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Peak rates, moderating growth

Overview Investment Implications

The global economy is set to decelerate as we go into 2024.
Europe’s growth momentum is already weakening on the back of
higher rates. We believe the U.S. could follow suit in 2024 if the
Federal Reserve (Fed) insists on keeping interest rates higher for
longer. Meanwhile, China’s economic recovery continues to be
held back by the real estate sector.

With the interest rate cycle expected to peak in most economies,
the coming months will be a key window of opportunity to lock in
higher rates via fixed income. The looming conclusion of the U.S.
hiking cycle could drive investors to increase duration in both
fixed income and equities.

In fixed income, this implies extending duration via longer-dated
government bonds and investment-grade corporate credits.
Meanwhile, highyield corporate debt could be temporarily
undermined by credit spread widening. For equities, growth and
technology stocks tend to benefit from falling yields.

Despite slowing growth momentum, the U.S. economy is likely to
remain relatively more resilient versus Europe and other
developed economies. This would allow for U.S. equities to
outperform in relative terms. Domestic demand in Asia remains
robust, contributing to earnings growth, especially in Japan,
India and ASEAN. A pick-up in the electronic cycle could
eventually benefit markets such as Taiwan and South Korea, in
our view.

Peaking policy rates could nudge investors in the direction of
long duration assets, including government bonds, growth
stocks and gold.

In our opinion, locking in yields should be a priority for
investors as government bond yields could move lower in
2024 amid the end of the U.S. hiking cycle.

Among developed market equities, U.S. stocks are likely to
continue to lead the way. For Asian equities, we believe a more
diversified approach across the region is important to capture
domestic recovery opportunities. With potentially lower bond
yields and cash returns, high dividend equities in Asia could
become more appealing to investors once again.

The opinions and views expressed here are those held by the author at the date of publication which are subject to change and are not to be taken as or construed as investment
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U.S. variables used by NBER in making recessions determination*
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Source: FactSet, Federal Reserve, U.S. Bureau of Economic Analysis, U.S. Census Bureau, U.S. Department of Labor, J.P. Morgan Asset Management. Elevated
recession risk flags are shown when the underlying indicator is at a level consistent with the average of the onset of any of the three recessions prior to the COVID-19
recession. Transformations used for each of the indicators are three-month moving averages. Real wholesale sales are calculated using PPI. Past performance is not a
reliable indicator of current and future results. *The NBER'’s definition of a recession involves a significant decline in economic activity that is spread across the economy
and lasts more than a few months. Specifically, they consider real personal income less transfers, nonfarm payroll employment, employment as measured by the
household survey, real personal consumption expenditures, wholesale-retail sales adjusted for price changes and industrial production. There is no fixed rule about which
measures contribute to the process or how they are weighted, but the committee notes that “in recent decades, the two measures we have put the most weight on are real
personal income less transfers and nonfarm payroll employment.” Guide to the Markets — Asia. Data reflect most recently available as of 30/09/23.
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Feeling the pinch from higher rates?

As we approach the end of 2023, the U.S.
economy continues to exhibit relatively
healthy growth momentum. Despite early
signs of a slowdown, the U.S. consumer and
labor market remain largely resilient. This is
the result of households and corporates
locking in cheaper borrowing costs before
the hiking cycle began in earnestin early
2022.

Inflation is coming off and is likely to
continue to decline, even if it takes about 12-
18 months to approach the Fed’s 2% target.

Should the Fed keep interest rates high for
much of 2024, the buffers that have helped
corporates and consumers ride out a period
of higher rates may eventually wear out. This
could lead the economy to a weaker growth
path. As a result, an economic recession
cannot be ruled out. Much will depend on the
Fed’s policy outlook, especially amid atime
when fresh fiscal stimulus is unlikely due to a
divided Congress ahead of the 2024
presidential election.

The opinions and views expressed here are those held by the author at the date of publication which are subject to change and are not to be taken as or construed as investment

advice.
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United States: Monetary policy
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Federal funds rate expectations
Market expectations for the fed funds rate
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Guide to the Markets — Asia. Data reflect most recently available as of 30/09/23.
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The Fed will need to be more balanced

A strong labor market and above-target
inflation could continue to keep Fed officials
hawkish. Even if we are at the tail end of the
hiking cycle, policymakers appear committed
to keeping rates elevated in 2024 to fully
quash inflation.

In addition to the policy outlook for the next 12-
18 months, the recent Jackson Hole central
bank symposium discussed various factors
that may affect policy making in the long run,
such as climate change, supply chain shifts
and the Russia-Ukraine conflict. One possible
outcome is that the neutral rate—the interest
rate that keeps the economy on an even keel—
could be higher than before.

The Fed’s hawkish attitude stands in contrast
to softening economic indicators, including
tighter bank lending standards, cautious
business confidence and slowing
construction activities. This could imply an
eventual bullish steepening of the U.S.
Treasury (UST) yield curve amid peaking policy
rates. While the Fed might be determined to
keep rates higher for longer, it will eventually
need to adopt a more balanced view in
managing the trade-offs between controlling
price pressures and avoiding an outright
recession.

The opinions and views expressed here are those held by the author at the date of publication which are subject to change and are not to be taken as or construed as investment

advice.
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) China: Consumption and wealth effect
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Stronger confidence needed to
accompany stimulus efforts

China’s economic recovery has hit a snag
with the real estate market still in the
doldrums. Private sector investment remains
weak, and consumer spending growth in
home-related items, such as electric
appliances and furniture, was constrained by
weaker-than-expected home sales.
Meanwhile, the contraction in exports reflects
broader challenges facing Asian exporters.

The authorities have introduced various
measures to support the economy, including
cutting interest rates and relaxing home
purchase restrictions for selected cities.
However, boosting home sales and
construction activities will require policies
that are more specifically directed at
improving market expectations on property
prices. Beijing will need to delicately balance
improving confidence with maintaining
housing affordability.

The banking sector, especially the larger
state-owned banks, has adequate capital
and loan loss provisions to buffer against a
potential rise in non-performing assets. This
could help mitigate broader systemic risk.
Meanwhile, developers’ financial stress could
continue for some time as home sales take
time to recover.

The opinions and views expressed here are those held by the author at the date of publication which are subject to change and are not to be taken as or construed as investment

advice.
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Asset class returns following the end of rate hikes
Average returns* a year after the past five rate hike cycles ended
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63 Guide to the Markets — Asia. Data reflect most recently available as of 30/09/23. ASSET MANAGEMENT

Long duration assets shine as yields
peak

The possible end to the U.S. hiking cycle could be
constructive for both equities and fixed income.
The broader asset allocation decision between
equities and fixed income largely hinges on an
investor’s risk profile. The macroeconomic and
policy backdrop will likely determine the
allocation decisions within asset classes, as
opposed to across asset classes.

For example, the peak in rates typically coincides
with a bullish steepening of the UST yield curve.
This means yields could fall more at the short end
of the yield curve than the long end. Lower yields
historically benefited stocks with higher
valuations. Typically, this is constructive for
growth-style equities, such as technology stocks.

Peaking cash rates could potentially persuade
investors to take a closer look at deploying cash
for investments. Money market funds could be
useful on account of their flexibility and liquidity
versus a fixed time deposit, in our view.

The opinions and views expressed here are those held by the author at the date of publication which are subject to change and are not to be taken as or construed as investment

advice.
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U.S. growth and Asian high dividend
stocks could see tailwinds from lower
yields

The U.S. has avoided an earnings recession so
far, given its economic resilience. That said, with
interest rates likely staying higher for longer and
growth momentum waning, the current 2024
earnings per share growth forecast of 12% seems
optimistic.

Nevertheless, given the higher risk of an
economic recession in Europe and slower
recovery in China, U.S. equities could still lead the
way, especially if there are further breakthroughs
in artificial intelligence that could fuel investors’
optimism.

There are still ample opportunities in Asia.
Stronger domestic growth momentum across the
region, especially in India, Japan and ASEAN,
continues to support corporate earnings. With
relatively lower bond yields and cash rates across
the region, high dividend equities could become
appealing to Asian investors once again.

The opinions and views expressed here are those held by the author at the date of publication which are subject to change and are not to be taken as or construed as investment

advice.
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) Global fixed income: Valuations
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Leaning on quality fixed income in the
short term

The Fed’s hawkish stance, resilient labor
market data and softening inflation have
benefited the short end of the UST yield curve.
We view in the coming months, the eventual
confirmation of the end of the hiking cycle
should see short end rates decline, causing
the UST yield curve to steepen or become less
inverted. As a result, the long end of the curve
could potentially outperform on a total return
basis.

As growth momentum in the U.S. slows,
investors’ focus could shift to the possible
rise of default rates in the high yield space,
leading to a widening of credit spreads and
lower bond prices. This could result in high
yield corporate bonds temporarily
underperforming investment-grade
corporate debt.

We believe Chinese high yield corporate debt
remains challenged on account of weak
home sales in China. That said, we expect the
economic and corporate fundamentals of
other Asian and emerging market corporate
bonds to be more constructive. The U.S.
dollar could also weaken as we reach the end
of the U.S. hiking cycle, which presents an
additional tailwind for Asian and emerging
market fixed income.

The opinions and views expressed here are those held by the author at the date of publication which are subject to change and are not to be taken as or construed as investment

advice.
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Diversification does not guarantee positive returns or eliminate risk of loss.

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

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, noris 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), 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.
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