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Summary

1. Outlook for the global economy and investment asset
over the next 12 months

> Weak growth, but no recession. Poor returns from most asset
classes.

2. Put that view in alonger term context

> Zero (even negative) interest rates, Fed raising rates only after six
years of expansion.

3. How to make money (or at least avoid losing money)
> Be cautious. But there is risk in not taking risk
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Low Returns Everywhere
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Manufacturing Versus Services
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A Classic Hog Cycle
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U.S.: Both Consumption & Capex Sluggish
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Europe: Better But Hardly Inspiring
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Japan: Is Abenomics Working?
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Japan Faces Huge Structural Headwinds
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China Should Avoid A Hard Landing
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As Long As Currency Policy Doesn’t Trip It Up
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EM At The Start Of A Massive Deleveraging
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No Sign Of Recession Yet
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What Roadmap To Use
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Equities Are Not Cheap
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And U.S. Profit Margins Have Peaked
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Trajectory Of Fed Price Hikes

EFFECTIVE FED FUNDS RATE
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Dollar Usually Moves In Long Waves

RESEARCH

L0 L0 Lo Lo LN
N — o
— — — © ©
T T 0
~.‘IF e
l‘..- \m
..lo
(2
54 |
» i
' -
.II” 0
.f‘ll" \m
e 1N
II‘I'
"amamgy T
* \llf!!* N
4 [ A i
< To)
- ﬁu 10
_ Py o
o ol I
DE .-ﬂ15| I
awm mn® 4
__._||_E ﬂ-‘ﬁ-l
nd LY 7
Ta e 18
ﬁb 1 Ilﬁl.. S
o o ) 1
W_/ Q.ﬁ. | .
> 9 - 38
E/1_\ I*.ll.h.l \ o
Ow ., i @._V
<O % 0 <
< Co 1O T
o4 we 192
y LU as ¥ Z
0p] » <
- > llv . %
o< EA 4 o
¥ =
| “ﬂ. . o
“ ) 3 o 5
u _...-u.ﬁ 18 x
e o i
n M 1< Q
ﬁqlh z
PR ) 14
Iw | <
'l-ll‘ |
A -'-Jl | @_
“ﬁ i 0O
-I‘n-lnl 100 0
. -I' o) Ww
- l.lb B 1 _Hm
... G
“ 1@
e {1 3
-ll’i L
ll‘_. - [a)
lflll-ll-’ % M
-____f-f 9N
>, 2173
o o
a» 8 iz
‘-\!-1- m 7 w
4
» ] <
o L
$ g |1«
Il‘ x \9 _n._uuu_
. 31 ¢
Y 3 e o o
L IIIII‘II L L MA\V
Lo L0 Lo
T 2 8 8 o3

1
18




So Do Commodities

REAL* RAW INDUSTRIALS PRICES (USD TERMS)

TREND**
5 TREND +/- TWO STANDARD DEVIATIONS*** I
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* ADJUSTED BY U.S. GDP DEFLATOR.
** TIME TREND FROM 1800 TO 2008.
19 *** DEVIATION FROM 25-YEAR TREND m
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But Oil May Rebalance By Mid-2016
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Avoid The Emerging Markets Trap

EMERGING MARKETS VS.DEVELOPED MARKETS
RELATIVE MEDIAN PRICE-TO-EARNINGS RATIO*
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* INCLUDES 50 INDUSTRY GROUPS.
SOURCE: MSCI Inc. (SEE COPYRIGHT DECLARATION).
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U.S. Junks Bonds Offer Best Risk/Reward
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U.S. Equities Safer Than European Ones
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Japan As a Trade
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BCA Recommended Asset Allocation
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Recommended Allocation

GLOBAL ASSET ALLOCATION -
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* WE RAISED TO OVERWEIGHT IN OUR SPECIAL REPORT
DATED DECEMBER 11, 2015, ENTITLED “HIGH-YIELD BONDS:
LOW VOLATILITY EQUITIES?” AVAILABLE AT
GAA.BCARESEARCH.COM.
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Conclusion

» Cash yields zero, government bonds 1%, and equities are
expensive.

» In this world, be nimble to make a positive return.

» But thereis risk in not taking any risk too.

» The global economic expansion is likely to continue for a
couple of more years.

» ...unless the Fed has made a mistake.

» But the next global recession, when it comes, could be a
nasty one.
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