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Voters driving market volatility

In brief

* Juneelections in Europe, India and South Africa caused market volatility
due to political surprises, but investor calm was restored in India and
South Africa after coalition governments were formed.

» Political uncertainties cause market volatility, but stability returns post-
elections. Investors are focused on fiscal discipline and trade policies, with
diversification as a hedge against uncertainties.

» Developed market central banks have started their rate cuts, albeit very
slowly and unwilling to commit to a set path given sticky inflation.

June was a busy month for politics around the world. South Africa, India and Mexico all
announced their key election results. The European parliamentary elections saw a surge in
popularity of far-right parties, which triggered the French parliamentary elections. All these
events have caused some market volatility amid surprises and political uncertainties. In
some cases, such as India and South Africa, investor calm was restored. These events could

serve as useful precedents for the U.S. elections in November.

India roaring ahead despite BJP losing its majority

Prime Minister Modi and his Bharatiya Janata Party (BJP) lost their majority in India's lower
house of parliament in the latest elections and needed to form a coalition with their political
partners. This initially raised concerns over policy continuity in building infrastructure and
developing the country’s manufacturing sector. However, these concerns were addressed
as PM Modi was able to retain his top ministers in key positions, including the finance
minister, home minister and external affairs minister. As a result, MSCI India was up another

3.8% after the election-induced volatility.

South Africa also saw its ruling African National Congress (ANC) party lose its absolute
majority for the first time since the end of apartheid. It was forced to form a coalition, with
some ministerial posts allocated to business-friendly opposition politicians. The potential
improvement in the business environment and fiscal discipline was welcomed by the

market, as reflected by the rebound in the stock market.

A further shift to the rightin Europe

The 2024 European parliamentary elections saw far-right parties gaining significant ground,
especially in Austria, France, Germany, Italy and the Netherlands. However, it is worth noting
that these far-right parties are far from a homogenous group and have significant variations
in the policies they advocate. Also, it is important to realize that few, if any, of these far-right

parties are looking to push their countries to leave the European Union or the euro area.
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The results from the European parliamentary elections prompted French President Macron to call a shap parliamentary election. The first

round of elections saw the Rassemblement National (RN) far-right party leading the race with 34% of the votes, followed by the left and far-
left coalition. The second round of elections is scheduled to take place on July 7, and at the time of writing, it is still too early to call who will
win. A key concern for the market is the new parliament’s fiscal policy intentions. More spending and fewer taxes to boost growth seem to

be the preference, which could raise questions about the fiscal sustainability of France. This could be a shapshot of the policy bias of

other European political parties in the medium term.

The race to the White House

Each country’s political and economic background is clearly different, but it is still worth trying to link back to these experiences and
extrapolate how the U.S. presidential and congressional elections would impact markets. We see three takeaways that are relevant for

Asian investors.

First, investors clearly do not like political uncertainties, which was a source of market volatility. We note the same pattern in the U.S. with
higher volatility before the elections, but volatility quickly calmed after the results were announced, regardless of which party candidate
won. This was the case for both India and South Africa. The key is the continuity of a supportive environment for businesses and economic

development.

Second, investors would be focusing on the future government’s fiscal discipline. One of investors’ concerns over populist governments
gaining power in Europe is whether politicians will placate voters’ demands for more spending and fewer taxes, without a realistic way to
fund such deficits in the long run. Many would recall the turmoil in the UK government bond market in September 2022, when the
government proposed tax cuts without a credible way to rein in the deficit in the long run. In the U.S., there is limited room to cut health
care and Social Security spending. Former President Trump suggests that he would make the 2017 tax cut permanent, which would make

the long-term fiscal picture even more challenging.

Overall, the difference between the two candidates on the fiscal outlook is small. The key would be the outcome of the congressional race.
If the next president’s party also wins both the House and the Senate, then the risk of a wider fiscal deficit and a more rapid buildup of
fiscal debt could be a bigger risk. For example, Trump could extend the 2017 tax cuts. This could imply a higher risk premium in U.S.
government bonds in the long run, not only because of the high supply of bonds but also the possibility of higher inflation from greater

fiscal stimulus.

Finally, all elections naturally aim at domestic voters. The perceived damage from international trade could also be a factor to consider.
President Biden raised or imposed new tariffs on Chinese exports of electric vehicles, batteries and medical equipment, citing unfair
trade practices and national security concerns. Former President Trump threatened to impose a 60% tariff on all Chinese exports to the
U.S. and a10% tariff on all imports. As we discussed in our mid-year outlook, the best way to hedge against such uncertainties would be
through diversification. Companies may seek to mitigate their supply chain risk by investing in up-and-coming manufacturing hubs,

such as India, Mexico or Southeast Asia.

Central banks’ commitment issue

The European Central Bank has started its rate cut cycle, even though it is not willing to commit to a set path given the volatility of inflation.
For the U.S. Federal Reserve (Fed), its latest forecast of the policy rate showed that the members of the Federal Open Market Committee
(FOMC) are on average expecting only one rate cut in 2024 and four cuts in 2025. While a September cut is still possible, it would need a
series of soft inflation data in the coming 2-3 months. In addition to the Fed policy outlook, the bond market could also be worried about
future bond supply from the next government as mentioned above. This would imply investors may opt to remain short duration in the

near term.
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Global economy:

Inthe U.S., inflation data came in softer than expected, with
the May headline consumer price index flat compared to
April and core inflation up 0.2%, below market consensus.
The personal consumption expenditures deflator showed a
similar trend, supporting the Fed’s view to start cutting
rates before the end of the year. Retail sales and housing
data indicate that high rates are cooling the economy. The
Fed’s latest forecast shows most FOMC members expect 1-2
rate cuts this year, extending into 2025. The European
Central Bank has also started cutting rates but is not
committing to a set path.

(GTMA P. 22, 28, 32)

Politics and elections captured market attention in June.
Ruling parties in India and South Africa lost their
parliamentary majorities and formed coalitions. European
parliamentary elections saw far-right parties gaining
ground, especially in Germany, France and Austria. While
these parties no longer advocate leaving the euro area,
their populist policies could increase fiscal deficits, raising
concerns forthe bond market.

(GTMA P. 27)

Equities:

Global equity markets had mixed performance in June. The
U.S. market continued to rise, led by tech companies, with
the NASDAQ up 6% and the S&P 500 up 3.5%. A potential
risk is a squeeze on profit margins, especially in the
consumer sector, as U.S. consumers become more price-
sensitive after years of high inflation, limiting retailers’
ability to raise prices.

(GTMA P. 34, 50)

Europe was weighed down by the rise of populist far-right
parties and potential changes to the business and
economic environment, with the Stoxx 600 Index down 1.3%
in June.

(GTMA P. 54)

Asian tech exporters outperformed, with MSCI Taiwan and
MSCI Korea up 9.2% and 5.3%, respectively, outperforming
MSCI Asia ex-Japan’s 1.2% return. The ongoing recovery in
Asian exports and expectations of artificial intelligence (Al)
driving hardware demand should support earnings and
market outlook. China’s performance was disappointing
due to a lack of fresh stimulus and cautious consumer
sentiment, with MSCI China down 4.3% for the month.
(GTMA P. 34, 40)

Fixed income:

Softer economic and inflation data in the U.S. have nudged
U.S. Treasury (UST) yields lower, despite the Fed’s revised
forecasts for fewer rate cuts this year. The 10-year UST yield
dropped from 4.45% to 4.2% in mid-June, and the 2-year
yield fell from 4.9% to 4.756%. However, concerns about U.S.
fiscal sustainability, especially with Trump leading the
presidential race and the potential extension of the 2017 tax
cut, are reflected in the long end of the yield curve.

(GTMA P. 56, 60)

In Europe, the shifting political landscape, particularly in
France, is raising concerns about high fiscal deficits and
rising government debt. The yield spread between French
government bonds and German bunds widened as the far-
right RN gained considerable voter support.

(GTMA P. 60)

Corporate credit spreads remained largely steady in June,
with U.S. high yield spreads staying between 350-370 basis
points. Given that spreads are already trading at the
bottom of the multi-year range, returns for corporate
credits are expected to come mainly from yields rather
than capital appreciation.

(GTMA P. 56, 59)

Other assets:

The U.S. dollar index rose from 104.15 to 105.70, boosted by
the Fed’s reluctance to cut rates. The Japanese yen fell
3.3% against the U.S. dollar, pressured by the Bank of
Japan’s cautious approach to monetary policy
normalization amid weak economic performance.

(GTMA P. 70)

Brent crude prices rose 10% in June, from USD 77 per barrel
to USD 86 per barrel, driven by steady global economic
growth, ongoing OPEC supply cuts, a sharp drop in U.S. oil
inventory and potential short-term supply disruptions from
hurricanes.

(GTMA P. 73)

Gold prices moved sideways in June, as demand from
central banks slowed following strong gains in the past
year. The Fed’s delayed rate cuts and easing inflation are
also cooling demand for gold for now.

(GTMA P.72)
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The Market Insights program provides comprehensive data and
commentary on global markets without reference to products. Designed as
atool to help clients understand the markets and support investment
decision-making, the program explores the implications of current
economic data and changing market conditions.

Forthe purposes of MiFID I, 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 documentis 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, noris it
a commitmentfrom J.P. Morgan Asset Management orany 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 supportan
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 relevantinformation before making any investment.
Any forecasts, figures, opinions or investment techniques and strategies
set out are forinformation 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 atthe
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 currentand
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
Dealerin all Canadian provinces and territories exceptthe 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.ar.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), 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.
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