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Hello,
This is David Kelly.

I’m Chief Global Strategist here at J.P. Morgan Asset Management.
As 2026 draws to a close, I'd like to take a quick look at the economic and market

landscape heading into the fourth quarter using slides from our new Guide to the
Markets.



) Components of GDP growth

Contributors to real GDP growth
Seasonally adjusted annualized rate
14%

_awozoss
y Saroot A 2026

12% nominal GDP _ contribution _contribution
G 7 5

10%

Economy

8% 3 14%
0.0% 0.5%

:
!

!

!

!

!

!

!

! b

!

! oo To0% 25% 22%
6% 1

| 4.0% 9%
4% | o P < ® 5%

2%

0%

2%

4%

6%

2023 2024 2025 i 2Q25 3Q25 4Q25 1026 2026

Annual ' Quarterly

prember 30, 2026 JPMOrga-n

2 ASSET MANAGEMENT

After a strong 3Q, we expect economic growth to slow

Growth has remained resilient in 2026, driven primarily by consumer spending and business
investment. While net exports and residential investment have been modest drags, underlying
domestic demand has been solid for most of the year.

However, we expect growth to slow in the fourth quarter. Renewed tensions in the Middle East
have pushed energy prices higher, adding to inflation pressures and weighing on consumers’
real purchasing power. At the same time, with inflation remaining above target and the Federal
Reserve tightening monetary policy, interest rates have risen. As higher borrowing costs work
their way through the economy, they could weigh on consumer spending, housing and business
fixed investment.

Fiscal policy could also becomes less expansionary, particularly if the November elections lead
to divided government in Washington. Taken together, higher energy prices, restrictive Fed
policy and a less supportive fiscal backdrop suggest slower, though still positive, economic
growth for the rest of this year and in 2027.



) Labor market dynamics (em Jus.[18)
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The labor market is tight, but not strong

While payroll gains have bounced around quite a bit in 2026, we still expect hiring to slow in the
year ahead, with job growth averaging roughly 50,000 to 70,000 per month. Part of the reason is
our expectation for slower economic growth. But at the same time, labor supply also remains
constrained. An aging population and shifts in immigration policy are limiting the growth of the
workforce, while strong productivity gains are allowing companies to meet demand with fewer
workers.

This constrained labor supply should also help keep the unemployment rate from rising and may
even push it a bit lower. We expect unemployment to end the year near 4.0%. So while job
growth may not be particularly strong, the labor market remains tight.

However, despite a tight labor market and higher inflation, we're still not seeing any acceleration
in wages. Companies are hesitant to reset pay meaningfully, and workers are nervous about
asking for larger increases. That's helping keep wage pressures in check and reduces the risk
of wage-driven inflation.



Sources of earnings growth and profit margins

S&P 500 EPS growth S&P 500 profit margins
Year-over-year growth broken into changes in revenue, profit margin and share count Quarterly eamings/sales
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Al related earnings growth remains exceptional

Corporate profits continue to be a bright spot for the U.S. economy. Earnings growth is
expected to exceed 30% this year, putting 2026 on track to be the strongest year for profits
since the pandemic.

Much of that growth has been driven by the ongoing Al investment cycle. As hyperscalers
continue to spend heavily on Al infrastructure, the benefits have spread well beyond the
technology sector, supporting strong earnings growth across many of the companies helping
build the infrastructure behind the Al buildout.

Looking ahead, higher interest rates could create challenges for some rate-sensitive sectors, as
higher borrowing costs weigh on profitability. However, Al investment appears less dependent
on financing conditions and more driven by the need to remain competitive. As a result, we think
the Al investment cycle can continue despite higher rates, unless it is interrupted by meaningful
regulation or restrictions.



) Inflation components

Contributors to headline CPl inflation
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The inflation outlook hinges on the Middle East conflict
Inflation has risen this year, largely because of higher energy prices emanating from the conflict

with Iran. As a result, the near-term inflation outlook remains closely tied to developments in the
region.

Unless we see an easing of tensions, we expect inflation to remain moderately above the Fed's
target through the end of the year. The Fed continues to emphasize its commitment to price
stability, meaning investors should expect policy to remain restrictive until officials are convinced
inflation is moving sustainably lower.

So while the return to 2% inflation has been delayed, we don't think it has been derailed. The
recent pickup in inflation reflects temporary shocks, particularly from energy markets, rather
than a broad-based acceleration in underlying price pressures. As a result, we still expect
inflation to gradually cool, even if the path back to target is a little bumpier than expected.



) The Fed and interest rates

Federal funds rate expectations
FOMC and market expectations for the federal funds rate
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The Fed could hike one more time in 2026

Fed policy expectations have changed dramatically this year. At the start of 2026, markets were
expecting two rate cuts. Instead, persistent inflation has pushed the Fed toward a higher-for-
longer stance.

Alongside the 25 basis point rate hike in September, markets are pricing in at least one
additional hike before the end of 2026, most likely coming in December.

The Fed has described these moves as decreasing accommodation rather than restricting
growth. Whether the economy sees it that way remains to be seen.



) Global economic activity momentum
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Global growth remains solid, though mixed

The global growth picture remains constructive overall. With that being said though, momentum
has been uneven across countries. Growth has generally been stronger than expected in the
U.S., Japan and India. Europe has also held up better than many anticipated, partly due to
increased fiscal spending on defense. Despite higher energy prices and relatively weak
domestic and external demand, countries such as Spain and Italy have continued to grow at a
solid pace.

China has seen more modest growth, as weak confidence and ongoing challenges in the
property market continue to weigh on activity.

We remain cautiously optimistic about the global outlook. While regional performance may
remain uneven, the continued Al buildout and increased fiscal spending should help support
activity through the remainder of 2026 and in 2027.



) Dollar drivers

The U.S. dollar Developed market interest rate differentials and the dollar
DXY Index, level Difference between U.S. and intemational 2-year yields*
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Narrowing rate differentials may lead to a softer dollar

The dollar has held up better than many expected this year. Stronger U.S. growth, attractive real
yields and periods of geopolitical uncertainty have all helped support demand for U.S. assets
and the dollar.

However, some of those tailwinds may begin to fade. While the Fed raised rates in September,
other central banks, including the BoJ and the ECB, have also been moving rates higher. As
those rate differentials narrow, the dollar may lose some of its advantage.

That doesn't necessarily point to a sharp decline in the dollar, but it could lead to some gradual
softening. For U.S. investors, that could provide a helpful tailwind for international assets.



) Bond yields and inflation

Nominal and real Bloomberg U.S. Aggregate yields
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Bonds deserve a neutral allocation, without duration or credit bets

Bond yields moved sharply higher this year, climbing back towards levels last seen before the
Great Financial Crisis. That's partly a reflection of the recent inflation shock, but it's also due to
resilient economic growth, concerns about the fiscal outlook and a more hawkish Fed.

Against that backdrop, it's difficult to make a strong case for either extending duration or taking
on meaningfully more credit risk. With less forward guidance from the Fed and several
competing forces influencing bond markets, there isn't an obvious reason to make a large bet in
either direction.

If the economy weakens, bonds could certainly rally. However, that rally may be limited by
ongoing government borrowing, lingering inflation pressures and heavy debt issuance tied to the
Al buildout. At the same time, if the economy continues to avoid recession, credit spreads
already look fairly tight and may have limited room to move lower.

As a result, the risks and opportunities in both duration and credit appear fairly balanced. For
now, maintaining a neutral stance in both seems reasonable.



Top 10 companies by decade (em Jus.] 9)

Top 10 companies in the S&P 500
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Large cap US equities look expensive and overconcentrated

U.S. stocks have continued to perform well this year, led by the largest companies in the S&P
500, particularly in tech. The ongoing surge in Al-related investment has helped drive
exceptional earnings growth. More recently, we've started to see some healthy broadening in
returns, with gains spreading beyond market’s biggest names.

Even so, concentration remains unusually high, with the top 10 companies accounting for nearly
40% of the index's total market value.

Strong earnings growth has helped support elevated valuations. However, with rates moving
higher, elevated valuations leave less room for error if earnings growth begins to slow. In that
environment, the market could become more sensitive to disappointments, whether from
earnings, rates or investor sentiment.

Taken together, this makes the case for diversification, reducing dependence on a relatively
small group of companies.



) Global equity return composition

Sources of global equity returns*
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International equities look attractive relative to the U.S. market
International equities have significantly outperformed U.S. equities so far this year, and we think
that trend can continue through the end of 2026 and in 2027.

One reason is valuations. Even after their recent rally, international stocks still trade at a
meaningful discount to U.S. equities. At the same time, as interest rate differentials narrow, the
dollar could soften, providing an additional boost to international returns for U.S.-based
investors.

Beyond that, fundamentals are also improving in several key regions. In emerging markets, the
Al investment cycle is creating opportunities across global supply chains, while in Japan,
ongoing corporate governance reforms are encouraging greater efficiency and a stronger focus
on shareholder returns.

Of course, there are risks. Just as concentration has become a growing issue in the U.S., we're
seeing similar trends emerge abroad, particularly in emerging markets. So while we remain
constructive on international equities, diversification remains just as important internationally as
it does in the U.S.



) Alternatives and manager selection

Public and private manager dispersion
Based on returns from 2Q16 - 2Q26*
25%

20.4%
20%
17.3%
15.8%

12.7% 75t percentile =
Median 10.1%
10%

9.1%  25th percentile

4.8%

Alternatives
)
2

Large Cap Bonds Non-core
Equities Real Estate  Real Estate

JPMorgan

st
ASSET MANAGEMENT

Alternative investments can add total return, income and diversification to portfolios
The last few years have delivered very strong returns for investors with diversified portfolios of
publicly-traded stocks and bonds. However, that success may make future gains harder to

come by, particularly with higher inflation reducing the diversification benefits that bonds have
historically provided.

As a result, many investors are taking a closer look at alternative assets, including private
equity, private credit, infrastructure and real estate. These investments can offer a mix of long-

term growth, income generation and diversification benefits, although they often come with less
liquidity and greater manager selection risk.

Beyond diversification, alternatives can also provide access to powerful long-term themes. For
example, investors may be able to participate in the Al investment cycle through private

companies developing new applications or building the infrastructure and energy capacity
needed to support that growth.

While alternatives are not appropriate for every investor, we expect them to play an increasingly
important role in portfolios in the years ahead.
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Vinde
of September 30, 2026.

Investors can reduce portfolio drift through disciplined rebalancing

After four strong years for U.S. equities, many investors may find their portfolios are not only
larger, but also more concentrated and more exposed to equity risk than they originally
intended.

Part of the reason is that stocks have significantly outperformed bonds. As a result, what started
as a traditional 60/40 portfolio at the end of 2019 may look much closer to a 75/25 portfolio
today. In many cases, portfolios no longer resemble the asset allocations investors had before
the pandemic, highlighting the importance of periodic rebalancing.

More broadly, both international equities and alternative investments can play an important role
in that process, helping investors diversify sources of return and reduce reliance on a single
asset class.
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