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In brief

e Before the setback in markets over the last week, higher valuations and a
narrow market in the U.S. had made our investors more cautious on the
outlook.

e Profits remain healthy and are rising this year in most regions, although
momentum is slowing and forecasts for further gains in 2025 look
aggressive.

e Our investors now favor more defensive stocks, higher quality names and
value. Some think that enthusiasm for the artificial intelligence (Al) theme
is in dangerous territory, at least in the short term.

Taking stock

After a dull couple of years for profits, this year continues to offer double digit
earnings growth for companies around the world. That’s the view of our research
team, which sees American companies at the forefront of the move, with 13%
earnings growth expected. The outlook for profits is also healthy in Japan, India
and many other parts of Asia, and looks to be improving in Europe, but trends in
China remain very weak (Exhibit 1).

We continue to upgrade forecasts in Japan and America, but emerging markets
remain weak.

Exhibit 1: J.P. Morgan Asset Management expected return revisions in 2024
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Source: FactSet; data as of May 31, 2024.

Our earnings expectations ticked higher after Q1 results were reported, but the
2Q reporting season looks a little weaker so far. The long-awaited broadening
of profits growth from a handful of giant technology companies to the rest of
the market is slow, and there are creeping signs of weakness in parts of the
consumer and industrial sectors.
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Two concerns weigh on our investors and lead us

to expect somewhat subdued returns over the next
18-24 months. First, profit forecasts beyond 2024 look
aggressive to many of our investors, especially given
recent trends. Second, valuations have risen, especially
for the best companies in the U.S. market. Momentum
has been the driving force in the U.S. market, and the
characteristics of the stocks with the best momentum
have become increasingly risky.

Across the rest of the world’s equity markets the pattern
has been quite different, with value stocks performing
very well, especially in Asia. Still, the extreme level of
enthusiasm in the market for mega cap technology
stocks does give some investors pause for thought.

Overall, our choices have taken on a more defensive
cast of late. Many portfolio managers have added to
good quality stocks that have lagged the market but still
offer protection should the U.S. economic environment
become more difficult. This may or may not happen, but
the protection on offer isn’t expensive and is attractive as
we take profits in technology winners.

Value themes such as financials and health care

also feature on our investors’ latest list of “best
opportunities.” Conversely, enthusiasm for the Al theme
has now reached worrying levels for many in our team.
Most of our investors have a positive long-term view

of Al’s potential, but delays and disappointments are
always possible, and they wouldn’t sit well with current
valuations. The high prices of many Indian equities also
give us cause for concern, despite good fundamentals.

Our research views: Profits rising steadily, and
the best growth stocks fully priced

As we've noted, our research team still sees solid

profit growth in 2024, led by the U.S. The long-awaited
broadening of U.S. profits growth appears to be slowly
under way, although Q2 earnings reports tell us that
many companies are incrementally more cautious again
about the rest of this year. China is a particularly weak
spot. Meanwhile our expected return signals (driven by
our research work) are now tilted toward value, with the
largest stocks looking more expensive as a group.

Globally the picture is similar. In Europe, the best
companies are fully priced. In Japan, we see signs that
companies are increasing share buybacks in response
to growing pressure from shareholders across many

different industry groups. Our profit forecasts are
moving higher as well, despite the risks posed by a
potential recovery in the yen.

When we consider how stocks are priced relative to
our five-year earnings forecasts, the lowest growth
cohort is now priced as cheaply as we have ever
seen. That seems broadly correct to our research
team. Most of the companies in industries such as
auto manufacturing will struggle to generate decent
returns on capital, let alone grow. It will be fascinating
to see if management teams across these struggling
businesses can do anything to improve this outlook,
but unless they can, the prospects for sustained
outperformance look dim.

On the other hand, as discussed, the premium awarded
to the best growth companies is again very high (as it
was in early 2022). Should any of these favored names
show signs of dimming growth prospects, then the

risks to their stock prices will be significant. As always,
detailed analysis company by company will guide

our decisions, but we will need to be mindful of the
opportunities and risks created by the strong consensus
in the market on the best growth opportunities.

Does recent price action signal a change in
market leadership?

All investors are asking the same question: Can mega
cap stocks continue to dominate returns? Certainly,
their outperformance has been remarkable for quite a
long time. From a research perspective, the valuations
of the largest stocks look historically expensive, not just
inthe U.S. but across the developed markets and so
our expected return signals now increasingly favor the
smaller market capitalization cohorts (Exhibit 2).

That being said, mega cap fundamentals remain out-
standing: the big companies have much higher profit-
ability, less debt and better earnings momentum. For
those investors worried about a slowdown in the econ-
omy, making the shift into mid/small caps is difficult.

Onthe other hand, those who see Al enthusiasm as
entering the speculative phase (as many of our portfolio
managers do) will find it easier to sell the winners. Overall,
we think the case for building mid/small cap exposure is
reasonable but not compelling. But we do think investors
should at least rebalance to offset the drift toward mega
caps created by price moves over the last few years.
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Are smaller cap stocks coming back into favor?

Exhibit 2: Value spreads for top 200 names in Russell 1000 relative to the other 800 names over the last 25 years
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Source: FactSet; data as of July 11, 2024.

One complicating factor in the recent rotation has been
the strong outperformance of lower quality small cap
stocks. That presents a significant challenge to many of
our investors’ long-term preference for higher quality,
more profitable companies. We don’t see any reason

to change those preferences now. Depressed, heavily
shorted names can of course rally for a while but
eventually fundamentals will matter again.

UK: A second look at the long-unloved market

For many years, Japan was seen as the most unloved
major market. But with the TOPIX index now up 40% over
the last two years, driven by a powerful earnings recovery
and growing enthusiasm for shareholder-friendly
management initiatives, investor sentiment has shifted.
Investors must look elsewhere for a truly contrarian idea.

Enter the UK equity market. It has languished for years
in relative terms and despite a recent rally still trades
only 20% above levels first reached a quarter of a
century ago. UK institutional investors have almost
abandoned their local market over the past decade in
favor of global portfolio, bonds and alternatives.

Does the UK equity market offer new opportunity or
familiar disappointment? Our UK equity team makes
three arguments in favor of the optimist’s perspective.
First, the market is attractively valued, with the FTSE

All Share index at around 11x forward earnings and a
shareholder yield (dividends plus stock buybacks) of
almost 6%. Second, we see signs of some improvement
in corporate profits and the local economy. And third,

MR&A activity is on the rise principally as private equity
investors look to snap up bargains among mid and
small cap stocks (Exhibit 3).

A relatively high shareholder yield is coupled with
attractive valuations

Exhibit 3: UK stock buyback and dividend yield relative to rest of
the world
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Asset Management. U.S.: S&P 500; Europe ex-UK: MSCI Europe ex-UK; UK:
FTSE 100; EM: MSCI EM. Chart shows yields for the last quarter in which
buyback data is fully available. Net buyback yield adjusts for share issuance.
Past performance is not a reliable indicator of current and future results.

As fundamental investors, we make bottom-up
decisions, driven by our assessment of individual
companies, not markets. Several UK-listed stocks in
the energy, health care and banking sectors are now
attracting the attention of our more value-minded
global investors.

Exhibit 4 shows the views of our team members. Overall,
they are a little more defensive, prefer quality and
question the levels of Al enthusiasm.
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Views from our Global Equity Investors Quarterly, July 2024

Exhibit 4
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A subset of survey results are shown for Global Equity Investors Quarterly participants taken in July 2024. These responses are taken from a quarterly
survey representing 49 ClOs and portfolio managers across Global Equities.

Build stronger equity portfolios with J.P. Morgan

Our equity expertise is founded on deep resources across regions and sectors, and a commitment to nurture the brightest

talent.

Outcome-oriented active management:

o Benefit from the local market expertise and deep e Investacross a broad range of actively managed
resources of our globally integrated team of experienced

equity investment professionals.

e Gain a broader view on equity markets with our timely e Partner with one of the world’s leading equity
macro and market views, and be guided by our

proprietary portfolio insights and equity analytic tools.

equity strategies, covering multiple investment styles
and geographies.

managers and benefit from our long history of
innovation and success.
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Next steps

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

IMPORTANT DISCLAIMER

For the purposes of MiFID Il, 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 document is 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, 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 examples used are generic,
hypothetical and for illustration purposes only. 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 financial professional, if any investment mentioned
herein is believed to be appropriate to their personal goals. Investors should
ensure that they obtain all available relevant information before making

any investment. 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, 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 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 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 Dealer in all Canadian
provinces and territories except the 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), which 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 11
Financial Instruments Firms Association and the Japan Securities Dealers
Association and is regulated by the Financial Services Agency (registration
number “Kanta 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.

JPMorgan Distribution Services, Inc., member FINRA.

For United States 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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