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IN BRIEF

+ The U.S. economy is moving toward mid cycle, while other developed markets remain
largely in early cycle; signals that the Federal Reserve will eventually remove
accommodation still leaves policy today extremely supportive but mitigates inflation fears.

» We are overweight (OW) stocks and favor cyclical regions; we also expect renewed
focus on earnings quality and secular growth themes. We are OW Europe and Japan,
more balanced between U.S. large and small cap, but feel it is too soon to return to
emerging markets.

» We have a mild underweight (UW) to duration and have pared our OW to credit,
reflecting our belief that rates along the yield curve will increase slowly and that credit
spreads are already very tight. Moderately higher U.S. rates also point to more support
for USD in 2H21.

« Our portfolios are set up for further upside in economic growth and risk asset returns;
inflation risks are fading, but the risks relating to vaccine/virus data, earnings growth
and policy continue to be areas we watch closely.

SINCE THE START OF 2021, GLOBAL EQUITIES HAVE ADVANCED 11% AND

AGGREGATE 10-YEAR GOVERNMENT BOND YIELDS HAVE MOVED 40 BASIS
POINTS (BPS) HIGHER. High frequency data suggest that economic activity is surging,
aggregate household balance sheets are in good health, and economic output in developed
markets is expected to surpass pre-pandemic levels by 3Q21.

The question, perhaps, might be why the Federal Reserve (Fed) has not been even more
anxious to withdraw monetary stimulus than the somewhat hawkish tone at the June policy
meeting implied. The answer lies in the high level of unemployment that has persisted
since the pandemic lockdowns. True, economic reopening will mop up labor slack quickly.
But getting people back to work and reinforcing the recovery remain policymakers’
principal goals today.

At the same time, investors worry about the inflationary implications of massive monetary
and fiscal stimulus. Yet asset markets were less than enthusiastic when the Fed made clear
that it would not allow inflation to run away.
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The Fed’s tone was a hawkish surprise even as its current
policy remains dovish. In the context of the prevailing
economic data, the tone suggests that the U.S. economy is now
in a mid-cycle phase. Mid-cycle dynamics tend to support
stocks moving higher and rates rising along the yield curve —
something we expect to see in this cycle, too. However,
elevated inflation in the near term, pent-up demand and an
excess of global liquidity imply that there may be upside risks
to the normally steady grind of mid-cycle returns.

As the reopening trend spreads out from the U.S., we expect to
see a prolonged period of above-trend global growth. Although
economic indicators in the U.S. point to mid cycle, in Europe
and Japan economies still appear to be in the early phase of
the cycle. With capex strong and consumers poised to unleash
meaningful pent-up demand — likely to be directed more
toward the services side of the economy — we expect above-
trend global growth to persist well into 2022. This will in turn
lend solid support to corporate earnings.

Base effects, supply-chain disruption and the impact of fiscal
stimulus have combined to push inflation higher, notably in the
U.S. As we move toward autumn, we expect inflation to ease
but upside risks to persist. Importantly, the Fed’s marginally
hawkish tone suggests that higher rates — when they
materialize — will from here be led by rising real rates rather
than further advances in inflation breakevens.

With the extremes of policy accommodation likely behind us,
the global economic backdrop has slightly changed, taking on a
more mid-cycle feel. Nevertheless, the surge of reopening
activity and already-ample liquidity support a risk-on tilt in
portfolios. We continue to overweight equities with fairly high
conviction and underweight cash with moderate conviction.

We also overweight credit, but at the margin we are reducing

exposure, given tight spreads. And while we retain an
underweight in duration, our conviction level is low, given
central bank bond purchases.

Within equities, we keep our preference for cyclical markets in
Europe and Japan, and at the margin have trimmed our tilt
toward value-style stocks. While the value factor remains
attractive relative to the growth factor, we are inclined to also
focus a little more on the quality factor as we move into mid
cycle. This leads us to reevaluate U.S. equities, where we
believe quality of earnings and a renewed focus on secular
growth themes may provide support in 2H21. By contrast, we
think it is too early to rotate back toward emerging market
stocks — particularly as the Fed’s recent policy shift lends some
near-term support to the dollar.

In fixed income, our duration underweights are concentrated in
U.S. Treasuries, and our credit overweight continues to be
expressed in U.S. high yield and crossover credit — albeit with
lighter exposures. We continue to expect higher sovereign
yields over the remainder of 2021 but see a much reduced risk
of a disorderly bond market sell-off.

Above all, we look increasingly to diversify equity exposure
across a range of markets, in keeping with the broadening of
global growth. Corporate earnings failing to come through,
unjustified policy tightening and new vaccine-resistant strains
of COVID-19 all present downside risks. At the same time,
consumer and corporate spending booms present topside risks
— which could possibly be followed by an inflationary episode.
But our core case remains above-trend growth well into 2022,
driving further upside to global stocks and, eventually, to
global yields.
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Multi-Asset Solutions Key Insights & “Big Ideas”

The Key Insights and “Big Ideas” are discussed in depth at our Strategy Summit and collectively reflect the core views of the portfolio
managers and research teams within Multi-Asset Solutions. They represent the common perspectives we come back to and regularly
retest in all our asset allocation discussions. We use these “Big Ideas” as a way of sense-checking our portfolio tilts and ensuring they
are reflected in all of our portfolios.

e Global growth above trend; U.S. now mid cycle; other developed markets in early cycle
¢ Inflation elevated for now, but set to return toward target in 2022

e Fiscal and monetary policy accommodative, but past maximum

e UW to duration, especially in U.S., as yields set to steadily rise in 2H21

e Dollar supported near-term by rates, but long-run trend still lower

e Strong EPS upside supports stocks, easing valuations in U.S.

e Stay OW equities with modest cyclical, value and ex-U.S. bias

e Renewed focus on secular growth themes

e Key risks: persistent inflation, new virus strains, policy tightening

Active allocation views

These asset class views apply to a 12- to 18-month horizon. Up/down arrows indicate a positive (M) or negative (W) change in view
since the prior quarterly Strategy Summit. These views should not be construed as a recommended portfolio. This summary of our
individual asset class views indicates strength of conviction and relative preferences across a broad-based range of assets but is

independent of portfolio construction considerations.
Underweight @ Neutral @  Overweight @

Asset class ‘ Opportunity set Change | Conviction

Equities High Further upside to top lines and earnings ahead given above-trend global growth backdrop
MAIN Duration Low Solid growth means yields set to grind upward despite duration demand from global central banks
ASSET
(o W W Credit Low Limited scope for further spread compression, but carry still attractive in some parts of credit complex

Cash
u.s.

Moderate | Higher prevailing inflation and easy policy mean profoundly negative cash rates in many currencies

Moderate | Cyclical sectors well supported and earnings quality high; secular themes beginning to reassert
Europe
UK

Moderate | Meaningful upside potential for earnings as economy reopens, and attractive exposure to cyclicality

Becoming more attractive, but political risks linked to post-Brexit trade issues cast a shadow

EQUITIES

Japan Moderate | Domestic economic outlook improving, underheld by investors and geared to global recovery

Emerging markets Likely held back by high growth style exposure and limited near-term further dollar downside

U.S. Treasuries Low Risk of taper tantrum reduced, but strong growth and more hawkish Fed tone argue for higher yields

G4 ex-U.S. sovereigns Ex-U.S. inflation pressure lower, and central banks more vocally committed to lower yields

EMD hard currency EM economic outlook better, but long duration presents some headwind to returns

4 <

EMD local FX Supported by global recovery and yields are attractive, but rates starting to rise in some EM countries

FIXED INCOME

Corporate investment grade Tight spreads but ongoing demand, especially in longer maturities, likely from portfolio de-risking flow
Corporate high yield
usb
EUR
JPY

EM FX

Low Defaults remain subdued, but generally less attractive in most sectors, as spreads quite tight
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Overvalued with poor fundamentals, but for time being the more hawkish Fed tone is supportive
Low A further leg higher plausible as Europe starts to catch up to the global recovery in mid-2021

Moderate |BoJ's ongoing commitment to easy policy could lead to some weakness as safe haven demand fades
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Low Preferred way to play continuing global growth support of EM economies

Source: J.P. Morgan Asset Management Multi-Asset Solutions; assessments are made using data and information up to June 2021. For illustrative purposes only.

Diversification does not guarantee investment returns and does not eliminate the risk of loss. Diversification among investment options
and asset classes may help to reduce overall volatility.
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MULTI-ASSET SOLUTIONS NEXT STEPS
J.P. Morgan Multi-Asset Solutions manages over USD 290 billion in assets and draws upon the For more information, contact your
unparalleled breadth and depth of expertise and investment capabilities of the organization. Our asset J.P. Morgan representative.

allocation research and insights are the foundation of our investment process, which is supported by a
global research team of 20-plus dedicated research professionals with decades of combined experience
in a diverse range of disciplines.

Multi-Asset Solutions’ asset allocation views are the product of a rigorous and disciplined process
that integrates:

« Qualitative insights that encompass macro-thematic insights, business-cycle views and systematic
and irregular market opportunities

» Quantitative analysis that considers market inefficiencies, intra- and cross-asset class models,
relative value and market directional strategies

« Strategy Summits and ongoing dialogue in which research and investor teams debate, challenge
and develop the firm’s asset allocation views

As of March 31, 2021.

IMPORTANT DISCLAIMER

For the purposes of MiFID Il, the JPM Market Insights and Portfolio Insights programs are marketing communications and are not in scope for any MiFID Il / MiFIR requirements specifically
related to investment research. Furthermore, the J.P. Morgan Asset Management Market Insights and Portfolio Insights programs, as non-independent research, have not been prepared
in accordance with legal requirements designed to promote the independence of investment research, nor are they subject to any prohibition on dealing ahead of the dissemination of
investment research.

This document is a general communication being provided for informational purposes only. It is educational in nature and not designed to be taken as advice or a recommendation for any
specific investment product, strategy, plan feature or other purpose in any jurisdiction, nor is it a commitment from J.P. Morgan Asset Management or any of its subsidiaries to participate
in any of the transactions mentioned herein. Any examples used are generic, hypothetical and for illustration purposes only. This material does not contain sufficient information to
support an investment decision and it should not be relied upon by you in evaluating the merits of investing in any securities or products. In addition, users should make an independent
assessment of the legal, regulatory, tax, credit, and accounting implications and determine, together with their own financial professional, if any investment mentioned herein is believed
to be appropriate to their personal goals. Investors should ensure that they obtain all available relevant information before making any investment. Any forecasts, figures, opinions or
investment techniques and strategies set out are for information purposes only, based on certain assumptions and current market conditions and are subject to change without prior
notice. All information presented herein is considered to be accurate at the time of production, but no warranty of accuracy is given and no liability in respect of any error or omission

is accepted. It should be noted that investment involves risks, the value of investments and the income from them may fluctuate in accordance with market conditions and taxation
agreements and investors may not get back the full amount invested. Both past performance and yields are not reliable indicators of current and future results.

J.P. Morgan Asset Management is the brand for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide.

To the extent permitted by applicable law, we may record telephone calls and monitor electronic communications to comply with our legal and regulatory obligations and internal
policies. Personal data will be collected, stored and processed by J.P. Morgan Asset Management in accordance with our privacy policies at https://am.jpmorgan.com/global/privacy.

This communication is issued by the following entities:

In the United States, by J.P. Morgan Investment Management Inc. or J.P. Morgan Alternative Asset Management, Inc., both regulated by the Securities and Exchange Commission; in Latin
America, for intended recipients’ use only, by local J.P. Morgan entities, as the case may be.; in Canada, for institutional clients” use only, by JPMorgan Asset Management (Canada) Inc.,
which is a registered Portfolio Manager and Exempt Market Dealer in all Canadian provinces and territories except the Yukon and is also registered as an Investment Fund Manager in
British Columbia, Ontario, Quebec and Newfoundland and Labrador. In the United Kingdom, by JPMorgan Asset Management (UK) Limited, which is authorized and regulated by the
Financial Conduct Authority; in other European jurisdictions, by JPMorgan Asset Management (Europe) S.a r.l. In Asia Pacific (“APAC”), by the following issuing entities and in the
respective jurisdictions in which they are primarily regulated: JPMorgan Asset Management (Asia Pacific) Limited, or JPMorgan Funds (Asia) Limited, or JPMorgan Asset Management Real
Assets (Asia) Limited, each of which is regulated by the Securities and Futures Commission of Hong Kong; JPMorgan Asset Management (Singapore) Limited (Co. Reg. No. 197601586K),
which this advertisement or publication has not been reviewed by the Monetary Authority of Singapore; JPMorgan Asset Management (Taiwan) Limited; JPMorgan Asset Management
(Japan) Limited, which is a member of the Investment Trusts Association, Japan, the Japan Investment Advisers Association, Type Il Financial Instruments Firms Association and the Japan
Securities Dealers Association and is regulated by the Financial Services Agency (registration number “Kanto Local Finance Bureau (Financial Instruments Firm) No. 330”); in Australia, to
wholesale clients only as defined in section 761A and 761G of the Corporations Act 2001 (Commonwealth), by JPMorgan Asset Management (Australia) Limited (ABN 55143832080) (AFSL
376919). For all other markets in APAC, to intended recipients only.

For U.S. only: If you are a person with a disability and need additional support in viewing the material, please call us at 1-800-343-1113 for assistance.
Copyright 2021 JPMorgan Chase & Co. All rights reserved.
PROD-0621-553963-AM-PI-GAAV 3Q21 | 0903c02a81cef736

JPMorgan

Asset Management


https://am.jpmorgan.com/global/privacy

	_Hlk75430934

