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In brief

* Asoft landing in 2024 would mean no recession but also slower
economic growth. While concerns would recede about price inflation,
they would also likely shift from idiosyncratic drivers, like supply chains
and housing supply, to the more typically cyclical tightening of economic
slack, and keeping economic slack from becoming too tight means
keeping economic growth at or below potential.

» After a soft landing the economic expansion could last for some time—
possibly for some years. Apart from inflation, there are none of the usual
historical recession culprits looming—such as private sector
exuberance, high leverage and excess investment.

» Growth could still surprise to the upside, in the event of a productivity
boost—including one coming from artificial intelligence. Boosting
productivity could also ease supply constraints, helping dampen
inflation and further extending the cycle.

» Cyclical extension would benefit our equities overweight. We would
expect a broadening from initial beneficiaries—technology and other
quality growth sectors—to cyclicals. Al-driven productivity gains could
ultimately drive broad margin expansion.

What comes after a soft landing?

A soft landing, and comfortably avoiding recession, is now our base case
for the U.S. economy in 2024. \We see U.S. growth dipping a little below
trend and the unemployment rate rising only modestly, which should
help core CPI inflation fade meaningfully and sustainably below 3%.

The economy is already well on its way: Underlying growth, though
modestly above trend—as reflected by Q4 GDP data this week—
continues to decelerate toward trend at a controlled pace, and
inflationary pressures are fading significantly. To be sure, the economy
hasn’t landed quite yet, and we still expect some bumps on the way
there. But it’s a good time to start asking: If the economy makes a soft
landing, what happens next?

A soft landing means slower growth

First, a U.S. economy that manages a soft landing wouldn’t reaccelerate
into full-throttle liftoff. To the contrary, sustaining the expansion—and
moderate inflation—would require real growth to decelerate from the
above-potential pace of the last three years.
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That above-potential pace largely owed to the rapid
(re)creation of lots of jobs. Today, nonfarm payroll
expansion is trending around 160,000 jobs per
month, while growth in the working age population
might support just 100,000 jobs. Each month that
employment grows faster than this “breakeven” pace
further reduces economic slack, which may already
be a bit too tight: The current unemployment rate of
3.7% has tended historically to coincide with inflation
creeping above the Federal Reserve (Fed) target—
even during the prior expansion, which was marked
by notably low average inflation.

Creeping above target doesn’t mean surging.
Although pro-worker actions inthe U.S. last year
made headlines, the number of work stoppage days
was comparable to 2019, while union membership in
2023 hit a record low of just 10.0% of workers. The
labor actions, moreover, mostly sought to protect
worker livelihoods from soaring inflation. Since early
2020, U.S. workers’ real wage gains have significantly
decelerated from their pre-pandemic trend—lagging
inflation by some measures.

Our base case this year therefore expects that a
steady expansion of the working-age population (with
some help from immigration), and increased

productivity, will allow the economy to eke out just
under 2.0% real GDP growth, slightly below trend—
down from 2.5% last year.

More years of expansion?

If the bad news is slower growth, the good news is
fading near-term odds of recession and the
possibility of a significantly longer economic cycle. If
the U.S. avoids a recession in 2024, the downturn
doesn’t automatically get bumped to 2025. We see a
long runway—of years, potentially—for a continued
expansion.

Most U.S. postwar recessions were caused by some
form of overheating: market price bubbles, rapid
buildups of private sector leverage, unsustainable
patterns of investment and consumption or simply
excess inflation. For the last several years, our
Business Cycle Scorecard has tracked the economic
and market indicators that tend to coincide with
cyclical progression and ultimately lead to recession
(Exhibit1).

In the current cycle, inflation has been the only
potential source of overheating. If inflation can be
managed, we foresee no other ultimate cause for a
recession. The private sector has meaningfully

We see potential for an extended cycle, given limited recessionary threats beyond inflation

Exhibit 1: Our U.S. Business Cycle Scorecard

Metrics Early cycle Mid cycle Late cycle Recession
Output gap (Unemployment) Below potential Near potential Above potential Contracting
putgap ploy (Well above NAIRU) (Above NAIRU) (Near/below NAIRU) (Rising Sharply)
8 Personal saving rate High Elevated but declining Low and stable Rising
"3 Capital inv. % GDP Low Moderate High Contracting
g Residential inv. % GDP Low Moderate High Contracting
g Private credit formation vs. trend Low Rising Above Contracting
(=
8 Price inflation vs. CB target Below Near Above Decelerating
= Wage inflation Low Moderate High Decelerating
Consumer confidence Low Moderate Exuberant Falling
@ Policy rate setting Easy Neutral Restrictive Cutting sharply
O . .
£ Yield curve slope (2s10s) Steep Flat Inverted Bull steepening
OE) EPS revision ratios Negative, improving Positive, improving Positive, falling Negative, falling
E} Corporate margins Low, Rising Peaking Stabilizing Falling Sharply
g Credit spreads Wide Tight Above cycle trough Widening sharply
o Capital issuance Low Moderate Aggressive Nonexistent
;:mn M&A activity Low Moderate Aggressive Nonexistent
Equity implied vol High, falling Low High, rising Peak

Source: J.P. Morgan Asset Management Solutions; assessments as of January 2024. NAIRU: Non-accelerating inflation rate of unemployment.
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deleveraged in this cycle, thanks in large part to fiscal
transfers in 2020-21, on top of deleveraging after the
global financial crisis. Household and business
sentiment and major spending plans remain
relatively subdued.

That lack of exuberance has so far kept consumption
and investment patterns more sustainable, relative to
the end of past cycles. Consider: Real residential
fixed investment has already contracted nearly 20%
since Q12021 (its share of GDP is now half what it was
in 2005). Homebuilding activity now sits below our
estimate of its cycle-neutral level, leading us to
expect some reacceleration in the months ahead, as
rates decline.

One caveat regarding a potentially extended cycle: In
addition to slower growth, a low rate of personal
saving means household spending would be less
buffered against any disruption in real incomes.
Thus, even as we see no clear recession catalysts on
the horizon, the economy could be more susceptible
than usual to unforeseeable shocks.

Squeezing out more upside

When businesses can’t find new workers, they’re
likely to focus on boosting real output per worker.
Now is an opportune time, given the emerging
potential for investments in artificial intelligence (Al)
to boost labor productivity. Over the next 10 years, we
estimate Al could potentially add up to 1.4%-2.7% to
real growth.”

Although the timing of Al's meaningful effects is
highly uncertain, anecdotal evidence of generative
Al's real-world implications already includes studies
showing everyday workers can reduce time spent on
common writing tasks by as much as 40% while
improving quality, and that nurse practitioners can
take on some advanced clinical processes and
decision-making from primary care physicians. Early
data also suggests labor productivity picked up in
2023. In addition to boosting productivity, Al
automation might help extend the cycle by loosening
supply constraints—echoing the internet-driven
extended late-cycle period of the late 1990s.

"Michael Albrecht and Stephanie Aliaga, “The transformative power
of generative Al,” Market Insights, J.P. Morgan Asset Management,
September 20, 2023.

The sectoral composition of the workforce also drives
changes in average labor productivity. The economic
value added per hour by employees in the
information sector, for instance, is many times
greater than for most other service workers.

In the coming years, output might pivot from sectors
with lower labor productivity toward those with higher
labor productivity, such as manufacturing, finance
and information. This pivot could be fueled, in part, by
the buildup of economic excesses that have been
unusually absent from this cycle; and by secular
drivers, including Al, the reshoring of some
manufacturing and the greening of the economy.

What would an extended cycle mean for markets?

An extension of the economic cycle should be
positive for risk assets such as equities, but after the
landing, the underlying drivers of returns may differ
from the current landing phase.

During the landing phase, we expect U.S. equity
returns to be driven by earnings growth, rather than
expanding valuations. While equity valuations are not
at historical extremes, they are already elevated
relative to history and unlikely to expand, particularly
as economic growth slows. In addition, we expect the
quality growth segments of the market, such as
technology, to lead. As the economy takes a
potentially bumpy path to further disinflation,
accompanied by monetary policy uncertainty,
investors are likely to favor companies that provide
both fast earnings growth and strong balance
sheets.

After the landing, cyclical extension would be
characterized by a rise in capex, so we would expect
performance to broaden from technology and other
quality growth to those companies most geared to
the economic cycle. Beneficiaries by sector would
likely include industrials and by region, the eurozone.
Select cyclical equities also trade at relatively low
valuations. Their rerating could lift index-level
valuations.

An extension of the cycle characterized by
accelerating productivity because of Al should
benefit both Al providers (such as the Magnificent 7)
and in the medium term, Al adopters. In this scenario,
margins would expand across the board, particularly
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for companies benefitting most from Al automation. rerating potential driven by corporate governance
reforms. We maintain a constructive view on duration
and continue to find pockets of opportunity in credit—
Our current expectation of moderate growth, cooling although spreads are historically tight, carry is still

Asset class implications

inflation and less restrictive policy should generally attractive and we see opportunities in securitized
support asset markets in 2024. We are modestly credit, shorter-dated crossover credits and high
overweight equities. Along with U.S. equities, yield. Asynchronous rolling slowdowns should
Japanese stocks are especially attractive, given produce tradable differences among sectors and
regions as well as a good outlook for stock selection

Exhibit 2: Multi-Asset Solutions Asset Class Views
alpha.

Asset class Opportunity Set UW N OW Chg Conviction

Equities O O @ A Moderate Multi-Asset Solutions

J.P. Morgan Multi-Asset Solutions manages over
Duration © o e Moderate USD 242 billion in assets and draws upon the
unparalleled breadth and depth of expertise and
investment capabilities of the organization.

Our asset allocation research and insights are the
foundation of our investment process, which is
U.S. large cap o 0o e Moderate supported by a global research team of 20-plus
dedicated research professionals with decades of
combined experience in a diverse range

of disciplines.

Credit O O e Moderate

Cash ® O O Vv High

U.S.small cap O @ O

Europe ® O O Low
Multi-Asset Solutions’ asset allocation views are
the product of a rigorous and disciplined process
that integrates:

UK O O e Low
Japan O O e Moderate

China O e o o Qualitative insights that encompass macro-
thematic insights, business-cycle views and
systematic and irregular market opportunities

EM ex-China ® O O Moderate

U.S. Treasuries O O e Moderate C . . .
o Quantitative analysis that considers market

inefficiencies, intra-and cross-asset class models,

G4ex-U.S.sovereigns O @ O VvV . . . .

relative value and market directional strategies

EMD hard currency ®@ O O Low . . . . .
e Strategy Summits and ongoing dialogue in which

research and investor teams debate, challenge and

develop the firm’s asset allocation views

EMD local FX O @ O

Corporateinv.grade O @ O Vv

Corporatehighyield © O ® A Low As of September 30, 2023.
usD

® O O Vv Moderate

EUR O O @® A Low

JPY o o e Low Next steps

EM FX o e o For more information, contact your
J.P. Morgan representative.

The tick chart and views expressed in this note reflect the information
and data available up to December 2023.
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Important disclaimer

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 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 backthe 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.

JPMorgan Distribution Services, Inc., member FINRA.

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.

Copyright 2024 JPMorgan Chase & Co. All rights reserved.
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5 Multi-Asset Solutions Monthly Strategy Report

JPMorgan

ASSET MANAGEMENT



	Multi-Asset Solutions Strategy Report
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5

