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The J.P. Morgan View

The mean and the mode

Asset allocation — Char modal forecasts on the economy and eamangs are still
edpng dowm, but so are dowmssde nsks, such that the probabahity-veeighted
means are metead nsmg We stay long msk assets, and add longs ;o euro
peniphery bonds and shorts m overall bond duranon. With event nsks moving
frean Chona and Euwrepe 1o the US, we move underwerght US equitees and
overweight USTs vs. Europe, whale stnying short the dollag.

Economics — US 2013 growth is lowered by 0.2% 10 1. 7% as we rasse 2013
fiscal drag 1o -I%.

Fixed Bucoms — Lock for the rally in Ero area peripherals 0 continne
Equities — UW US squities within a global peetfolis inte 2013

Credit — We lower our YE US HG spread target to 1.35bp, down from 1 50bp
Currencies — A Fomney win should be dollar beanish, as it boosts nsk assets

Commaodities — We stay long base metals.
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Risk markets continue to vo-ve, with this week being up, while Iast week
was down. Bond markets are nurronng the move, in reverse. Most miarkets
remam withm thewr Joamonth range, but credit s outperfornung with spreads
reachang new lows for the year

We continue to see sk markets supported by a better mean, despite a poarer
maale. That is stanshes language for sasing that our best-guess modal forecasts
for global econonue growih and earmngs next year are sull edging gently down,
but the probability weighted mean of different cutcomes for next vear is, in
conmrast, sull slowly mmproving This &5 because we and the market are
gradually seemg lews downsade nsk emanatng fom Chima and Europe, even as
concerns dre fsing about the so-called US fiseal chiff

The econonic data fow contnnes o show signs of a bottoong and a conung
rebound m growth. A few weeks ago. we got upward moves in PMIs. and
especially 1n orders relatrve o mventonies, This week, we recerved strong
demand-nds data on consumption for September m the US, UK and Clana
Business capital spendng remans weak, though Watch out next week for US
durables and flash PMIs for finher confirmation of the coming rebound . On the
policy sade, owr US economusts reassessed the hkely fiscal nghtenung next year
and upgraded the total fiscal drag to -2%, thus forcmg 2013 US growth dowm
fromn 1.9%6 10 1.7% (see Michael Feroli, The US Fiseal clift an updare and a
downgrade, m todsy's GDIF)

In event risk terms, concern that grudlock in Washmgton wall push the US mao
recessu 15 risang. if only becanse decision time 15 peanng ad both sides wall
try to show how commutied they are to ther pomtions. At the global level, we
believe these greater concerns are offset by reduced womes about a Chmese
hard landing and a Ewo moplosion
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