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Welcome to The MacroReport
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economy, including what was regarded at the time as a somewhat pessimistic take
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Wall Street be scalded if matters heat up and come to a boil?

The MacroReport will consider three scenarios driven by a combination of these
circumstances and events, and conclude with a series of economic fbat®d
ETF portfolios and QuickResporsdkstock choices geared to each scenario.

Please Note The MacroReport introduces a valuable interactive component that now
is available to our subscribersl DOl OEAAO A ONOE?
to major economic shifts on a daily basis and gives access to the most current

revisions and adjustments made to our optimized ETF and stock portfolios
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Yuan Strikes Up an Expanded Band

For the first time in five years, Beijing has widened the daily trading band of the yuan,
doubling the range that it had previously traded against the dollar. The shift, based on
A AAET U OAOA OAO AU #EET A80O AAT OOAI AAI

For a government that holds on extremely tight to its currency reins, this is a significant
increase. It might be viewed as a solid gesture by China to allow the demands of the
market to set a fair value on the currency. It can also be seen as a move in the direction
OEAO #EETAB8O0 1TAx ETATTETC | AAAAOOEED xE
market momentum that the current leader Premier Wen has been quietly building.

The move also makes sense in view of the current and projected slowdown of the

x| Ol A6O OAATT A 1 AOCAOO AATTiTius 7EOE A
primarily due to a decrease in exports, the resulting weakened currency has made this
an opportune time for Beijing to claim it is accommodating U.S. demands to allow the
yuan to appreciate, when in reality it is actually addressing its own internal concerns.

Timing is everything, however, certainly in comedy and definitely in regard to the
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The currency move may have been timed to coincide with the recent G24 meeting in
Washington. It is not uncommon for Beijing to attempt to gain leverage in advance of
any international meeting, and the currency mavene seen in a positive light by both
the International Monetary Fund (IMF) and the U.S. governmectduld serve to

achieve that aim.

The timing of the move might also be seen as an effort to remove attention from a
high-level scandal that offers up all the intrigue and drama of, well, an intriguing
Hollywood film or a typical Washington scandal.

When a top China politico, Bo Xilai, was unceremoniously yanked from his lofty
position over allegations that his wife was involved in a murder, expectations of a
major power struggle surfaced, evoking concerns that the financial reforms now under
way in China might be waylaid in advance of the one@-decade leadership

transition that is scheduled to take place later in the year.

(T xAOAOh OEA ATT1TO1AAT AT O 1T &£ OEA xEAATE
those fears to a large extent, and has indicated to Chwadchers that the progressive
currency moves are likely to continue apace, which is something akin to glacial creep.

The Bottom Line: Neither Wall Street nor the Asian stock markets illustrated much of

A OAAAOGETT OiF OEA AEcC AT1T1 O1 AAT AT O AU O
harbinger of things to come, the widening of the yuan band may eventually prove to be
a major factor in decompressing the Chinese economy at a rate that contributes to a
softer landing than otherwise might be likely to occur.

Still, it remains to be seen if the yuan is actually allowed to trade within the full range
I £/ OEA xEAAT AA AATAnh 1O EAZA£ "AEEET C80 Al
it as contained as it has been over the last several years.
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Cool Down But No Melt Down

#EET A6O . AOGETT Al " OOAADOEIE GBPAOEOBEADI O
GDP expanded at the rate of only 8.1% yearyear, compared to the previous
NOAOOAOGO n8imh xAO EOOO AT1T OCE O OAT A
futures market down in the U.S. Although the Asian markets recovered for the day
better than Wall Street, it is clear that sentiment towards China leans towards the side

of concern.

This begs the question: Exactly how closely should investors be monitoring this
economic behemoth?
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According to an IMF report on China published earlier in the year, while the current
regime in Beijing is doing a lot of the right things to ward off a hard landing, which
might be defined as a drop to st GDPgrowth level, multiple dangers remain.
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1980s, has started to shrink, continuing a thrgear downtrend. Taken as a share of

GDP, 2011 saw a decrease to 2%, off 1.1% from 2010. Another key indicator of the nee
for China to shift its economic focus may be seen in its dwindling export levels. While
exports increased by 7.6% in Q1, that number reflected the lowest level of growth since
the global economy swooned back in 26@809.
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The shift from a China economy that has been fattened up on a diet of investiadnt
growth and an exporheavy trade surplus to an economy geared toward greater
domestic consumption will be a difficult transition to make without a certain level of
disturbance. Beijing will likely continue to explore ways to accomplish this using its
own brand of quantitative easing, though the fear of inflation looms like a shadow cast
from the Great Wall.

Foreign investment declined in March, a continuation of a-fiwventh trend. The
decline is being attributed to the impact of the ongoing disaster that is the European
5TEITT60 O1 OAOAECT AAAO AOEOEOh AlIlTTC xE

One of the key remedies put forward by the IMF report was the need for China to shift
towards greater domestic consumption. This is a huge area of growth, and if an
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effective transition can be made in this direction, it well might be the solution to

#EET A6O AOOOAT O AATTTIEA EI AAl AT AA8 &I O
AO A DPOIT PBIOOGEIT T &£ '"3$0 xAO Anm EI WoXoh
anemic 35%.

The Bottom Line: With a population base on track to hit 1.5 billion in this decade, the
potential of success resulting from a shift in this direction is apparent. The key to this
OOOAOACUBO OOAAAOO xEiIl 1T EA xEOE "AEEEI
into the cult of savings, must reverse the psychology and convince its newly
prosperous citizens to become ardent consumers.

Deflating a Real Estate Bubble?

ITA ATTIPITATO T &£ #EET A60 AATTTI U xEOE A
damage on its economy is the possibility of a real estate bubble. Initially fueled by a
combination of minimal property taxes and the fact that Chinese investors simply had
few options other than real estate if they wanted a return on their money, the market
has now cooled down. The cooling effect is courtesy of governnurgcted efforts

as opposed to freenarket actions.

China: Potential Effects on Property Downturn
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#EET A6O Ci1 OAOT i AT O EO EI PEI ¢ OI [T ETEIEU
sharp downturn in the market, whether as a result of a doragtfitect originating from

a Eurozonebased event or rising inflation. It is closely monitoring the inflow of

overseas funds in an effort to limit speculative investment in its domestic real estate
market, as well as imposing limits on the ability of families to purchase second and
third homes. As well, rising interest rates should help serve as a deterrent to investors
who have been able to capitalize on cheap mortgdgean rates.

The Bottom Line: As evidenced by the syfrime mortgage debacle of 2008, the

ability of a housingrelated bubble to inflict heavy carnage on an economy, both

AT T AOGOGEA AT A CciTAATh EO APPAOAT 08 (1 x #
leaders over the course of the next six months will go a long way to establishing
whether China ultimately lands hard or lands soft.

Trade Wars Found Lurking Just Below Horizon

"AEEET C60O0 OAAAT O OEOAAO O1 EAI O OEA AAI
indicative of how China is not hesitant to wield its massive economic clout.

YT OAODBI T OA O1 OEA %OO1I PAAT 5T EITB80 AALEA
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dissatisfaction by threatening to pull the plug on a massive order it had placed with
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Though the U.S. happens to line up with China in this particular battle, centered upon
OEA %5860 OAI EAT O AOOGAI PO O1T Ai1 06011 AAO
are a number of other tradeelated issues that pits the U.S. in direct opposition to

China.

' 1 OET OCE OEA 51 EOAA 30A0AO0 AT A %OOI PA A
AT T AETET C &£ O Al T OA OI Yom T &£# OEAO Al O1
established that it tends not to be the first to blink.
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' OAT OAAh #EET A6O OAAAT O i1 O6A OI xEAAT O
one of the main issues that have continually surfaced during numerous@hi®a

trade negotiations. However, in any event, it is certain that the move was initiated
AEOOO AT A &I OAIi 166 O AAAOAOGO #EET A6O A
foremost trading partners.

Still, in terms of trade relations, there are two key issues that have the potential to

AEOOODPO OEA AOOOAT O Auil AT EA AAOxAAT OEA
First, there is the virtual monopoly China has on rare earth metals. They have

managed to control 95% of the market, and since the metals are used in a number of
EECE OAAE APblI EAAOQEI T Oh ET Al OAET ¢ A 1 Ol
see how the U.S. might find itself at a disadvantage in future trade negotiations.

7AOEET cOI 160 ZAAOO AOA 11 0 Of &£ O1 AAAh A
that it would reduce exports of the metals by 35%. This is on top of earlier reductions
by Beijing in both 2009 and 200 EA 5838 AT 1T AAOT OACAOAEI
voiced just last month, when Washington announced it was enlisting the World Trade

/| OCAT EUAOETT EI EOO A£EZ£EI OO OI OAOAOOCA #
metals.

Second, there is the matter of U.S. politics. The presumptive Republican nominee for
president, Mitt Romney, has made a campaign promise that illustrates the potential
OEAO PAOOEOAT bPi 1 EOEAO AAT bPI AU ET OEEO
currencyi AT EPOIT AGITTOAG 11 MABRAIO POAOGEAAT AUh OEI
together with the makeup of the next U.S. Congress, could relocate a number of
trade-related issues closer to the front burner than they are at the moment.

The Bottom Line: Beijing might flex its biceps in response to U.S. posturing, and the
subsequent round of maneuvers could escalate into economic trouble for all involved.
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Report update, the risks to the global economy continue to rise sharply. A chief culprit
contributing to that negative sentiment is the Eurozone, no thanks to its tenacious
sovereign debt and banking crisis.

4EA %OOT PAAT #A1 OOAI " Al Ed énd LTRE sefyedias D1 A
a surprisingly effective balm that helped heal the substantial level of fear that had
permeated the global equity markets throughout the majority of the second half of
WoXX8 4EAO OAI EAZLE EO AAAET Ch-yeArGondylelds A A
to the 6% level. Should the yields hit 7% and remain there for a sustained duration,
Spain will be forced into a default situation as debt hits unsustainable levels.

True, the IMF has just secured pledges of $diiidn, bringing to nearly a trillion

dollars that is, hypothetically, available to buffer defaults from the key PIIGS, Spain
AT A ) OAT U8 4EA %OOT UITA8O O1T AAOI UET C PO
UAAEOOG O! EITT A ET OEA xAOAO 1TTA OEOI xO
European Union are unlikely to be solved with bailouts.

4EA AOOOAT O OI OT A T &£ A1l AAGETT O AAET ¢ EA
to affect China directly. However, if leadership tacks left, the austerity measures
demanded by investors are likely not to get enacted. This could easily lead to defaults
Au | Ol OEPI A %OOT UITA Al O1T OOEAOh AT A OEA
could ramp up to something more severe. The resultant lack of import orders to
#EET Ah xEEAE EO Ail OA O AARAET C OEA %560
OAl AOGEOGAT U NOEAEI U ET #EETA8O0 AAiTTTiuUs
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Contribution to Export Growth

(Percent of total)
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The Bottom Line: According to one dark scenario painted by the IMF, China would be
impacted by a EU recession to a high degree, cutting its growth by half and impacting
it to the tune of 4%. Should this occur, there would be no question China would
experience a hard landing, along with the rest of the global economy.
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The Ultimate Bottom Line

Whilethe concept of Hard Landing versus Soft Landing is a catchy metaphor, it offers
a blackand-white picture of a landscape that is more accurately painted in shades of

grey.

)yl OEA AAOA 1T &£ #EET AG60 AAT1TiTiuh OEAOA A
achieved, as may be evidenced by recent currency moves, as well as by the apparent
recognition of its leaders for the necessity to shift fromexport-orientation model

towards a domestic consumpticbased modelStill, unwieldy factors such as rising
inflation, real estate bubbles, and volatile global markets are difficult to manage and
even harder to predict. Ultimately, there remains a high level of volatility that is
important for investors to factor into their portfolios.

Currently, the Soft Landing scenario seems to be the one that is unfolding. But to
continue the metaphor, the landing is an extended process rather than aofine
event, and while the landing gear may be down, the plane is still in the air and far
above the runway.

Should the European sovereign debt crisis deteriorate to a level beyond containment
and into contagion, there seems to be little question that it would have a sharp impact
IT #EET AGO0 AAT1TiTius #1 01 A EO AA -cor@yEEEAE
Probably. That is the terrain where the Hard Landing is to be found.

As for Trade Wars, that scenario contains elements that lend credence to innumerable

Black Swan possibilities. Like wars of any stripe, a trade war could erupt despite the
fact that a thousand commosense reasons remain for it not to be entered into.

Note: The charts and graphs on the next several pages provide-depth analysis of

the three scenarios and offer Optimized ETF Portfolios for each scenario and
QuickResponsB' stock portfolios based on single macroeconomic factors.
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shift conditions further into that direction depends on a number of political and
economic concerns, perhaps equally weighted between the U.S. and the EU.

The assets that were selected as proxies to best reflect trends within the multiple
scenarios include copper, as a proxy for manufacturing sector in China; the

I OOOOAIT EAT Ail11Aoh O OA&EI AAO #EETAGO
strong impact on both short and longer term GDP.

The three economic scenarios were constructed by considering changes in each of
the driving factors as shown in the following table:

The Scenario Box:Soft Landing, Hard Landing, and Trade Wars

The Scenario Box: Soft Landing, Hard Landing, and Trade Wars

BOND
SCENARIO | | EQUITY MARKETS COMMODITIES CURREMCIES INFLATION AND MOMEY | s GDP
VIX - . . . .
Scenari 10-Year - Priceof  Priceof Priceof Australian - 3T . o Gold REIT e
narto Treasury r. ) Grains Copper il Dallar uro ' Prices Index
Volatility
N N M N M M
Soft Landing  Falls Rises o Falls o o Rises  Falls ®  Rises Rises  Rises o o
Change Change Change Change Change Change
. No Rises No Falls Falls Falls ; Mo No
Hard Landing Falls Falls Rises Falls Falls Falls
Change Sharply | Change | Sharply Sharply | Sharply Change | Change
Ri N
Trade Wars %5 Eals | Rises | Falls i Falls | Falls Falls | Rises | Falls | Rises Rises | Falls | Falls
Sharply Change

Source: MacroRisk Analytics

These changes were then analyzed in terms of their impact on a set of 18 MacroRisk
Factors, developed bylacroRisk Analyticsand from there, on the Indexes and
ETFs that are being analyzed.

Emerging trends within each scenario may be tracked by using either commodity
spot prices or representative ETFs that consist of stocks or indexes that best reflect
the respective asset, such as USO, GLD, and VXX.
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China Scenarios at a Glance

Economic scenarios, such as the Soft Landing, Hard Landing, and Trade Wars
scenarios, can be represented in terms of factors. For most stocks, funds, and indexe
the 18 MacroRisk Factors, taken together, explain over 95% of the movement in price
over time.

Each of the 18 MacroRisk Factors is represented by a corresponding bar on the grapt
these bars signal whether the value of each Factor is higher or lower than normal. If
the bar sits on top of the line, the value is higher than average, if the bar drops below
the line, the value is lower than average.

On the graph, any MacroRisk Factors that are inside the green zone are behaving
normally. These are colored blue. The closer the baristo the top aft®A AT o1 1
zone, the more the Factor has been changing recently. If a Factor goes up or down
significantly, the bar crosses the green boundary line and turns red, indicating a level
of risk potential.

This graph provides a snapshot of the current economy.

Current Status of the Economy

MacroRisk Factors' Status as of 3/30/2012
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China Scenarios at a Glance

The following series of graphs providesnapshot ofhe three China scenarios:

Soft Landing, Hard Landing,andTrade Wars In turn, each of the three projected

scenarios are then compared the currenteconomic status, providingn easy,
visualreference

Soft Landing Scenario

Comparing the Soft Landing scenario to the current economic status illustrates

that some of the resulting economic trends are already programmed into the
economy. In particular, the Soft Landing scenario will result in a similar condition
with respect to auto sales and unemployment rate. The decline in orders for new

durable goods is important as is the anticipated increase in agricultural exports.

The market decline in the FTSE and Tokyo Stock Exchange Index are also
noticeable.
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Hard Landing Scenario

In a Hard Landing scenario, investor uncertainty skyrockets, and the FTSE 100 and
Tokyo Stock Exchange Indexes decline. Commodity prices fall, particularly those
that were in high demand due to Chinese expansion. The U.S. dollar rises in value
as investors seek a safe haven. Orders for new durable goods, along with the PMI,
softens. The dampening in both the real estate market and the overall domestic
GDP, due to the softening bilateral trade with a paé$ard-Landing China, is likely.

However, the net result for the U.S. may be positive. The rush of capital back into
the U.S. will be associated with easing credit, as demonstrated by the faster

growth of M2 relative to the monetary base and the softening of bond yields. The
unemployment rate will likely fall, and consumers will respond with an increase in

Hard Landing Scenario
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Soft Landing vs. Hard Landing

The Soft Landing scenario has a somewhat surprising number of similarities to
the Hard Landing scenario. Still, it is more muted in its effects on credit markets,
durable goods orders, and the FTSE and Tokyo Stock Exchange Index.
Additionally, under a Soft Landing, agricultural exports remain more stable, and
corporate cash flow is expected to increase to a greater degree than for a Hard
Landing.

Hard Landing Scenario compared with Soft Landing Scenario
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Trade Wars Scenario

Trade Wars would result in an increase in the domestic economic activity
measures in the United States. Still, it could also be expected to mute the
fragile U.S. economic recovery. Inflation would go up some, while
unemployment likely would fall compared to the current levels. Bond yields
would be expected to fall below the current levels, while housing starts would
be a bit smaller than otherwise expected. Meanwhile, credit availability, as
measured by comparing the changes in the M2 money supply to the monetary
base, is expected to be relatively more restrictive.

Trade Wars Scenario
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