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I N  B R I E F
•	 Despite the persistence of the COVID-19 pandemic, markets have been driven higher by 

expectations of a quick recovery and easy monetary policy. The rebound in equities has  
been impressive, but it is still uneven, with enthusiasm for large cap technology winners  
only intensifying. 

•	 Our investors think the best of that market recovery is now behind us, and few see 
supercharged returns from here. But with highly supportive monetary policy, and hopes and 
expectations of a medical solution to COVID-19, it is hard for us to be too cautious. For our 
team, the big debate is about stock selection rather than market direction. 

•	 Valuations vary enormously within the markets, and we see a good chance of better returns 
from a wider range of stocks. As the perceived winners have gotten expensive, though still 
supported by strong growth, we think investors should balance their portfolios and look for 
opportunities elsewhere in less expensive companies poised to benefit from a rebound in 
economic activity.

TAKING STOCK 

The struggle against the COVID-19 virus is far from over, but investors are reassured by the 
beginnings of a rebound in economic activity, supported by exceptionally low interest rates. 
Markets have continued to rally as profit forecasts have stabilized. After slashing 30% from our 
expectations for global profits for this year, our research team has stopped cutting near-term 
profit forecasts and has even made a few upgrades of late. Overall, our 2021 forecasts fall 
roughly in line with the 2019 pre-pandemic numbers, but our long-term “normalized” forecast 
(a key element of our investment process) comes in around 10% below pre-crisis levels. We see 
some regional nuances to the recovery, but differences among industries remain far more 
significant and indeed extreme. 

Energy stands out as the industry with the biggest decline in expectations; our long-term 
numbers are more than 40% lower than in January, and near-term profitability has essentially 
disappeared. Energy companies face enormous challenges, which have hardly escaped the 
market’s attention (the sector has delivered the worst returns over all the time periods we 
reviewed). The near-term profitability of the financial sector has also fallen sharply, accounting 
for almost a quarter of all of our cuts for this year across the globe. Meanwhile, technology 
companies, drug companies and many consumer staples businesses are sailing through the year 
with little or no impact from the violent cyclical downturn, and with long-term structural drivers 
of profitability as powerful as ever.
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Equity market valuations already anticipate a significant 
rebound in profits and naturally look less compelling to us than 
they did in March, but they still do not seem especially 
demanding. Comparisons between equities and fixed income 
still flatter our market. Overall, we expect average rather than 
spectacular returns from current levels.

Within markets, the picture is more complex. The premium for 
owning the best growth companies is as high as ever, while the 
discounts applied to out-of-favor value stocks remain 
stubbornly wide. On any metric we can find, this has been a 
historically challenging year for value stocks. Meanwhile, the 
median forward P/E of the fastest-growing quintile of 
companies globally now is 38x, a level last seen in early 2000 
(EXHIBIT 1). The fastest-growing companies then and now 
were growing at similar rates, but they operated in very 
different interest rate environments. The 10-year U.S. Treasury 
yields around 80 basis points (bps) today vs. 6%-plus at the 
turn of the century. For high multiple stocks with a long 
duration, that really matters. Are investors mesmerized by the 
growth narrative heading for a similar fate as in 2000–01, 

when the Nasdaq index lost 80%? Or are the structural forces 
at play powerful enough to support growth stock performance 
for years to come? It’s a subject of spirited debate.

One example illustrates the controversy: a comparison of Tesla 
with the six largest traditional auto manufacturers (Toyota, 
Volkswagen, BMW, Daimler, General Motors and Ford, as 
ranked by market capitalization). After a fivefold increase this 
year, Tesla has roughly the same market value as the big six 
combined (EXHIBIT 2), which this year will collectively produce 
90x more cars and 45x the revenue, and will invest 40x more 
in research and development. Which is the better investment? 
Valuation metrics based on the current business suggest that 
expectations for Tesla are very demanding, to say the least. 
Yet many point to the extreme success of disruptors in other 
industries and the enormous long-term potential for Tesla to 
take market share (not to mention the big six’s struggles to 
create any shareholder value in recent years). We see merits to 
both sides of the argument and good reason to keep a 
balanced approach to growth and value investments.

Source: Factset, IBES, J.P. Morgan Asset Management. Chart shows the median 
forward price-to-earnings ratio of the top quintile for each factor. The price-to-
earnings multiples are equal weighted and based on next 12 month IBES earnings 
per share estimates. The Value factor is based on earnings and free cash flow yields; 
the Quality factor is based on profitability, capital discipline and earnings quality; 
the Growth factor is based on forecasted earnings growth on a next 12 month and 
FY3/FY2 basis using IBES consensus estimates; the Risk factor is based on volatility 
and beta and the Market factor is the median P/E of the investible universe. The 
overall universe is the Behavioral Finance Global All-Cap investible universe of 
developed market and emerging market equities, and consists of approximately 
4,000 companies. Data is shown from Dec. 31, 1994-Sept. 30,2020. The dotted line 
is the overall market median since 1994. Past performance is not a reliable indicator 
of current and future results. Data as of September 30, 2020.

The premium for owning the best growth companies is as 
high as ever
EXHIBIT 1: FORWARD PRICE-TO-EARNINGS RATIOS BY FACTOR
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Source: Bloomberg, J.P. Morgan Asset Management; data from December 31, 2018 
to October 2, 2020. The securities above are shown for illustrative purposes only. 
Their inclusion should not be interpreted as a recommendation to buy or sell.

*Original equipment manufacturers: BMW, Daimler, Ford, General Motors, Toyota 
and Volkswagen

Tesla has roughly the same market value as the big six 
automakers combined
EXHIBIT 2: TESLA MARKET CAP VS. OTHER OEMs*

0
50

100
150
200

250
300
350
400
450
500
550
600

Jan-19 Apr-19 Jul-19 Oct-19 Jan-20 Apr-20 Jul-20 Oct-20

M
ar

ke
t c

ap
 ($

 b
ill

io
n)

TeslaBig six OEMs* combined



J .P.  MORGAN ASSET MANAGEMENT   3

GLOBAL EQUITY VIEWS

OPPORTUNITIES 

Although our investors see less potential for market gains, the 
opportunities for stock selection still look good. Many of our U.S. 
investors find opportunities in depressed consumer cyclical 
companies that are likely to benefit from a recovery in demand 
over the next year. For example, global auto production declined 
by 20%, inventory levels are now very low, and our analysts 
expect a meaningful production recovery. We are investing in 
auto suppliers, semiconductor manufacturers and materials 
companies with exposure to an auto recovery. Housing is 
another theme in our portfolios. The sector benefits from both 
cyclical trends (economic recovery) and secular trends (home 
purchases by millennials), along with low inventory and very low 
mortgage rates. 

Outside the U.S., we can still uncover attractive investments in 
areas of long-term growth, although they too have posted 
some very strong equity market gains. Within Europe, our team 
finds renewable energy companies particularly attractive as 
environmental legislation spurs investment and dramatically 
lower prices for solar and wind power generate more demand. 
Strong returns in this space over the last few years have made 
some investors skeptical about the sustainability of 
outperformance in the near term. But we believe that these 
companies can still generate robust returns over the long 
term. In China too, solar power and electric vehicles are 
becoming more economically viable as government subsidies 
lower costs and stimulate demand. A newly consolidated 
industry should continue to drive equity returns. 

Lastly, we see Japanese equities as a generally undervalued 
and often overlooked opportunity. Dividends quadrupled over 
the last two decades, reflecting a shift in corporate focus 

toward shareholder returns. Healthier balance sheets and 
profit margins, which have converged with European equities 
over the last decade, provide a margin of safety that should 
continue pushing dividends higher as payouts rise steadily. All 
in all, they position Japanese equities as an attractive source of 
income for investors. 

EXHIBIT 3 presents an overview of our outlook.

RISKS

Unsurprisingly, our investors continue to view COVID-19 as the 
biggest risk and greatest source of uncertainty for both 
economic activity and equity markets around the world. Society 
may be better equipped to handle an uptick in cases compared 
with earlier this year, and markets have clearly begun pricing 
in a pathway to recovery. However, a severe enough uptick in 
cases may lead to further restrictions on economic activity and, 
by extension, weigh on equity markets, which are once again 
more demandingly priced.

For many of our investors, the biggest challenge to outper-
forming the markets would come from a sharp rotation into  
the most cyclically depressed companies. Investing in faster-
growing, higher quality businesses has worked very well over a 
multi-year period and especially in the past 12 months. But we 
are mindful that valuation spreads between the cheapest and 
most expensive companies are now extreme by any past stan-
dards. Greater confidence in an economic recovery would likely 
encourage at least a temporary revival in more beaten-up  
sectors, and many of our portfolio managers are taking a bal-
anced approach to allocating capital, aware of the chances of a 
rebound in value stocks.

Views from our Global Equity Investors Quarterly, October 2020
EXHIBIT 3

A subset of results is shown for an October 2020 survey of Global Equity Investors Quarterly participants. These responses are taken from a quarterly survey representing  
41 CIOs and portfolio managers across Global Equities.
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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. Delivering consistent results is at the heart of everything we do.

Outcome-oriented active management:

•	 Benefit from the local market expertise and deep resources of our globally integrated team of 
experienced equity investment professionals.

•	 Gain a broader view on equity markets with our timely macro and market views, and be guided by 
our proprietary portfolio insights and equity analytic tools. 

•	 Invest across a broad range of actively managed equity strategies, covering multiple investment 
styles and geographies. 

•	 Partner with one of the world’s leading equity managers and benefit from our long history of 

innovation and success.

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

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 II / 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.à r.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 II 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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