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Hello,

This is David Kelly.

I’'m Chief Strategist here at JPMorgan Asset Management and | head the
team that produces the Guide to the Markets. Welcome to the Economic
and Market Update for the third quarter of 2022.

This year, so far, has been a very difficult one for investors with heavy losses
in both equity and fixed income markets. On the positive side, the impact
of COVID-19 on the economy continues to fade. However, in its place,
investors face new challenges, with Russia’s brutal invasion of Ukraine and
China’s zero Covid policy both contributing to sustained high inflation. In
response, the Federal Reserve has turned much more hawkish, raising



interest rates by 0.75% in June and promising further tightening in the
months ahead.

High inflation and Fed tightening have, in turn, led to fast rising mortgage
rates and this, in combination with fiscal drag, an over-valued dollar,
record-low consumer sentiment and stock market losses, is rapidly
undermining economic momentum.

For investors, these concerns need to be assessed relative to both much
more attractive valuations than at the start of the year and a rational
view of the risk of recession and the economic and policy landscape if
could leave in its wake. The third quarter Guide to the Markets is
designed to facilitate just such an assessment.

However, it is important to do this concisely. There are over 60 pages in
the Guide, but that is far too many for any conversation about the
markets.

So, what we do here is boil it down to just 10 slides. In particular, we
look at the pace of recovery, considering trends in economic growth,
jobs, inflation and growth outside the United States. This is followed by
comments on monetary policy. Finally, we consider the implications of
all of this for those investing in U.S. fixed income and equities as well as
international equities and highlight the importance of a logical rather
than emotional approach to investing.



> Economic growth and the composition of GDP (am Jus.] )
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Entering the second half of 2022, there is a growing danger that the U.S.
economy could slip into recession. On the positive side, while real GDP
shrank in the first quarter, monthly data suggests it lodged solid growth in
the second as the Omicron wave subsided and spending picked up in
pandemic-impacted areas such as travel, restaurants, leisure and
entertainment.

However, entering the third quarter, there are gathering forces slowing
economic momentum. The most important is fiscal drag, with the federal
budget deficit likely to fall from 12.4% of GDP last fiscal year to less than 4%
of GDP this year — the single biggest decline as a percentage of GDP since
the demobilization following the end of World War Il. This reflects an end
to stimulus checks, enhanced unemployment benefits, enhanced child tax
credits and a host of other programs that were supporting the income and
spending of lower and middle-income households. In addition, the housing
sector is being battered by a more than 2.5% surge in 30-year mortgage



rates while U.S. exports are being impeded by a more than 8% rise in the
trade-weighted dollar since the start of the year. This, along with
collapsing consumer confidence in the face of fast-rising food and energy
prices and a slumping stock market, threatens to slow the economy in
the second half of the year, with a rising risk that the U.S. economy could
fall into recession.



> Unemployment and wages

Civilian unemployment rate and year-over-year wage growth
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The labor market continues to be a bright spot in an otherwise gloomy
environment, with the unemployment rate remaining at 3.6% in May 2022
for the third consecutive month, just 0.1% above its 50-year low set in
2019. Even with this, there is a massive excess demand for labor, with the
latest data showing 5.45 million more job openings than unemployed
workers. This excess demand should fade somewhat over the next few
months reflecting slowing economic momentum and diminished business
confidence. However, it could still contribute to further wage gains, with
the wages of production and non-supervisory workers already up 6.5% year
over year. This, in turn, could encourage some to reenter the labor market,

although labor supply continues to be hampered by the aging of the baby
boom and limited immigration.



Strong wage growth will also slow any decline in inflation which has
become the biggest concern for consumers, investors and policy makers.
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Inflation continues to run very hot with a May headline CPl showing an
8.6% year-over-year gain, well above market expectations. Today’s high
inflation largely reflects the impact of surging consumer spending, fueled by
fiscal stimulus, colliding with supply shortages across major sectors of the
economy. More recently, this has been amplified by a general recovery in
airfares, hotel rates, and rents from their pandemic lows. The Russian
invasion of Ukraine and China’s attempts to maintain a “zero-COVID” policy

are extending supply chain problems and year-over-year CPIl inflation may
not have peaked yet.

By the end of 2022, we do expect some of the supply-chain issues to fade,
allowing headline inflation to ease. However, the longer high inflation
persists, the stickier it gets and core consumption deflator inflation could
remain above 3% year-over-year throughout 2022 and 2023. While longer-
term forces could cut inflation further by the middle of the decade, the
potential persistence of inflation well above the Fed’s 2% target over the



next two years has major implications for monetary policy.



> Sources of earnings per share growth (am Jus.] 8)

S&P 500 year-over-year operating EPS growth
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Following a spectacular 2021, in which S&P500 operating earnings per
share rose by 70%, profits are growing much more slowly in 2022. In the
first quarter, operating EPS rose just 4.2% year-over-year and analysts now
expect a less than 8% gain for 2022 as a whole.

Even this may be optimistic. While energy companies will continue to
benefit from high margins, elsewhere, rising labor costs, higher interest
rates and slowing nominal sales growth should bite into profits. In addition,
a much higher dollar will erode the value of overseas sales while recession
concerns could cause managements to take some discretionary hits to the
bottom line while they have a macro-economic excuse to do so.

A recession would, of course, lead to a sharp decline in profits. However, if
this eventually led to less wage pressure and easier monetary policy it could



set up a better long-term environment going forward. Also, while
current gridlock in Washington and the prospect of a Republican
takeover of Congress reduce the likelihood of any further fiscal stimulus,
they also make any increase in corporate taxes less likely allowing after-
tax profit margins to remain at high levels relative to history.



) Global economic activity momentum

Global Composite (manufacturing & services combined) Purchasing Managers' Index, quarterly
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The global economy presents a mixed picture entering the second half of
2022 as is reflected in out PMI heatmap. On the positive side, the effects of
the pandemic are fading in most parts of the world due to widespread
immunity gained from both inoculation and infection and the dominance of
Omicron strains of the virus which appear to be less deadly although more
contagious than the original. However, the Chinese economy continues to
be impacted by the pandemic as it struggles to sustain a zero-covid policy.
European economies are also being badly impacted by the war in Ukraine
which has boosted energy prices to very high levels.

Inflation has become a global concern and most central banks are
tightening policy to combat it. While we do not expect this to result in a
global recession, it should slow the pace of economic recovery around the
world. This should, however, relieve some of the pressure on commodity



prices providing hope that 2023 will see still positive economic growth
but less inflation around the world.



> The Fed and interest rates

Federal funds rate expectations
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A rapidly improving labor market and persistent inflationary pressures has
pushed the Federal Reserve (Fed) to adopt a much more hawkish stance. At
its June meeting, the Federal Reserve increased the federal funds rate by
0.75%, following increases of 0.25% and 0.50% in March and May
respectively. In addition, the Summary of Economic Projections indicated a
median expectation, among the members of the FOMC of cumulative
further increases of 1.75% this year and 0.5% next year, taking the fund rate
to a range of 3.25%-3.50% by the end of 2022 and 3.75% to 4.00% by the
end of 2023. The Fed is also continuing to reduce their huge bond holdings
with the pace of reduction ramping up to a reduction of up to $95 billion
per month by September.

It is worth noting that the Summary of Economic Projections included a
forecast that the year-over-year core consumption deflator inflation rate



would fall from its current 4.9% to 4.3% by the fourth quarter of 2022,
2.7% by the fourth quarter of 2023 and 2.3% by the fourth quarter of
2024. It is also significant that while futures markets now roughly agree
with the Fed’s own forecasts of the federal funds rate for the rest of
2022, they are pricing in Fed easing starting next spring reflecting the risk
that too-aggressive Fed action could tip the economy into recession.



> Fixed income market dynamics (M Jus.] 36)

Yield Retrn Impact of a 1% rise or fall in intere st rates
5 w2 Avg.  Correlation Corralatien|| Tol# relum, assumes a paralel shifl in the yield cune
WS Treasuries &32022 220 YTD Maturity to 10year to SBP 500 -
2v UST =, %
2-¥ear 292% 0.73% T05% 2years na 4 N
Sy T s, g — T
B-Year 101% 1% T % 5 os? = o
s o — 1 7%
TIPS 085% 1 04% B % 10 D58 024 “1.4% 3
- . o P Y LST P 1107
= 10-Year 250% 1 5% ™ 0 100 20 E0% q
[+ 249%
2 e aa Sk oo e % 508 AN UST _”_7:‘__
£ 4
B 5 y J— 1077
H Sactor US Aggregats 27% .
x 4
s 1 2
16 Caps — 1z
LS. Aggregate 372% 1T 10 25% &8 085 a1 L 20% -‘
T 10.2%
16 Carps aTo% 2% 3% 104 a8 043 Canvertities 5.9%
: 2as e Us HY 13.3%
Convertibles TR 388w - 423 oar 5%
4
WS MY foa% & 3 14 58 are Mumicipais i -_ 10.0%
1
Municipals 121% 111% 2 90% 128 na2 o MBS S -_ 6%
4
MBS 3T 1.80% Tl 78 08 1 04 ags | W% Sk
15%
AB5 3% 196% AT 74 441 (7] T——— W 1% rise 11.4%
) ) §.3%
Leveragediosns 833%  4F 409 28 005 aq3 2 1% o 1 20% 3%

i _ JPMorgan
. = ) ASSET MANAGEMENT

High inflation, falling unemployment and the Fed’s much more hawkish
stance led to a sharp backup in bond yields in the first half of 2022, leading
to negative returns across fixed income markets. However, while the likely
persistence of stubbornly high inflation suggests continued tightening from
the Federal Reserve through the end of the year, increasing worries about
recession could limit further increases in long-term Treasury yields. Credit
spreads have also widened out in anticipation of a slowing economy and
this may present opportunities in areas such as high yield bonds and
convertibles provided the economy can avoid a deep recession.



> S&P 500 valuation measures (am Jus.] 5)

S&P 500 Index: Forward P/E ratio
28x

- . Std dev. Over-
g maasre p Latest 25year avg. JunderValued

IE 26x PIE Forward PIE 1694 1685 0.27
CAPE Shillers P/E 2B,74x .01 0.11

2a% Div. Yieid Divdend yield 1.76% 1.98% 0.70

P/B Price to book 3368 3.10x 0.3z
2% A Price to cash flow
EY mirus Baa yield

20

18x

16x

T4x

12x

10x

Bx

JPMorgan
ASSET MANAGEMENT

i st 275 ysenis Tim i

U.S. equities slumped into a bear market in the first half of 2022 as
investors worried about inflation, aggressive Federal Reserve tightening and
the threat of recession.

However, while all of these issues are very real, it is worth noting that the
S&P500 forward P/E ratio is now below its 25-year average of roughly 16.9
times. This should set investors up for better returns in the long run,
particularly if today’s stressful environment is eventually replaced by one of
slow growth, low inflation and interest rates and high profitability
reminiscent of the last decade. Meanwhile, higher interest rates will likely
to continue to cause a compression in valuations across financial markets
with U.S. value stocks and international equities in general being best
positioned to outperform.



) Asset class returns (am [us.[ &1)
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The Asset Class Return page of the Guide to the Markets makes sober
reading entering the second half of 2022, with significant losses in both
global stocks and bonds in the first half of the year and only commaodities,
among the major asset classes, posting significant gains.

However, as investors consider this performance, it is important to take a
longer term view. In particular, it is worth noting that a broadly diversified
portfolio could have risen by more than 50% between the end of 2018 and
the end of 2022. Even with losses this year, many investors are well ahead
of the game in their long-term plans and should reassess how much return
they need and risk they are willing to undertake in order to achieve their
long-term goals.

10



> Consumer confidence and the stock market

Consumer Sentiment Index and subsequent 12-month S&P 500 returns
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For many Americans, the first half of 2022 has been very disappointing with
the Omicron variant prolonging the pandemic, sharply rising inflation and
interest rates, falling stock prices and the shock of Russia’s brutal invasion
of Ukraine. This, combined with a still very partisan political environment
has driven consumer sentiment down to its lowest level on record.

When investors feel gloomy and worried about the outlook, their natural
tendency is to sell risk assets in general and stocks in particular. However,
history suggests that trying to time markets in this way is a mistake. This
slide shows the University of Michigan index of Consumer Sentiment
stretching back over the past 50 years with eight distinct peaks and troughs
noted. We also show how much the S&P500 went up or down in the 12
months following the peaks or troughs. On average, buying at a confidence
peak yielded a return of 4.1% while buying at a trough returned 24.9%.

11



This is not to argue that U.S. stocks will return anything like a 24.9%
return in the year ahead. Many other factors will determine that
outcome. However, it does suggest that in planning for 2022 and
beyond, investors should focus on what they own and valuations rather
than when to buy and sell and how they feel about the world

11
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AN indies are wemanaged and an individesd canmet invest Srectly in an indm Inds retums do aot
Includs fees or expeases.

Equitex

The Dow Jomas Industrial fyerage s 1 pace-sesghied memge of 30 ackvedy Ired et US sk
The NSCIACWI (Al Inden) i3 & fres Mol hats
desuned o measirs e 2quly nerkes perfomence of dekped nd emengry ks

The NSC EAFE indexiBerops, Australasa. Far Essths o e foal WHMWHM|WKIHH
designest I measu i equty markes perlamrance of develped makots, mrkidag e UE

The MSCI Emerging Marinls issex w 0 e Mwmwmmm munnu-qnmt-
M quty mankel peromarce i the gkbal e markes.

The MSCI Ewrepe Indix 5 o froe Soal-adusted make! capitalzancn mder al 1 designed 10 messuss
deveinpad market equiy periomance in Eucpe:

The MSC| Pacific ndex = n free Aosl-adused murket capinlenion index thal == desgred to mesmure equey
mee! peromnce i fhe P g

The Russel 00 Indax® maasins fe pedomance of he 1000 lgest companiss. i s Rurssel 1000

meuumnmommumamwwmam
rice-R-book raios and hightr oacasied growlh wlues

Fiee imoome

TMEMHM\H Treaaury Bil Index ischishs o ubiicly isseed zero-coupon LIS Tremury Bl fhel
sy makertly of s thas 3 months and mose fen 1 month, e ke inesieent grads, and hise 3250
munmummmlnmnmmmweﬁmus dallers aed mus e
hme s s el
n»mmnwmmdmna-dimlmmdlheumhmmmgml
Vel Markets {EM Harg
Hge Yield indces The mgh yield and ememing mosets Seb-components o metsdy exchisive Undl
qu 1 xu e mae s ncheded CMESS high el secunbes
The Bloomberg Municipal Indes consish of 3 teoad section of ivestment-grade general chigation and v
g:"n-i‘ndmmhnumbmm e mnsmeraged s ppreserriaiee of Be dx sl
")

The o g ameseur of e 1S dolw deamreled
Henting rae wcie A

e - i i ealin conssing of pabich ssud IS
Wwwﬂowm walis Tl e rated newsiesiel grade (BaadBES o highet
WIW”WMMIWWMHMW“MIW%MWW
cutstanding To qually. Bonds must e SEC-egsired

The Bloomberg US 'Hdhduowusﬁem:nhedmwm el Euobonds and
= d&m@mﬂn-aﬂmm

The Russed 1000 e hose Rusaefi with lpwsr prce.
o.book ol and bwer foecasked growh valuem

The Russell 2000 Indexé! memur=s he perfoomance of he 2000 smallest comganes in the Russel 300
ndex

The Russsk 2000 Growth Inden ) meirsares the pafomance of those Russell 200 companiss o hghs
price-rbock raios and higher recasted mnm

the midde of Moodys. AP md Fich e eclaed umm.ﬂmmmscm ofEmen n
2 EMS cousties ar nclied

TMEMIBM!BWMII"“‘ e af
investven god bud whmmmmmmm rwmmhl:
The Bloambeng US TIPS Index comssts of nBaton Pridechin secuies sasd by he U Treasery.

The Rusasil 2000 Pase Rassel wih owst e mn.mmmmamlwmusmmh.m
mmmmmmmwm Eumbonds aced dett matumests ¥ soueregn and ot

The Rusanl] e 3,000 larpsst U & compan madket The JP. High Vield igrad b rimce B avestalie ol the 115 doler domeshic.
izt bigh i corrte bt mevest

The Russsl Midcap indes® memsues the perormance of the 300 smalest ompanies | he Russel 1000

nder.

The Rustol Midcap Growsh indem & memures the performance of Base Russell Midcss compaves with

mnxemmnmmmmmmuﬂ The stocks are dso members of the Russdl

) Girpath irdon

The Resoll Mideap Value leden & measums th prrtormance of thoss Russel Midcap coapones wils lowar
o-book e

bon a0t lower GBS g o e Resel 003V

I
The equbes mavkel The mdes moudes
lmml!msﬂedﬂhﬁvmnb&ﬁulmﬁuus Econamy. Mmlﬂ

value of be ekl nlso pepremerts the ket

mmu 7. Morgan Carparite m-m CEMBI The CENE = a market o

ofthe J. Index he

mumms g e 15 T e " M e b
mmmmmwmmmmmmm

uuamww«mﬂ A Heng!

ety bondy, knes, Euscbonds. mmmmuwra‘mofwwm

The AP, Worg: Diveraitied by eerging

vl by i bame.

The US. Treamary Index 15 a composent of e L5 Sowemmont sde

JPMorgan

ASSET MANAGEMENT

12



J.P. Morgan Asset Management - Definitions
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J.P. Morgan Asset Management - Risks & disclosures

dociwson.makin conditions, v
MEID I, the P4 Market insighks and Porricks b MEIDH
Furthamons, the J P Morgar gl o . hane nol e
Ths docment ' oo e o product, skatagy, plan
parp o I# Mogan i any of opies used o gunere.
parposm oy T por o o
products. in addiion,users should make o independ et stsssamentof the ksl regelsior). 1, el and i s ifany heren
bk ¥ skt Ay fomeats, iguss, op g
oy, b i g e ez i
production. bl My ¥ N sfout] be moted =5l the
e il o past pestormancs and yelds am not st indicalor of cumend and hues resuts
JF Mg o ol 5 affikns woddwada
Bephaatio law, we may o Yocomply wih o ksl gk olocted, st nd
processed by U F pfcse Al Bl
n by # Mogan i ord P M e, m ey
by kol J P Morg: n Canada, for s oy, by L i) M Deaier 0 al Canadamn
el e ¥ iki snd L tewaiart Fund Marisges in Betrsh Cobisbia, Oritsre, Cusste Labeadir. iy JFMrgan Aot Maragement
(LK Limuled, which: & auhi A . by JPhorgs i S arl in AsiaPachic [APALT, by the folowing issung enities and
i ¥ ars siguisled. JPRgsn s Ficdich Lisiled, or JPMarie Furels {Asis) Limdod, or JPMorgan Assel Management Risal Assets | Al Linded, sich of which
g th Ak g, Fldogan Fisg No 1GTB01G6EK) by e
AF  JF Managermend {Jupar) Limied, which is & member Trush I, e Japan nves Ad
Type I Fems Associmor, ard e sapan ol i rggukaen} ry e Fiancial ! Fnancial
T3 in Auskraia. B whokesks chets oy THLA and THIG Act 2001 by JPH ol Managemes | 7 (AL ITAORE) Foral

oo markets in APAC, 1o inkended recipients osky,

For U8 only: Il vou o= a person with & disabilly snd need addioral suoport n sewng the makesl, plese cal s af 18003431113 for smistance
Copynghl 2022 JPMorgan Chase & Co. All rights resered.

Google ametart i o rademark of Google ieo

Amazon, Alees and ol retiied bgos are rademarks of Amazon com, inc. or ity affates

Prepared by Daid P Mady, Jordan i Jaskson Dad M Labowfiz, Jobn ©. Maniy, Mesrs Pasdit Gatniol D Santos, L Sahd Gats, Obas ©
ke, hare: 30, 222 ausistie.
Guidetothe Markets - U

JPLITTLEBOOK | 0803c02al 2865244

Vyes

JPMorgan

ASSET MANAGEMENT

14



