4%, whach 15 a full
percentage pomnt below what we comsder trend. or potential growth.

But beyond economsc data, nsk markets wall also likely be driven by the
contmued twin fiscal crises in the US and Europe. In the US, the presadential
campaign 15 morphing wito a debate on fiscal pohcy and the role of government
m society. Recent polls are even. Wi believe the gyrations m these polls over
the next 1-2 months will be one important factor that will dove the relative
performance of equities versus bonds, both in the US and elsewhere
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