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Greek Déja Vu All Over Again

Executive Summary

Standish Global Macro Strategist Tom Higgins says that while the risks of an eventual
Greek exit from the euro have increased, he believes European policymakers will take
action to avoid that outcome in the short term. The good news, in his view, is that

the global economy is probably better positioned for a Greek exit from the euro now
than it has been over the last two years. Given the political and economic uncertainty
in Europe, he expects some further shakeout in global financial markets, especially
during the summer months when liquidity tends to dry up. Such volatility, he adds,
could create buying opportunities in areas such as U.S. corporate credit and emerging
markets debt where the economic fundamentals remain supportive of valuations.

The Global Economic Expansion Can Weather a Greek Exit

For the third year running, investors are questioning the sustainability of the global
economic expansion. Most of the concern continues to revolve around Europe where the

latest purchasing managers' indexes and GDP figures suggest the region is bordering
on recession. The problems in Europe are aggravated by the backlash against austerity
evident in the recent elections, particularly in Greece. Additionally, the recent economic
data in the United States and China has been disappointing.

Nevertheless, we believe that the global economic expansion will endure. In fact,
we argue that the world economy is better positioned now than it was in the last two
years to absorb a shock, including a Greek exit from the euro. However, we anticipate
periodic bouts of market volatility as a result of political and economic uncertainty in
Europe. We believe such volatility could create buying opportunities in areas such
as U.S. corporate credit and emerging markets debt where the economic fundamentals
remain supportive of valuations. At the same time, we at Standish are positioned for
further weakness in the euro currency and we remain cautious on peripheral European
government debt and European corporate credit markets.

European Elections Imply Shift from Austerity to Growth

The French and Greek elections represent a sea change in Europe. France elected a
Socialist president for the first time in 17 years, while extremists on both the left and right
won parliamentary seats in Greece with no party winning an absolute majority. These
results are the clearest sign yet that voters want to see less emphasis on austerity
and more focus on economic growth in Europe.
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To this end, French President-elect Francois Hollande has promised to raise the minimum
wage in France and pay for the increase with higher taxes on the wealthy. On the European
level, he advocates the use of “project bonds” to finance infrastructure investment and a
financial-transactions tax to finance new spending. The market response to Mr. Hollande's
proposals has been muted, mostly because he has promised to stick to the outgoing
government's commitment to reduce the budget deficit to 3% of GDP by 2013.

By contrast, political upheaval in Greece has unnerved investors and raised the possibility
of a Greek exit from the euro. The radical left-leaning Syriza party, which won the second
largest number of seats in the country's parliamentary elections, has rejected the austerity
measures agreed to by the prior government as part of the €174 billion international bailout
and debt restructuring in March. The resulting political impasse between supporters and
opponents of the bailout package suggests new elections are likely by mid-June.

While we acknowledge that the risks have increased, we do not expect Greece to exit the
euro in the short term. Popular opinion polls suggest that the majority of Greeks still support
membership in the euro and the costs of exit are simply too high.! The reintroduction of a
new drachma would likely be followed by an immediate devaluation, debt default, capital
flight, and a collapse of the banking system all of which would only increase suffering
in Greece. Yet, without modifications to deficit targets and a further restructuring of
Greece's debt burden, the risk of a Greek exit from the euro will increase over time. The
International Monetary Fund expects Greece's debt-to-GDP ratio to top 160% of GDP in
2013, a level that is clearly unsustainable in the long-term.?

Debate About Severity of Global Slowdown Intensifies

The good news is that the global economy is probably better positioned now to weather
a Greek exit from the euro than it has been over the last two years. Foreign banks have
reduced exposure to Greek public and private debt from roughly $185 billion in September
2010 to $119 billion at the end of last year.3 More recently, the European Central Bank’s Long-
Term Refinancing Operation (LTRO) has provided banks in Spain and Italy with enough

liquidity to get through any temporary drying up of funding from the capital markets.

During the first two rounds of the LTRO, the ECB provided roughly €1 trillion in three

year loans to European banks.*

Exhibit 1 - Foreign Exposure to Greece Has Declined Sharply
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1 Kapa Research survey, conducted May 9 and 10, 2012.

2 International Monetary Fund World Economic Outlook Database, April 2012.
3 Bank of International Settlements Consolidated Banking Statistics, March 2012
4 European Central Bank Open Market Operations, April 2012.
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However, a Greek exit from the euro would still be disruptive and would do little to solve
Europe's problems. There is already evidence of contagion to other peripheral European

markets, with Spanish and Italian bond yields rising back toward their highs from late

last year. Moreover, the eurozone's permanent rescue fund, the European Stabilization

Mechanism, is still insufficiently funded to bail out either of these economies were they to

run into more serious problems. Concerns about these issues have brought the euro under
some pressure, with the currency tumbling 3.8% versus the dollar to 1.2735 in the first half
of May.> We expect further weakness in the currency as well as European corporate credit
and peripheral European debt markets.

The deterioration in the European outlook might not be as worrying for global investors
were it not accompanied by weaker data in the United States and China. Employment
growth in the U.S. slowed sharply in April and recent Chinese data on industrial production
and retail sales have been disappointing. Our view is that the U.S. slowdown is temporary
and represents payback for the stronger data experienced at the beginning of the year due
to the unusually mild winter. Barring a shock, we expect U.S. economic growth to remain
in the 2% range in the second half of this year, with monthly jobs gains in the 150,000
to 175,000 range. In that environment, the Fed will likely remain on the sidelines, while
providing assurances that it is prepared to act if necessary. That said, we think more
dovish language from Fed officials can be expected if May's employment report looks
anything like April's. Late this year, the U.S. fiscal drag due to take effect in early 2013
may begin to negatively affect consumer and business behavior as the rhetoric heats
up ahead of the November election. Our base case is that legislators will take action to
prevent full implementation of the $450 billion in tax hikes and spending cuts, but that
some fiscal consolidation is likely.* We believe this could lead to some moderation in
U.S. economic growth in the first half of 2013, which could bring the Fed back into play.

Treasury market is pricing in a higher probability of further quantitative easing from the
Fed. Based on domestic factors, we would expect yields to move a little higher the closer
we get to the end of the Fed's Operation Twist program in late June. Under this program, the
Fed is selling short-dated Treasuries in its portfolio in order to buy longer-dated securities.
Yet, Treasuries will likely remain anchored until the risks in Europe begin to abate.

As for China, we believe the recent slowdown is at least partly reflective of the
government's efforts to rebalance the economy by reducing the dependence on exports
and investment while increasing the share of consumption. The transition has proven
to be bumpier than expected, but progress is being made which we think will increase
the sustainability of the Chinese growth model for the long term. In the meantime, the
government has adopted measures to stabilize economic growth.

Most recently, in mid-May the People’s Bank of China (PBoC) lowered the reserve
requirement ratio by 50 basis points to 20% for large banks and 18% for smaller banks.”
The PBoC has also encouraged commercial banks to increase lending to power, railway and
water projects. Furthermore, the Chinese government is reducing taxes for both individuals
and corporations. We anticipate that these measures will begin to bolster economic activity
in the second half of 2012.

Overall, we expect the economic divergence between Europe and the rest of the global
economy to continue. In addition, we would not be surprised to see a further shake out in
global financial markets given political uncertainty in Europe, especially during the summer
months when liquidity tends to dry up. However, we believe this could create buying
opportunities in areas such as U.S. corporate credit and emerging market debt, where the
economic fundamentals are supportive of valuations.

5 Bloomberg, May 16, 2012.
6 Congressional Budget Office, March 2012.
7 Bloomberg, May 12, 2012.

bnymellonassetmanagement.com



>

BNY MELLON

ASSET MANAGEMENT

The Alcentra Group

BNY Mellon ARX

BNY Mellon Cash Investment Strategies

BNY Mellon Western Fund Management
Company Limited

The Boston Company Asset Management, LLC
The Dreyfus Corporation

EACM Advisors LLC

Hamon Investment Group

Insight Investment

Mellon Capital Management Corporation

The Newton Group

Pareto Investment Management Limited
Siguler Guff & Company LP

Standish Mellon Asset Management Company LLC
Urdang Capital Management, Inc.

Urdang Securities Management, Inc.

Walter Scott & Partners Limited

WestLB Mellon Asset Management

©2012 The Bank of New York Mellon Corporation.

5/12

BNY Mellon Asset Management is one of the world's leading asset management organizations, encompassing
BNY Mellon's affiliated investment management firms and global distribution companies. BNY Mellonis the corporate
brand of The Bank of New York Mellon Corporation. * The statements and opinions expressed in this document are
those of the authors as of the date of the article, are subject to change as economic and market conditions dictate,
and do not necessarily represent the views of BNY Mellon, BNY Mellon Asset Management International or any
of their respective affiliates. This document is of general nature, does not constitute legal, tax, accounting or other
professional counsel or investment advice, is not predictive of future performance, and should not be construed as an
offer to sell or a solicitation to buy any security or make an offer where otherwise unlawful. The information has been
provided without taking into account the investment objective, financial situation or needs of any particular person.
BNY Mellon Asset Management International Limited and its affiliates are not responsible for any subsequent
investment advice given based on the information supplied.

Past performance is not a guide to future performance. The value of investments and the income from them is not
guaranteed and can fall as well as rise due to stock market and currency movements. When you sell your investment
you may get back less than you originally invested. * While the information in this document is not intended to
be investment advice, it may be deemed a financial promotion in non-U.S. jurisdictions. Accordingly, where this
document is used or distributed in any non-U.S. jurisdiction, the information provided is for use by professional and
wholesale investors only and not for onward distribution to, or to be relied upon by, retail investors. * Products or
services described in this document are provided by BNY Mellon, its subsidiaries, affiliates or related companies and
may be provided in various countries by one or more of these companies where authorized and regulated as required
within each jurisdiction. This document is not intended for distribution to, or use by, any person or entity in any
jurisdiction or country in which such distribution or use would be contrary to local law or regulation. This document
may not be distributed or used for the purpose of offers or solicitations in any jurisdiction or in any circumstances
in which such offers or solicitations are unlawful or not authorized, or where there would be, by virtue of such
distribution, new or additional registration requirements. Persons into whose possession this document comes are
required to inform themselves about and to observe any restrictions that apply to the distribution of this document
in their jurisdiction. The investment products and services mentioned here are not insured by the FDIC (or any
other state or federal agency), are not deposits of or guaranteed by any bank, and may lose value. * This document
should not be published in hard copy, electronic form, via the web or in any other medium accessible to the public,
unless authorized by BNY Mellon Asset Management International Limited.

In Australia, this document is issued by BNY Mellon Asset Management Australia Limited (ABN 56 102 482 815, AFS
LicenseNo.227865) locatedat Level 6, 7 Macquarie Place, Sydney, NSW 2000. Authorized and regulated by the Australian
Securities & Investments Commission. « In Brazil, this document is issued by BNY Mellon Servicos Financeiros DTVM
S.A., Av. Presidente Wilson, 231, 11th floor, Rio de Janeiro, RJ, Brazil, CEP 20030-905. BNY Mellon Servicos Financeiros
DTVM S.A.is a Financial Institution, duly authorized by the Brazilian Central Bank to provide securities distribution and
by the Brazilian Securities and Exchange Commission (CVM) to provide securities portfolio managing services under
Declaratory Act No. 4.620, issued on December 19,1997, * Investment vehicles may be offered and sold in Canada through
BNY Mellon Asset Management Canada Ltd., a Portfolio Manager, Exempt Market Dealer and Investment Fund Manager.
* In Dubai, United Arab Emirates, this document is issued by the Dubai branch of The Bank of New York Mellon, which
is regulated by the Dubai Financial Services Authority. * In Germany, this document is issued by WestLB Mellon Asset
Management Kapitalanlagegesellschaft mbH, which is regulated by the Bundesanstalt fir Finanzdienstleistungsaufsicht.
WestLB Mellon Asset Management Holdings Limited is a 50:50 joint venture between BNY Mellon and WestLB AG.
WestLB Mellon Asset Management Kapitalanlagegesellschaft mbH is a wholly owned subsidiary of this joint venture.
* If this document is used or distributed in Hong Kong, it is issued by BNY Mellon Asset Management Hong Kong
Limited, whose business address is Level 14, Three Pacific Place, T Queen’s Road East, Hong Kong. BNY Mellon Asset
Management Hong Kong Limited is regulated by the Hong Kong Securities and Futures Commission and its registered
office is at 6th floor, Alexandra House, 18 Chater Road, Central, Hong Kong. * In Japan, this document is issued by BNY
Mellon Asset Management Japan Limited, Marunouchi Trust Tower Main Building, 1-8-3 Marunouchi Chiyoda-ku, Tokyo
100-0005, Japan. BNY Mellon Asset Management Japan Limited is a Financial Instruments Business Operator with
license no 406 (Kinsho) at the Commissioner of Kanto Local Finance Bureau and is a Member of the Investment Trusts
Association, Japan and Japan Securities Investment Advisers Association. * In Korea, this document is issued by BNY
Mellon AM Korea Limited for presentation to professional investors. BNY Mellon AM Korea Limited, 29F One IFC,
10 Gukegeumyung-ro, Yeongdeungpo-gu, Seoul, 150-945, Korea. Regulated by the Financial Supervisory Service.
* In Singapore, this document is issued by The Bank of New York Mellon, Singapore Branch for presentation to
professional investors. The Bank of New York Mellon, Singapore Branch, One Temasek Avenue, #02-01 Millenia
Tower, Singapore 039192. Regulated by the Monetary Authority of Singapore. In Singapore, this document is to be
distributed to Institutional Investors (as defined in the Securities and Futures Act, Chapter 289 of Singapore)
only. = This document is issued in the UK and in mainland Europe (excluding Germany), by BNY Mellon Asset
Management International Limited, 160 Queen Victoria Street, London EC4V 4LA. Registered in England No. 1118580.
Authorized and regulated by the Financial Services Authority. * This document is issued in the United States by BNY
Mellon Asset Management.

BNY Mellon holds over 90% of the parent holding company of The Alcentra Group. The Group refers to these
affiliated companies: Alcentra, Ltd and Alcentra NY, LLC. = BNY Mellon ARX is the brand used to describe
the Brazilian investment capabilities of BNY Mellon ARX Investimentos Ltda. = BNY Mellon Western FMC,
Insight Investment and WestLB Mellon Asset Management do not offer services in the U.S. This presentation
does not constitute an offer to sell, or a solicitation of an offer to purchase, any of the firms' services or
funds to any U.S. investor, or where otherwise unlawful. = BNY Mellon holds 90% of The Boston Company
Asset Management, LLC and the remainder is owned by employees of the firm. « BNY Mellon holds a 20%
interest in Siguler Guff & Company, LP and certain related entities (including Siguler Guff Advisers LLC).
* BNY Mellon Cash Investment Strategies is a division of The Dreyfus Corporation. * BNY Mellon Western Fund
Management Company Limited is a joint venture between BNY Mellon (49%) and China based Western Securities
Company Ltd. (51%). The firm does not offer services outside of the People’s Republic of China. * BNY Mellon owns
a 19.9% minority interest in The Hamon Investment Group Pte Limited, the parent company of Blackfriars Asset
Management Limited (“Blackfriars”), Hamon Asset Management Limited and Hamon Asian Advisors Limited
("HAAL"). Only Blackfriars and HAAL offer investment services in the U.S. = The Newton Group refers to the
following group of companies: Newton Investment Management Limited, Newton Capital Management Limited,
Newton International Investment Management Limited, Newton Capital Management LLC, and Newton Fund
Managers (CI) Limited. Except for Newton Capital Management LLC and Newton Capital Management Limited,
none of the other Newton companies offers services in the U.S. * BNY Mellon Asset Management International
Limited and any other BNY Mellon entity mentioned above are all ultimately owned by BNY Mellon.

www.bnymellonassetmanagement.com BNY Mellon Asset Management



AIEHMIEIEEEHT, BNY 2Amy - Z—7 (BNY A v aEKESte+5
T IN—T DA TY) OB PEEFSAEN T 2B HRICHOVW T, BNY A2y -
Ty ke wRxT AN s Py RNUBRASHENEREO L, BELZLOTT,

LERHITEROEBMIEEZBEHNE LEb DT, BIF2EMNE L0 TIES Y £H
o MERHIGHE TEZ 2 BN OHEMICESET/ERINTOETRN, ZDOIE
Wetk, B2 ERIET 2 HOTIEILY A, ZIORSNEERZR EIX, 1E
RS CORMTHY . FRIOBEEZMLUICEEINDIELH Y 7,

BNY Ay« 7y b wxPAL b« Dy oS
BNY Mellon Asset Management Japan Limited

B IS 2 AR BRE (&) 5 406 5
UnAt=) fEHEN  BEEFEHS
HEEN  AAGERE GRS



