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Corporate Liquidity: Only in China are underwriters brave enough to float new shares. Eight Chinese IPOs are
scheduled this week. Cpany executives apparently believe valuations are generous even though Chinese equities he
been among the worl dds wor st performers this year.
Prudential 6s $21 bi ldfifoenr ionfgf emrew gs h alrhees iants ua edi s csount
are more discriminating about these huge issues than they were a year ago.

As for corporate buying, cash takeovers and stock repurchases have rebounded only in the U.K. Cospitgegehave
stopped selling shares in all the markets we track. They are large buyers in the U.K. and Hong Kong, which suggests
market corrections in these countries might be overdone.

Demand and Flows:In China, retail investors seem to be throwingthe towel after 10 months of losses. Very few
investors are opening stock trading and mutual fund accounts, and those who do are buying little. We doubt the mat
will rebound without the participation of retail investors, as they dominate the eqaity kne t . Meanwhi |l e
Bank of China dramatically reduced issuance of thremth notes in the past five weeks, which should boost market
liquidity.

U.S. investors are extraordinarily bearish on European assets:lisk&l Europe Stock mutual fds have shed 6.0% of
assets this year, easily the largest outflow of any mutual fund category. Additionally, speculative traders have net st
positions of 8 to 1 on the British pound and 4 to 1 on euro futures. Bearishness is so strong that we wameetiohs

can run much further.

Macroeconomic Data:Some European economies show signs of macroeconomic improvement. In the Uddddedue

tax collections jumped 34.0%o0yy in April and 15.9% 30-y in the first four months of 2010, and net puiskctor
borrowing was lower than expected. In Germany, federal tax collections increased-&-4%\April, the first increase
since January 2009. While many European governments are effectively insolvent, we believe liquidity will trump solver
over thenear term. As long as inflation remains moderate, bailouts and debt monetization mean the Eurozone is unlik
to collapse.

Weare neutral (0% long) on all the markets we track.

European Liquidity

$U.S. U.K.: Neutral EWU France: Neutral EWQ Germany: Neutral EWG

Million L1 Buying Selling L1 Buying Selling L1 Buying Selling
Apr 30 1,850 874 2,724 508 0 508 0 0 0
May 7 -205 253 48 28 117 146 82 1 83
May 14 528 91 619 278 418 697 3 0 3
May 21 -103 330 228 71 0 71 1 2 3

Asian Liquidity

$US. Japan: Neutral EWJ Hong Kong: Neutral EWH China: Neutral CSI-300

Million L1 Buying Selling L1 Buying  Selling L1 Buying  Selling
Apr 30 -375 380 5 1,728 31 1,758 1,611 0 1,611
May 7 -3 3 0 -708 53 -655 1,730 0 1,730
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May 14 -186 186 0 1,435 15 1,450 1,011 0 1,011

May 21 -232 232 0 119 26 146 1,540 0 1,540

Note: L1 = Corporate Selling Corporate Buying || Corporate Buying = Cash Takeovers + Stock Buybacks || Corporate Selling = New Offerings + Net Insider Selling
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U.K.: MC $3.1 Trillion / France: MC $2.0 Trillion / Germany: MC $1.4 Trillion

European Liquidity Outlook

United Kingdom: Weekly L1: -$103Million / Market Call: Neutral EWU
L1t

$U.S. EWU New Cash Actual New Net Insider Market

Million Return Takeovers  Buybacks Offerings Trading?® Call
Apr 9 20 1.0% 0 119 199 -61 Neutral
Apr 16 348 0.1% 88 63 486 13 50% Short
Apr 23 -1,810 -0.2% 2,514 87 816 -26 50% Short
Apr 30 1,850 -4.7% 747 127 2,762 -38 Neutral
May 7 -302 -10.2% 114 234 52 -7 Neutral
May 14 411 0.7% 138 126 673 2 50% Short
May 21 -103 -3.2% 159 171 214 14 Neutral

Euronext Paris: Weekl

$ U.S. L1 EWQ New Cash Actual New Net Insider Market

Million Return Takeovers  Buybacks Offerings Trading Call
Apr9 78 -0.3% 0 0 71 7 Neutral
Apr 16 1,597 -1.2% 0 136 1,700 26 50% Short
Apr 23 357 -1.3% 0 0 314 43 50% Short
Apr 30 508 -5.2% 0 0 517 -9 50% Short
May 7 28 -12.4% 0 117 171 -25 50% Short
May 14 278 2.5% 0 418 696 0 50% Short
May 21 71 -1.6% 0 0 71 0 Neutral

$U.S. L1 EWG Announced Announced New Net Insider Market

Million Return Takeovers Buybacks Offerings Trading Call
Apr 9 1 -0.3% 0 0 0 1 Neutral
Apr 16 5,979 -0.3% 0 1 5,980 0 50% Short
Apr 23 -9 0.2% 8 78 78 -2 50% Short
Apr 30 -1 -3.4% 0 0 0 -1 50% Short
May 07 -1,197 -10.3% 0 1,280 86 -2 50% Short
May 14 18 3.3% 0 0 4 13 50% Short
May 21 1 -2.9% 0 2 8 -5 Neutral

! Weekly L1 data may be updated later as more stock buybacks and insider transactions are reported.

? Positive values meainsiders were net sellers; negative values mean insiders were net bGpenpanylevel data is
available upon reques
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Equity Issuancein Europe Slowsfor Fourth Straight Week. Prudential Launches $21 Billionlssueat 80%
Discount. National Grid Announces$4.8 Billion Offering.

Equity issuancén Europetotaled just$645 millionin the past weeklssuance slowed for the fourth straight week, and it
totals only$64 billion this year. Prudentiab s huge $ 21 \bhicH closs@mJune 23fwil bringitige tofalto
$85 billion, which pales against $178 billiam the first half of 2009 Companieswaitbetter times to puspaper

Cancellatiors and postponemesithave been prevalenEighteen POsvalued at $12.1 billiothave beemithdrawn from
European exchangdisis year. The latest casualtig Dutch packaging firm IFCO Systesywhich shelveda $453 million
Deutsche Bors#PO on Thursday

Cancelled IPOs on European Exchan European New Offerings by Country
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Equity issuance could rebound, especially if Prudent@fering drawsstrong demandl and he insureris certainly
serving a relatively sweet deal.eWN sharearepriced ata discount o0B0%to the May 14close, exceptionally kinder than
the average discount of 10% feuropean rights offeringhis year

There are enty of willing selersready to puslpaper when market conditions improve:

1 National Grid whi c h o p e poaer ad gad meiworlksrnsndraiseb4.8 billion The 2for-5 rights
offeringwill priceat 335 pence per sleér a discount of 44%on June 14

1 Bank of Irelanl will raise $1.4 billiorto repay the governmenh June 4.

1 Ferrous Resources, a Brazilian irore miner, aims to raise $3%@00 million via a London listing in June.

1 Jupiter Investment Management aims to raise $320 million via an IPO on June 30.
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Discount on European New Offering
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Pipeline of Pending New Offerings on European Exchan
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Merger Activity Busiest in Britain. Stock Buybacks Show Signs of Lifdn France andU.K. Insiders Not Selling

during Correction.

Merger activity remainedusyin Britain in the pastveek Hedgefund firm Man Group agreed to buy riv@lLG Partners
for $1.6 billion, andhree sma#rdeals were announced:

1 Financial TimegublisherPearsorwill use $148 million in cash to buyocationaltrainingfirm Melorio.
1 BatteryVentures took Vero Software private f&it4 million.
1 Mancheste& London Investment TrusaandStakeholde®MomentuminvestmenfTrustfinalized thér merger
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with large buybackdor B.A.E Systems ($287 million)AstraZereca ($273 million) and Vedanta Resources ($143

companies bought $672

remain strongbecause therare many

pipeline:
billion),

Northstreantforth Ports ($960 million),
Horizon/Qrest Nicholson ($460$540
BlueGem Capital

Stock huybacks have picked up

British

companiesbought$1.1 billion sine the
while Fench

million.
Repurchases were widespraadritain,

million). Only two firms repurchased Francé Publicis Group€$277 million)and GDF Sueg$257 million).
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European insiderare also sending positive
signals. Executives France, the U.Kand
Germany bought $281 million since April
while they sold$270 million. This is the
first netbuying on the three exchanges since
March 2009. We suspet European insiders
have turned more upbeat because a weaker
euro translates intohigher revenues for
exporters

Insider Buying in Europe
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Strong VAT Collections in U.K. Help Limit Public Borrowing in April . Federal Tax Collections in GermanyPost
4.4% Year-Ago Increasein April . Spec TradersStill SellingPoundand Euro.

Tax collectionsin some European countriseowsignsof improvement In the U.K., alueadded tax collectionsimped
34% yearoveryear in April The increase is not an aberration. Védilectionstotaled£28.5 billionin the first four
months of the yeara 15.9% increase frof24.6 billionin the same period a year ago.etgublic-sectorborrowing

totaled£9.9 billionin April, lower than theexpeced£10.9 billion

The budget crisisonethelessemains seriousPublic borrowing in Aprilwasthelargest April total since the inception of
Office of National Statisticeecordsin 1998. The British government had to borrd87.9billion in the first four months

of 2010,18% more thai32.1billion in the first four months of 2009
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Britain: Net Government Borrowing in Apri
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Tax data also shows improvement, albeit smalteGermany Federaltax collections posted a 4.4% ye&go increase in
April (U37.2 billion againsti35.6 billion), while collections posted 26% yearago decrease inehfirst four months of

the year.
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On balancegur liquidity and macro indicatotsaveimproved in the past two month&/arket volatility dampenedgelity
issuarce, and insiders have stopped selling. Stock hakb and cash takeovers are showing signs of difel &x
collections have rebounded in the U.K. and Germany

Additionally, investors are extremely bearish on European equities and curredctedisted Europe Stocknutual funds
have she®.0% ofassets this year, by far the largest outflow of any mutual fund cate§msculative traders haveet
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short positios of 8 to 1 on pound sterling addto 1 oneuro futures Even the Swisdrancis being shaedd and
Switzerland isone of the only Western countries with a fiscally sound governm@iten this extrembearishnesswe
wonder how much further corrections can riie alsosuspechonEuropeanradersgreatlyunderestimate the pride and
symbolic importance of thesuro to European governments amstitutions The euro may not make much economic
sense, butve strongly believeéhe European Central Bank and the European Commission will do everything they can t
preservanonetary union.

Speculative Traders: Short/Long Ratio on Selected Currency Futi

British Pound

Swiss Franc

Euro

/

J09 FO9 M-09 A09 M-09 309 J09 A-09 S09 O09 N-09 D09 J10 F10 M-10 A10 M-10

We turn neutral (0% long) from cautiously bearish (50% shortEWQ (iShares MSCI FrancefWG (iShares MSCI
Germany)andEWU (iShares MSCI U.K.)
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Asian Liquidity Outlook
Japan: MC $3.6 Trillion / Hong Kong: MC $2.3 Trillion / China: MC $3.1 Trillion

Japan: Weekly L1% -$232Million/ Market Call: Neutral EWJ

$U.S. L1 EWJ New Cash Stock Secondary Market
Million Return Takeovers Buybacks Offerings IPOs Call
Apr 09 116 0.4% 16 393 526 0 Neutral
Apr 16 365 -1.3% 216 132 710 3 Neutral
Apr 23 -15 -0.4% 20 21 25 0 Neutral
Apr 30 -375 -0.7% 0 380 5 0 Neutral
May 07 -3 -4.3% 0 3 0 0 Neutral
May 14 -361 -0.1% 69 292 0 0 Neutral
May 21 -232 -1.8% 7 225 0 0 Neutral
Hong Kong: Weekly L1: +$119Million / Market Call: Neutral EWH
$U.S. L1 EWH New Cash Actual New Net Insider Market
Million Return Takeovers  Buybacks Offerings Trading4 Call
Apr 09 1,239 1.3% 0 42.9 1,320 -38 Neutral
Apr 16 854 -2.6% 0 2.2 690 166 Neutral
Apr 23 710 -0.7% 95 1.6 724 83 Neutral
Apr 30 1,728 -3.4% 0 30.9 1,816 -57 Neutral
May 07 -708 -5.3% 0 53.4 233 -887 Neutral
May 14 1,435 0.7 0 14.8 1,476 -26 Neutral
May 21 119 -2.3% 0 26.2 157 -11 Neutral

Mainland China: Weekly L1°: +$1,540Million / Market Call: Neutral CSI -300

$ U.S. L1 CSI-300 New Stock New Net Insider Unlocking Market

Million Return | Cash T/O Buybacks| Offerings Selling Of Shares Call
Apr 09 | 1,403| -0.8% 0 0 1,321 81 1,811 Neutral
Apr16 | 1,806 -0.7% 0 0 1,648 158 5,421 Neutral
Apr 23 | 1,228 -5.0% 0 0 1,122 106 5,744 Neutral
Apr30 | 1,611 | -3.8% 0 0 1,523 88 23,564 Neutral
May 07| 1,730 | -7.5% 0 0 1,689 41 1,566 Neutral
May 14| 1,011 1.1% 0 0 978 32 2,317 Neutral
May 21| 1,540| -3.5% 0 0 1,540 1 11,219 Neutral

% In Japan, we measure corporate actions based on the announcement date and the completion date. In the L1 table, the asa@/id céd
amount and 1/3 of the completed amount
4 Positive amounts mean insiders wereseers negative amoustmea insiders were net buyers
51 = completed new offerings + net insider selliraock buyback$ new cash T/O. We also base our calls on announced new offerings and
unlocking of shares since they have a large impact on future liquidity.
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New Equity Issuance inAsia Totals $9 Billion in May. IPO Wave in China Keeps Rolling. Insider Trading
Subdued in China and Hong Kong

14 - New Equity Offerings in Asia Total $9 Billion in M¢
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Source: Dealogic

Companies in Asia have raised $9 billion in Mayew sharesaleshave fallenacross Asiagexcept in Japan, where new
offerings havencreased t&1 billion in May from $828 million in April. Equity offerings are generally30% to 40%
lower than inApril on most of the Asiaexchangesve track Theyhaveplunged the most in Hong Kongijth a total of
$1.9 billion, the lowesthis year. Three companies have already withdrawn or postpt®@sdvalued at a combinefi3.6
billion. In contrast, thevave of IPOs in Chinpersists. \dluatiors havebeen slashethore than20% inrecentmonths,
butthere are eight IPOs scheduled for the last week of NFay asdng ascompaniesemaineager to get listedt current
valuatiors, we consider the Chinese market fairly valiaen after theecent plunge

Looking ahead, new offerings will dwindle to $500 million in Hong Kong in the next montteaadhartl billion in
Australia We donot expectthe IPO shedulein China toslow or change ithenearterm

Insider Selling in Chine 12 Hong Kong Insider Tradin
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Insider tradings quiet. In China, he nuniber of companiesellingsharegotals apaltry 14in May, down from araverage

of 48 in the first four monthsf theyear Value and count both sit #te lowest level in two yearsin Hong Kong,

insiders have bought a net $271 million in stock in Mg, most in the past six monttendtotal insider trading volume
fell to the second lowegtvelin 14 months The largest insider selling volume occurred in April

Stock Buybacks Rise Modestly in Hong Kong and Japamut CompaniesNot NecessarilyBulli sh.

Stock buybacks in Hong Kortgtal $94 millionin May versus $84 million in April Agile Property the largesbuyerthis
year, remained activeln addition, 21 companies have bought back shares in May, the most in 14.nButlée donot
considermsider sentimertullish becauseepurchase volumemainswithin the range we saw in the past year

Stock Buybacks in Hong Kong
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Stock buybacks in Japan picked up in the past weslexpead. mpleted buybacks tot&l660 million in May as
companies have honorathouthalf of thevaluethey announced in AprilWe donot anticipatemore buyback in the near
termas the market hovemeaiits oneyear average The benchmark Topiis down10.9%for the monthandannounced
buybackstotal only $451 million This suggests Japanesjuities have nofallen far enough to make companies
comfortableaboutrepurchamg shares
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Chinese Investors Remain Extremely BearishLukewarm Demand in JapanWeighs onMarket.

Market sentiment remagrextremely depressl in China Investors opened 289,234 stock accounts and 42,158 mutual
fund accounts in the past wealnd thdour-weekaverageof investment accounts opensits ata sixmonth low

The number of accounts actively traded fell for the fourth straigletkkvie 12 million while the number of accounts
holding stocks roséor the fifth straight weeko a record3.7 million Unlike developed markets, the Chinese market is
dominated by retail investors with highly speculative motiva the marketgains snce May 2005vere wped out in the
past monthso it will bevery difficult to rebuildmomentund especially ashe government iightening liquidity to curb

inflation.
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Source: ChinaClear
China: Fewer Investors Trade and More Hold Stoc
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In Japan, the value of open long margositions jumped 11.1% in the past week, pushing the long/short margin ratio to
the highest levesince 2008 Losses on margin positions rose to 8.4%, a-nieek high and long margin positions have
surged 33% sincéné beginning of April Margin trades who established long positions in April will probably be forced
to close open positions amid this quick pluragding downward pressuo& equity prices.
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On the demand side, retail investors have remained net buyers for four straightwiele Japanese companies show
hesitation Locals sold a@ambined$21.6 billion in stock in Q1 201Qyhile they havebought $3.9 billionin Q2 In
contrast, foreigners hawumped $3) billion in May. Market momentum in Japan is unlikely to shifthe absence of
foreign inflows.
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Bank of Japan OffersOne-Y ear Loans toSpur Demand. Pe o p IBank of China Issues Fewer ThreeMonth
Notes.

Last week the Bank of Japan (BO&pt the benchmarikterest rateinchange@énd announced an eif of oneyear loans

to commercial banks foice lending But this expansionary measumgght fall flat, asl a p an 6 s notsopply, leutm i
ratherwaning demand Domestic demandemainsweak,andforeign investors seem to havemallerappetite forriskd

they preferred bonds to equitiestwo of the first fourmonthsof theyear Japanese bonds grerceived as safe for now,
asinterest ratewill remain nearzero and foreign debt accosfor only a small fraction of the total

I n addi tsiecomomycah hapdbaffadd a strongryen Growth in Q1 201®wed mostly to eternal demand, and

now the BOJis signalng intentiors to interveneshould the yen keep risingrhe yen hasappreciated sharply against the
euro (L7.6%9 andthe greenback3(2%) this year
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