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Not choosing to cut is still a choice

In brief

» Developed market central banks are hesitating to cut rates given sticky
inflation and the risk of wage growth rebounding. The Bank of Japan (BoJ)
was an exception in raising rates, but it was a very cautious first step.

» Still, steady central bank policy was sufficient to drive equities’ returns.
Gains in the U.S. equity market have started to broaden out. Asian exporters
outperformed in March.

* Fixed income returns were driven mainly by yields. We expect central banks’
rate cuts later in the year should help to boost returns from falling risk-free
rates.

Most central banks have opted to stay put in March, including the Federal Reserve (Fed),
European Central Bank (ECB), Bank of England (BoE) and Reserve Bank of Australia (RBA).
Meanwhile, the BoJ finally exited its negative interest rate policy and yield curve control
(YCC), but the words are louder than action here. As we have argued in the past six months,
the end of the hiking cycle around the world should be sufficient in supporting risk assets.
Indeed, most equity markets delivered positive returns in March, even the unloved Chinese
markets. Fixed income returns have been driven broadly by income, but we expect the start
of the rate cut cycles around the world to boost bond price returns in the months ahead.

Let’s just wait a bit more

Starting with the Fed, the market was worried that a string of strong economic data and
relatively sticky inflation readings could jeopardize the 75 basis points (bps) rate cut
forecasted in December. The Federal Open Market Committee (FOMC) did express
increased confidence in economic growth, revising its growth forecasts for 2024, 2025 and
2026. While core personal consumption expenditure (PCE) inflation for the fourth quarter of
2024 was revised higher, unemployment rate forecasts were lowered for 2024 and 2026. To
the market’s relief, the median projection for the policy rate for the fourth quarter of 2024
remained unchanged at 4.6%. This is equivalent to a total of 75bps of cuts before year-end.
By the end of March, the Overnight Index Swap market was pricing in the Fed’s policy rate to
be reduced by 70bps by the end of 2024, compared to a total of 90bps of cuts at the start of

the month.

Inflation data in the U.S. has been steady. The month-over-month change in headline
consumer price index (CPl) and PCE deflator stood at 0.4% and 0.3% respectively, which is
in line with the trend in recent months. Ideally, this would be easing more in the months
ahead. This view was also echoed by Fed Chair Jerome Powell recently. We believe that
housing costs and inflation momentum from selected services, such as health care and
auto insurance, should cool in the months ahead. Since the job market continues to be

strong, this allows the Fed to opt for the status quo for longer.
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The RBA and the BoE both kept their policy rates unchanged in their March meetings. The RBA is still watchful over the tight labor
market, which could lead to wage inflation. For the BoE, the voting pattern of the Monetary Policy Committee (MPC) members is telling.
In the February meeting, two MPC members voted for higher policy rates, while one voted for a cut. In March, the vote was 8-1, with one

member voting for a cut.

Overall, we may see some central banks actually starting to cut rates in June, but the risk is for them to stay on the hawkish side and

wait longer.

As for the BoJ, it ended negative interest rates, YCC on the Japanese Government Bond market and purchases of exchange traded
funds and Japanese real estate investment trusts. On paper, these are historical steps to end its ultra-loose monetary policy and
quantitative easing. Yet, upon looking more closely, the actual changes are less dramatic. This partly explains why the Japanese yen

(JPY) weakened beyond 150 against the U.S. dollar after the announcement.

After all, the Japanese economy entered a slowdown late in 2023. While it avoided two consecutive quarters of gross domestic product
(GDP) contraction, private consumption was still soft. This might be boosted by wage increases, but the central bank may want to tread

carefully.

Stocks thrived amid central bank inaction

Stability in monetary policy and interest rates meant investors have one fewer problem to worry about. They can focus on earnings

performance and sectors that could deliver long-term returns.

The S&P 500 rose 3.1% in March, and the European markets also posted some decent performance with the Stoxx 600 up 3.7%. The
rise in the S&P 500 is no longer as concentrated to a handful of tech stocks. Four big tech and artificial intelligence (Al) related
companies were still leading the way in contributing to 47% of the index’s year-to-date gain. We do see more support from other
sectors including pharmaceuticals, financials and retailers. This is likely supported by resilient economic performance benefiting

more cyclical stocks.

In Asia, Taiwan was the outperformer with the TWSE index up 7.2% in March, driven by the Al rally. South Korea also started to catch up
from behind after a subdued start to the year, with a 4% gain in the KOSPI index. We continue to be upbeat on these tech export-
oriented markets given the possible upturn in the consumer electronic cycle in the next few years. Japan’s gain was relatively modest,
up 1.2% in the month, after a stellar first two months of 2024.

In contrast, fixed income returns were largely driven by yield, rather than bond price appreciation. The 10-year U.S. Treasury yield
ranged between 4.05% and 4.35% in March, but ended the month largely at the same point as it started at 4.2%. Steady economic
performance in the U.S. has helped to tighten high yield corporate credit spreads further to below 350bps, pushing beyond the low
end of the 15-year range. We continue to see returns from fixed income come mainly from yield and duration benefit from risk-free

rates, rather than credit spread tightening.

Overall, the current economic trajectory continues to support our view that both equities and fixed income should outperform cash in
the quarters ahead. While some investors may be worried about the valuations of selected U.S. sectors, there are still ample
opportunities in global equities, especially in Asia. Bond yields have come off from multi-year highs, but are still attractive and could
return to positive real yield later as inflation cools in the months ahead. An internationally diversified allocation remains key given the
uneven distribution of economic growth, as well as various elections in the months ahead that could shape global trade in years to

come.
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Global economy:

The Fed kept its policy rate unchanged as expected in its
March FOMC meeting. Its forecast for rate cuts for 2024 was
also left unchanged at 75bps, despite robust economic data
and sticky inflation. The BoJ ended its negative interest rate
policy, as well as YCC on the government bond market, even
though it pledged to keep buying bonds at a similar pace as
previous months to maintain yield stability. Central banks in
the UK, eurozone and Australia all kept their policy rates
unchanged and argued that more time is needed to decide on
cutting rates. The Swiss National Bank surprised the market by
cutting its policy rate by 25bps given low inflation.

(GTMAP. 21,22, 31)

Global manufacturing momentum was largely stable, but
uneven. Europe’s manufacturing purchasing managers’ index
data remains below 50, but it was particularly weak in
Germany, with the March data at 41.6. U.S. economic data
remained resilient. The change in nonfarm payrolls remained
above 200,000 for three consecutive months between
December 2023 and February 2024, with hourly earnings rising
by 4.3% year-over-year. 4Q GDP growth was also revised higher
to 3.4%. Inflation was steady with headline CPI at 3.2%. Housing
costs and services, such as health care and auto insurance,
were keeping inflation sticky. China’s export performance
continues to improve, boosting industrial production to grow
at 7% in the first two months of the year, the fastest since early
2022. However, the real estate sector remains sluggish.
(GTMAP. 5,17, 25)

Equities:

March was another good month for global equities given
steady central banks and economic data. The MSCI World
Indexwas up 3%. The S&P 500 rose 3.1% in March, and the
European markets also posted some decent performance with
the Stoxx 600 up 3.7%. The U.S. market gain has been
broadening, with health care and financial companies making
greater contributions. As we approach the 1Q earnings season,
analysts have been revising 2024 S&P 500 earnings modestly
lower to 10%. Japan was one of the few markets that has
received an earnings upgrade by analysts in the past three
months.

(GTMA P. 35, 39)

Performance was mixed in Asia, with Taiwan leading the way
as the TWSE index rose 7.2% in March, driven by the Al rally.
This is also benefiting South Korea with 4% gain in the KOSPI
index. Chinese stocks consolidated after a decent rebound in
February as investors are still focusing more on tactical
opportunities instead of long-term strategic trends.

(GTMA P. 33)

Fixed income:

The 10-year U.S. Treasury yield ranged between 4.05%-4.35%
in March, but ended the month unchanged at 4.2%. A similar
trend applied to the short end of the curve. 10-year
government bond yields fell by more than 10bps in Europe,
Australia and New Zealand, even though their central banks
are still sticking to their “wait and see” approach in rate cut
possibilities.

(GTMA P. 53)

Corporate credit spreads, especially for U.S. high yield bonds,
narrowed further in March given robust economic data and
the prospects of rate cuts by the Fed later in the year. This
narrowed to 350bps, beyond the low end of the 15-year range.
This also implies that returns from spread tightening are
becoming increasingly challenging, and a bad run of
economic data could be arisk for investors.

(GTMA P. 52, 55)

Other assets:

The U.S. dollar strengthened modestly in March, with the U.S.
dollarindexrising from 104 to 104.4. The JPY weakened
beyond 150 to the U.S. dollar after the BoJ’s policy action was
milder than expected. Most Asian currencies also weakened
againstthe U.S. dollar, led by the South Korean won and the
Taiwanese dollar, tracking the JPY’s weakness.

(GTMAP. 68, 69)

Oil prices rose almost 4% in March as Organization of the
Petroleum Exporting Countries plus other oil-producing
countries maintained its output cut along with prospects for
stronger demand from China. Brent Crude rose to USD 87 per
barrel. Gold pushed to its record high at USD 2254/0z on the
back of prospects of lower rates later in the year around the
world, as well as ongoing demand from Chinese investors and
Indian consumers. We also expect emerging market central
banks to continue to diversify part of their foreign exchange
reserves into gold.

(GTMAP.70,71)
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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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