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IN BRIEF
• After a thaw in the trade war and a year of three Federal Reserve rate cuts, along with easing
by dozens of other central banks, we have lowered the probability of Recession to 25%.
• Lower interest rates freed up U.S. consumers to spend and save, while emerging market
rate cuts limited trade war-induced damage; Europe and Japan, however, still struggle.
• Sub Trend Growth is our likeliest scenario (55% probability) as global growth bottoms,
including in the emerging economies—but we can’t see the next impulses that would
ratchet growth higher.
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• Among our top picks: Emerging market debt, focused on local currency; higher rated
short-duration securitized credit, including non-agency CMBS; select investment grade
credit and U.S. Treasuries, with yields expected to trade around current levels.

20/19 HINDSIGHT
In retrospect, it was all so clear. The Federal Reserve’s (Fed’s) pivot at the start of 2019 told us
the central banks recognized they had little choice but to reverse their tightening policies of
2015–18 in an effort to offset the impact of the escalating trade war and tariffs. And that’s
exactly what they did. Throughout 2019, as tariffs were increased and trade tensions escalated,
the Fed cut rates three times and soothed the markets. And it wasn’t just the Fed. Globally, 40
other central banks cut rates a combined total of 63 times, for a cumulative 3,000-plus basis
points (bps) in easing. They literally flooded the global markets and economy with liquidity. And
then, like a holiday miracle, the U.S. and China sought to ease trade tensions by working toward
a phase one deal. Suddenly, as we head into 2020, the combination of overwhelming central
bank easing and the de-escalation in trade tensions has provided a powerful backdrop to the
markets. For the participants at our December 11 Investment Quarterly (IQ) in New York, the big
question was whether these factors were enough to turn the global economy upward, with the
markets to follow.
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MACRO BACKDROP
There was significant criticism at the start of the year that the central banks had very little
firepower left to offset any slowdown. That proved to be a serious underestimation. In the U.S.
alone, the 75bps in interest rate cuts led to a surge in home mortgage refinancing that freed up
income for consumers to spend on housing and durable goods. Further, the reduced cost of
debt servicing strengthened consumer balance sheets.
But perhaps the biggest economic surprise was in emerging market (EM) economies. As China
struggled to manage its tariffs-induced economic slowdown, the other emerging economies

GLOBAL FIXED INCOME VIEWS

were expected to get caught in its downdraft. This was true to
some extent, but the tremendous amount of rate cutting (over
2,800bps in the emerging markets) and some fiscal stimulus
out of China, Asia and Europe helped to limit the downside.
This can be seen in the greater resilience of EM manufacturing
purchasing managers’ indices (PMIs) vs. those in the developed
market (DM) economies.
Before we get too optimistic on the current state of play, though,
let’s not forget that Europe is still struggling and Japanese
growth has been dragged down by the consumption tax hike.
While it’s nearly impossible to identify a European country with
the ability and appetite for a fiscal spend, any fiscal package in
Japan will result in only a small boost to growth.
Meanwhile, the central banks are tripping over one another to
tell us that they are on hold and drawing a line under the
amount of accommodation and number of unconventional
tools they are willing to deploy. Both the Fed and the European
Central Bank have made it clear that the politicians must step
in and help. Will it be a trade compromise? Concerted
borrowing and fiscal stimulus? Or some form of lasting
structural reform?

SCENARIO EXPECTATIONS
The probability of Recession had to come down from 40% to
25% in acknowledgment of the quantity of global central bank
ease and the bias for the U.S. and China to try to maintain
some middle ground. We did not reduce it further because,
one, those in the central banking community are telling us they
are reluctant to ease further—they prefer help on the fiscal
side or through structural reform—and, two, the devil will be in
the details of any trade compromise.
We consequently increased the probability of Sub Trend Growth
from 40% to 55%. We have to appreciate that after a two-year
downdraft the global economy is bottoming. This is particularly
true in the emerging economies, where the BRITs (I couldn’t
resist: not the UK after Brexit, but Brazil, Russia, India and
Turkey) are contributing the most to the EM growth pickup.
The tail probabilities of Above Trend Growth and Crisis
remain just that at 10% each. Significant global fiscal stimulus
seems as unlikely as the central banks withdrawing all their
monetary accommodation.
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RISKS
The biggest risk remains on the trade front. If China and the
U.S. cannot agree to a status quo with modest de-escalation,
and/or the U.S. looks at putting tariffs on Europe or Latin
America, the global economy would invariably shift downward.
As we roll into 2020, the U.S. general election will take center
stage, with the campaigning and rhetoric commencing in
earnest. An early look suggests that it will be difficult to find a
moderate who can win.

STRATEGY IMPLICATIONS
What a difference a quarter makes—or, more to the point, my
goodness, how the combination of dramatic central bank ease
combined with positive trade rhetoric can alter one’s views. Our
bias has shifted from defensive to more focused risk seeking.
Emerging market debt surfaced as our top choice. We favor
segments of the market that lagged the rally in corporate
bonds; for example, emerging market currencies look
convincingly left behind. Local emerging market debt (Russia,
Mexico, Peru and Indonesia) and currencies were our top pick.
Not far behind were the securitized markets (structured credit
and commercial mortgage-backed securities [CMBS]), and then
investment grade (IG) corporate bonds and taxable municipals,
as foreign investors look for incremental quality yield over U.S.
Treasury debt. This is not to say we were particularly bearish
on interest rates. Rather, we believe that with the central
banks on hold, rates will remain anchored around current
levels (U.S. 10-year: 1.5%–2.0%).

CLOSING THOUGHTS
After the last IQ, we positioned portfolios up in quality given
prevailing risks and valuations. While risks have diminished,
valuations are priced for more than our 55% probability of
“Goldilocks.” We will add some risk on the margin in the
sectors noted but are aware that it is late cycle and valuations
are higher ... and that the central bank “put” may not be as
powerful if there is another downturn.
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SCENARIO PROBABILITIES AND INVESTMENT IMPLICATIONS: 1Q20
Every quarter, lead portfolio managers and sector specialists from across J.P. Morgan’s Global Fixed Income, Currency & Commodities
platform gather to formulate our consensus view on the near-term course (next three to six months) of the fixed income markets.
In daylong discussions, we review the macroeconomic environment and sector-by-sector analyses based on three key research inputs:
fundamentals, quantitative valuations and supply and demand technicals (FQTs). The table below summarizes our outlook over
a range of potential scenarios, our assessment of the likelihood of each and their broad macro, financial and market implications.
EXPANSION

SUB TREND

Probability
Change from
last quarter
Drivers

CONTRACTION

ABOVE TREND

RECESSION

CRISIS

Global GDP growth
2%–3.5%
Inflation
0%–2%

Global GDP growth
>3.5%
Inflation
>2%

Global GDP growth
<2%
Inflation
<0%

A disorderly movement in
markets causes systemic
impact and tail risk

55%

10%

25%

10%

+15 percentage points

Unchanged

-15 percentage points

Unchanged

• Global growth bottoming after thaw in the • Significant de-escalation of • Trade war escalates beyond • Geopolitical risks rise sharply
trade tensions, with a major
tariffs to impact sectors such
trade war and a year of monetary easing
rollback of tariffs
as tech and cyclicals
−−Exports rising from low levels, feeding
through to manufacturing PMIs
• Wage growth continues to
• Financial conditions tighten
−−Recovering business confidence keeps
drive consumer and business materially
employment growth stable at high levels
confidence, prompting
• Consumer and corporate
−−Diminished prospects of a disorderly Brexit
further demand growth
confidence erode;
ease euro-area growth concerns
employment indicators
• Leverage for IG and HY corporates has
deteriorate significantly
deteriorated, impacted by slowing EBITDA
• China growth falls below 5%;
growth
oil prices fall below $50/bbl
for sustained period

Monetary
• DM rate cuts on hold; more EM rate
environment cuts likely

• Global economic growth
• Global central bank policy
outlook improves as
rate easing ineffective as
recession probabilities
policy rates approach the
−−Fed considers its current stance appropriate
to support sustained expansion
recede further
zero bound
−−Muted inflation pressures, falling
• Ongoing global monetary
unemployment, strong wage growth give
and further fiscal stimulus
central banks options in event of tradethrough infrastructure/green
related growth downdraft
projects
• Interest rates remain anchored
• Little meaningful fiscal easing
• Higher-yielding external EM debt
provides attractive carry; local EM
duration takes advantge of policy easing

• Central banks stop providing
accommodation, including
actively shrinking balance
sheets
• Restrictive fiscal policy to rein
in debt levels

Market and
positioning

• Higher-yielding external EM debt
• Favor local EM duration,
• Own high quality duration
provides attractive carry; local EM
select EM currencies against • Own DM government bonds
duration takes advantge of policy easing DM and commodity
• Long-duration agency
currencies
• Short-duration securitized credit and
mortgages
higher rated nonagency CMBS tranches • U.S., HY; higher yielding EM
countries and corporates.
• Intermediate BBB, B corporate credit,
select 30-year IG corporates
• U.S. Treasury duration at higher rates in
range-bound environment

• Own DM government bonds
• JPY and USD

Source: J.P. Morgan Asset Management. Views are as of December 11, 2019.
Opinions, estimates, forecasts, projections and statements of financial market trends that are based on current market conditions constitute our judgment and are
subject to change without notice. There can be no guarantee they will be met.
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BUILD STRONGER FIXED INCOME PORTFOLIOS WITH J.P. MORGAN

NEXT STEPS

We have built and evolved our fixed income capabilities with just one aim: to build stronger portfolios
that solve our clients’ needs. Today we are one of the top fixed income managers in the world.

For more information, contact your
J.P. Morgan representative.

Diverse perspectives, integrated solutions:
• Access the power of a globally integrated team of investment professionals and our proprietary
research, encompassing fundamental, quantitative and technical analysis.
• Benefit from actionable insights designed to help you invest with conviction, from our regular macro
and market views to our fixed income portfolio construction tools.
• Choose from a wide variety of outcome-oriented solutions designed to address all your fixed
income needs.
• Tap into the proven success of one of the world’s largest fixed income managers, with broad
experience gained across regions and market cycles.

Investments in bonds and other debt securities will change in value based on changes in interest rates. If rates rise, the value of these investments generally drops. Securities with
greater interest rate sensitivity and longer maturities tend to produce higher yields, but are subject to greater fluctuations in value. Usually, the changes in the value of fixed income
securities will not affect cash income generated, but may affect the value of your investment. Credit risk is the risk of loss of principal or loss of a financial reward stemming from a
borrower’s failure to repay a loan or otherwise meet a contractual obligation. Credit risk arises whenever a borrower is expecting to use future cash flows to pay a current debt. Such
default could result in losses to an investment in your portfolio.
For the purposes of MiFID II, the JPM Market Insights and Portfolio Insights programs are marketing communications and are not in scope for any MiFID II / 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.
The views contained herein are not to be taken as advice or a recommendation to buy or sell any investment 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 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. 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 professional advisers, if any investment mentioned herein is believed to be suitable to their personal goals. Investors should ensure that they obtain
all available relevant information before making any investment. 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 Company’s Privacy Policy (https://www.jpmorgan.com/global/privacy). For
further information regarding our local privacy policies, please follow the respective links: Australia (https://www. jpmorgan.com/country/AU/EN/privacy), EMEA (https://am.jpmorgan.com/
us/en/asset-management/gim/mod/legal/external-privacy-policy), Japan (https://www. jpmorganasset.co.jp/wps/portal/Policy/Privacy), Hong Kong (https://am.jpmorgan.com/hk/en/assetmanagement/per/privacy-statement/), Singapore (http://www.jpmorganam.com.sg/privacy) and Taiwan (https://www.jpmrich.com.tw/wps/portal/Footer/Privacy).
This communication is issued by the following entities: 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.à r.l.; in Hong Kong by JPMorgan Asset Management (Asia Pacific) Limited, or JPMorgan Funds (Asia)
Limited, or JPMorgan Asset Management Real Assets (Asia) Limited; in Singapore by JPMorgan Asset Management (Singapore) Limited (Co. Reg. No. 197601586K), or JPMorgan Asset
Management Real Assets (Singapore) Pte Ltd (Co. Reg. No. 201120355E), this advertisement or publication has not been reviewed by the Monetary Authority of Singapore; in Taiwan by
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