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What do you buy your children?

Global Asset Allocation
05 October 2012

* Asgel allocation — A long-term portfohe, for vou or your chuldren. should
concenirate on valve. This means large holdings of equines, especaally value
stocks, small caps and EM. combmed with BE/BBB rated delt of corporates
and sovereigns, plus smaller holdngs of gold cude, and undervalued
CUITETCIEs

* Economics — Rise m Global PMIs, and i partscular order-to-mventory ratios,
are the first signal that growth rebound 15 conung, even as Q4 will hikely remam
well below potential.

+ Fizred Income — Hold spread compression trades, and longs m UK
breakevens

# Equities — Re-enter overweight i Cyclical sectors

Credit — Short-dated corporates around the mvestment-grade boundary offer
the most aftractive camry-to-nsk. particularly European BBs

» Currencies — Keep linuted short USD posihons

+ Commodities — We are long gold and base metals and short agniculture

# Credit and equity markets continue to rallv, with only minimal damage to
bond markets. The nse in Global PMIs, both manufactunng and services,
combaned with berter US jobs data, are goang greater confidence that world
growth has bottomed and 15 set to rebound mio Q4. Even with a rebound s
cueanter, the werld sconomy 1% &2t 10 expand 3t 3 well below-par growth pace
through the middle of next year. Thas should keep corporate eamungs with he
or no growth tus quamer. As such, we do not expect much suppont for msk
markets from economue or eamungs releases over coming months, asade from
reducing downside nsk perceptions

» Our myvestment strategy remams wstead based on medinm-term value, which
means to us shll lngh nsk prema on equnes and credit. m the presence of
falling market volatlity and steadily mprowvmg fanubanty with, of not fading
concerns about, the world's mam &vent nsks. Womes about the US fiscal chif
have not gone away and the Middle East remams on edge. But the comung
leadershup change m Clona 1s rassing hopes of new stumilus measures, whale the
ECB planned OMTs have bought ewro sovereigns some breathimg space.

* We thus remain comfortably long equities and credit versus govermment debt
and cash, forusing on the lugher-vieldmg credit sectors. Globally, we continue
to likr camry strategies i FX and fived moome. This week's GMOS has our full
set of recommendations. The enticism 15 rased Fequently that massve haudity
HIjechions are Crealng new isset prices. Bubbles are histoncally charactenzed
by easy money, leverage and hugely overvalued markets. Money 15 surely super
easy, but equiry and nisk prenma are above histonc means and surely above
where they were at this pomt in past busmess cycles. In addmon, there 15 e
evidence of financial leverage, except for central banks, but these have no
problemms with haqudary
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