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Patrick Yanke
Welcome to the Capital Markets Review. As always, my purpose is to inform and answer questions on the economy and the financial markets. This isn’t meant to be a prediction for the course of the economy or stock market this year or beyond. Rather, it’s a look at current economic and historical data to help investors make informed decisions about their own financial futures. This snapshot is as of the end of 2022.

I use slides from “The Guide to the Markets” produced by JP Morgan Asset Management (with their permission) for the simple way they present complex ideas. Most slides have multiple charts on them... I will point out the information I think is most relevant on each. 
JP Morgan is not affiliated with Raymond James. The opinions expressed are mine and not necessarily those of Raymond James or RJFS. Expressions of opinion are as of this date and are subject to change without notice. This information is not intended as a solicitation or an offer to buy or sell any security.  Forward looking statements are subject to change at any time and there is no assurance that projections will be realized. Investing involves risk, including risk of loss. Past performance does not guarantee future results.

I am recording this Zoom meeting and will post it to my website when done. If you don’t want to be included in the recording, please leave your camera off and stay on mute. You may interrupt me at any time with questions or wait to the end after the recording is concluded. It’s the nature of the financial industry that presentations are approved by Compliance prior to public distribution. This means you will find that I’m reading the script I had approved earlier this week for the recorded portion of this presentation. I can be more spontaneous when answering your questions.�



Discussion Points 

•  GDP growth is slowing and 
employment is showing troubling signs 

• Inflation is the elephant in the room 
and valuations are now more attractive 

• Active management and diversification 
are important
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After a challenging year in 2022, calmer waters may lie ahead for the markets.
Volatility was a defining feature of the markets in 2022, as higher interest rates and inflation, the war in Ukraine, and recession fears sent markets tumbling. The Asset Class Returns page of the Guide to the Markets shows a sober picture of recent performance, with significant losses in both global stocks and bonds and only commodities posting significant gains. However, calmer waters may lie ahead for investors. Inflation is easing a little, the Fed may be nearing the end of its tightening cycle, and much of the expected weakness in economic growth is already reflected in market valuations.
Moreover, as investors consider this performance, it’s important to take a longer-term view. In particular, it’s worth noting that a broadly diversified portfolio could have risen by more than 30% between the end of 2018 and the end of 2022. Even after losses this year, many investors are well ahead in their long-term plans and, after this year’s global reset in valuations, they are being offered a much broader menu of investment opportunities and higher potential returns than existed a year ago.�



Real GDP Components of GDP
Billions of chained (2012) dollars, seasonally adjusted at annual rates 3Q22 nominal GDP, USD trillions
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The U.S. economy is teetering on the edge of recession.
Entering the first quarter of 2023, there is a growing danger that the U.S. economy could slip into recession. While the U.S. consumer has been largely resilient so far, higher interest rates have weighed on home-building, trade and business investment.
In particular, higher inflation is squeezing consumer wallets, cutting the personal saving rate to 2.3% and boosting credit card balances. While excess savings from the pandemic supported spending in 2022, balances are now drying up and it is unlikely consumers will see further aid from the federal government.
In addition, mortgage rates have more than doubled since the start of the year, contributing to continued declines in home building, home sales and consumer spending associated with setting up new households. Moreover, the dollar rose by roughly 9% in 2022, even after a late-year sell-off. This high exchange rate, combined with weakness overseas, will likely boost imports and curtail exports thus dragging on overall economic growth. As the economy confronts these challenges, it is likely to see very weak real GDP growth with a greater than 50% chance of tipping into a recession by the end of 2023.�



Civilian unemployment rate and year-over-year wage growth
Private production and non-supervisory workers, seasonally adjusted, percent
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The labor market is showing early signs of cooling.
The labor market continues to be a bright spot in an otherwise gloomy environment, with the official unemployment rate at 3.5% as of December, at its 50-year low. However, the economy appears to be losing momentum, even in the labor market. Job openings have come down and will likely fall further, as businesses reel back hiring efforts in the face of slower demand and higher costs. Initial and continuing jobless claims have also begun to trend higher, although they still sit below historical averages.
However, there is also a limit to how much weakness we may see in employment going forward, as U.S. businesses still face a structurally smaller labor force than prior decades. Diminished legal immigration, particularly over the course of the pandemic, and baby-boomers reaching retirement age have left the economy short of workers.
This will somewhat resolve itself as higher wages and a higher cost-of-living lure some workers back into the labor market, allowing the economy to see additional months of solid job growth and low unemployment. As such, the unemployment rate may only nudge slightly higher in the year ahead. Wage growth has also moderated and will likely slow further, providing some relief to businesses and inflation.�



S&P 500 year-over-year operating EPS growth
Annual growth broken into revenue, changes in profit margin & changes in share count
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S&P 500 earnings continue to be challenged by slower growth.

Following a strong 2021, in which S&P 500 operating earnings per share (EPS) rose by 70%, profits came under pressure amidst higher costs and receding demand in 2022, leading operating EPS to decline by an estimated 4% over the year. Looking forward, consensus expectations for a double-digit gain in earnings in 2023 look too optimistic, and earnings are expected to be flat-to-down relative to 2022.

Rising costs, rather than deteriorating sales, have caused weakness in earnings and pricing power should continue to differentiate winners and losers in 2023. Energy companies will continue to benefit from high margins, while businesses that provide essential goods and services should be supported. Elsewhere, rising labor costs, higher interest rates and slowing nominal sales growth should bite into profits. In addition, a much higher dollar poses a headwind for companies with overseas sales and recession concerns could cause management teams to further reel in spending and investment.

A recession would lead to a further decline in profits and lower inflation tends to coincide with lower corporate profit growth, posing an additional headwind in the year ahead. However, if a recession that eventually leads to less wage pressure and easier monetary policy materializes, it could set up a better long-term environment going forward.�



Consumer Price Index, components
m/m % change, seasonally adjusted

Weight Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov

Headline CPI, y/y 100.0 1.3% 1.4% 1.7% 2.7% 4.2% 4.9% 5.3% 5.3% 5.2% 5.4% 6.2% 6.8% 7.1% 7.5% 7.9% 8.6% 8.2% 8.5% 9.0% 8.5% 8.2% 8.2% 7.8% 7.1%

Core CPI, y/y 78.3 1.6% 1.4% 1.3% 1.7% 3.0% 3.8% 4.4% 4.2% 4.0% 4.0% 4.6% 5.0% 5.5% 6.0% 6.4% 6.4% 6.1% 6.0% 5.9% 5.9% 6.3% 6.7% 6.3% 6.0%

Headline CPI, m/m 100.0 0.3% 0.2% 0.4% 0.6% 0.6% 0.7% 0.9% 0.5% 0.3% 0.4% 0.9% 0.7% 0.6% 0.6% 0.8% 1.2% 0.3% 1.0% 1.3% 0.0% 0.1% 0.4% 0.4% 0.1%

Core CPI, m/m 78.3 0.1% 0.0% 0.2% 0.3% 0.9% 0.7% 0.8% 0.3% 0.2% 0.3% 0.6% 0.5% 0.6% 0.6% 0.5% 0.3% 0.6% 0.6% 0.7% 0.3% 0.6% 0.6% 0.3% 0.2%

Energy 8.0 3.7% 2.8% 4.6% 5.6% -1.2% 0.7% 2.1% 1.6% 1.9% 1.2% 3.7% 2.4% 0.9% 0.9% 3.5% 11.0% -2.7% 3.9% 7.5% -4.6% -5.0% -2.1% 1.8% -1.6%

Gasoline 4.0 7.0% 5.8% 8.2% 10.3% -3.3% 0.6% 3.3% 2.5% 2.5% 1.1% 4.6% 4.5% 1.3% -0.8% 6.6% 18.3% -6.1% 4.1% 11.2% -7.7% -10.6% -4.9% 4.0% -2.0%

Electricity 2.7 0.6% 0.0% 0.5% 0.2% 0.7% 0.5% 0.2% 0.2% 1.0% 0.6% 1.4% 0.2% 0.5% 4.2% -1.1% 2.2% 0.7% 1.3% 1.7% 1.6% 1.5% 0.4% 0.1% -0.2%

Utility Gas 1.0 0.5% -0.4% 1.7% 2.4% 2.2% 1.8% 1.8% 2.2% 1.6% 2.9% 5.9% 0.3% -0.3% -0.5% 1.5% 0.6% 3.1% 8.0% 8.2% -3.6% 3.5% 2.9% -4.6% -3.5%

Food 13.7 0.3% 0.2% 0.1% 0.2% 0.4% 0.5% 0.7% 0.7% 0.4% 0.9% 0.9% 0.8% 0.5% 0.9% 1.0% 1.0% 0.9% 1.2% 1.0% 1.1% 0.8% 0.8% 0.6% 0.5%

Food at home 8.5 0.3% 0.1% 0.2% 0.2% 0.4% 0.4% 0.7% 0.6% 0.4% 1.2% 0.9% 0.9% 0.4% 1.0% 1.4% 1.5% 1.0% 1.4% 1.0% 1.3% 0.7% 0.7% 0.4% 0.5%

Food away from home 5.2 0.4% 0.3% 0.1% 0.1% 0.3% 0.6% 0.7% 0.8% 0.4% 0.5% 0.8% 0.6% 0.6% 0.7% 0.4% 0.3% 0.6% 0.7% 0.9% 0.7% 0.9% 0.9% 0.9% 0.5%

Core goods 21.2 0.0% 0.1% -0.1% 0.2% 2.0% 1.8% 2.1% 0.4% 0.4% 0.3% 1.1% 0.9% 1.2% 1.0% 0.4% -0.4% 0.2% 0.7% 0.8% 0.2% 0.5% 0.0% -0.4% -0.5%

Apparel 2.5 0.5% 1.4% -0.5% 0.4% 0.6% 1.1% 0.5% 0.1% 0.3% -0.7% 0.6% 0.7% 1.1% 1.1% 0.7% 0.6% -0.8% 0.7% 0.8% -0.1% 0.2% -0.3% -0.7% 0.2%

New vehicles 4.1 0.6% -0.4% 0.1% 0.0% 0.5% 1.5% 1.7% 1.5% 1.2% 1.3% 1.3% 1.2% 1.2% 0.0% 0.3% 0.2% 1.1% 1.0% 0.7% 0.6% 0.8% 0.7% 0.4% 0.0%

Used cars 3.8 -1.1% -0.9% -0.7% 0.3% 9.8% 7.7% 10.1% 0.0% -1.2% -0.5% 2.5% 2.4% 3.3% 1.5% -0.2% -3.8% -0.4% 1.8% 1.6% -0.4% -0.1% -1.1% -2.4% -2.9%

Medical care commod 1.5 -0.2% -0.1% -0.7% 0.1% 0.6% 0.0% -0.4% 0.2% -0.2% 0.3% 0.6% 0.1% 0.0% 0.9% 0.3% 0.2% 0.1% 0.3% 0.4% 0.6% 0.2% -0.1% 0.0% 0.2%

Core services 57.1 0.1% 0.1% 0.2% 0.3% 0.5% 0.4% 0.4% 0.3% 0.1% 0.2% 0.4% 0.4% 0.3% 0.4% 0.5% 0.6% 0.7% 0.6% 0.7% 0.4% 0.6% 0.8% 0.5% 0.4%

Shelter 32.6 0.1% 0.1% 0.2% 0.3% 0.4% 0.3% 0.4% 0.4% 0.2% 0.4% 0.5% 0.5% 0.4% 0.3% 0.5% 0.5% 0.5% 0.6% 0.6% 0.5% 0.7% 0.7% 0.8% 0.6%

Rent of primary res. 7.4 0.1% 0.1% 0.2% 0.2% 0.2% 0.3% 0.2% 0.2% 0.3% 0.4% 0.4% 0.4% 0.4% 0.5% 0.6% 0.4% 0.6% 0.6% 0.8% 0.7% 0.7% 0.8% 0.7% 0.8%

OER 24.0 0.2% 0.1% 0.2% 0.2% 0.2% 0.3% 0.3% 0.3% 0.3% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.5% 0.6% 0.7% 0.6% 0.7% 0.8% 0.6% 0.7%

Medical care services 6.9 -0.1% 0.5% 0.4% 0.1% 0.0% -0.1% 0.0% 0.2% 0.2% 0.2% 0.4% 0.3% 0.3% 0.6% 0.1% 0.6% 0.5% 0.4% 0.7% 0.4% 0.8% 1.0% -0.6% -0.7%

Transportation services 5.9 -0.2% -0.3% 0.4% 1.0% 2.2% 1.7% 1.1% -0.9% -1.2% -1.0% 0.2% 0.7% 0.0% 1.0% 1.4% 2.0% 3.1% 1.3% 2.1% -0.5% 0.5% 1.9% 0.8% -0.1%

2021 2022
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Inflation seems to have peaked and may gradually fall.
2022 was a year of high and rising inflation with headline CPI inflation peaking at a 9.1% y/y gain in June. The good news is that there are signs that a sustained inflation downtrend is underway. Most recently, consumer prices fell 0.1% m/m in December. As shown on this chart, a modest pace of monthly inflation has been mostly sustained over the last five months.
Moreover, when looking at the components of inflation, the major hotspots of inflation from earlier this year have simmered down. After Russia’s invasion of Ukraine sent global commodity prices soaring early in 2022, energy prices declined in the second half of the year. Further, easing supply constraints, combined with lower consumer demand, have allowed inflation to simmer across core goods categories. While shelter inflation remains elevated, it is expected to soon peak and decline to reflect cooling rental markets. The remaining problem for inflation is services prices outside of shelter, which are highly correlated with labor market dynamics. Fortunately, easing labor market tightness should also allow for services except for shelter inflation to come down.�



Global Composite (manufacturing & services combined) Purchasing Managers’ Index, quarterly
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Global economic momentum has also slowed.

Elevated inflation and tighter financial conditions have become a global phenomenon with weakness broad-based in the global economy. This chart displays a composite PMI heatmap of the world. Red represents weakness across manufacturing and services while green represents strength. Clearly, economic momentum declined in the second half of 2022.

In particular, the Eurozone economies and the UK have been hindered by higher energy prices and energy shortages due to the Ukraine war, resulting in slumps in consumer confidence and spending. In addition, inflation has risen sharply across Europe and caused central banks to adopt more hawkish policy positions. Key policy rates of the ECB and the Bank of England began the year at -0.50% and +0.25% respectively. Today, they have risen to 2.00% and 3.50% respectively and are both set to move higher in the months ahead even amidst recession risks.

While growth was particularly weak in China in 2022, it should improve in the coming years. Actions taken by policymakers, such as the easing of zero-Covid policies, liquidity injections for the real estate sector and efforts to ease geopolitical tensions should act as economic tailwinds. Given this, Chinese growth is expected to accelerate in 2023 and normalize back to trend in 2024.�



The U.S. dollar The U.S. trade balance
U.S. Dollar Index Current account balance, % of GDP

Developed markets interest rate differentials
Difference between U.S. and international 10-year yields*
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After soaring in 2022, the dollar is expected to find its footing going forward.

The U.S. dollar soared in 2022. As seen here, the dollar is now trading near a 20-year high in nominal terms. In real terms, once inflation is considered, the dollar is close to its highest level since 1985. The dollar’s strength has been a function of weak overseas growth, geopolitical and macroeconomic uncertainty, and the Fed’s aggressive tightening cycle compared to other central banks.

The high dollar has contributed to a worsening current account deficit, now amounting to roughly 4% of GDP. Due to lagged effects, this is likely to widen further over the next year, undermining the competitiveness of U.S. manufacturing and diverting U.S. demand towards overseas producers. The rising dollar has also undermined returns on international equities.

Over the long run, economic forces are expected to gradually drive the dollar down. In the near term, macroeconomic uncertainty and the Fed’s persistent hawkishness may continue to support the dollar. However, the dollar could peak as the Federal Reserve nears the end of its tightening cycle and global central bank tightening narrows the gap in interest rate differentials.�



 Federal funds rate expectations
 FOMC and market expectations for the federal funds rate
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Federal funds rate
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Market expectations

 FOMC December 2022 forecasts
 Percent

2022 2023 2024 2025 Long
run*

 Change in real GDP, 4Q to 4Q 0.5 0.5 1.6 1.8 1.8

 Unemployment rate, 4Q 3.7 4.6 4.6 4.5 4.0

 Headline PCE inflation, 4Q to 4Q 5.6 3.1 2.5 2.1 2.0

 Core PCE inflation, 4Q to 4Q 4.8 3.5 2.5 2.1
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The Federal Reserve may be nearing the end of its tightening cycle.

2022 was also a year of aggressive monetary tightening, with the Fed hiking rates by a cumulative 4.25% throughout the year. Despite signs that the labor market and inflation are easing, the Fed has maintained its hawkish stance on monetary policy. At its December meeting, the Fed increased the federal funds rate by a reduced pace of 0.50%—following a series of 0.75% hikes—and remained firm on its higher-for-longer messaging.

The Summary of Economic Projections signals further rate hikes from the Fed ahead. The median expectation among FOMC members indicates that rates will rise to a range of 5.00% to 5.25% by the end of 2023. Meanwhile, the Fed will continue quantitative tightening, reducing their massive bond holdings at a maximum pace of $95 billion per month.

The Fed’s updated economic projections showed a perplexing picture of higher inflation, slower growth and higher unemployment compared to previous projections. The current median FOMC expectation for the annual core PCE inflation rate is now higher for 2022, 2023 and 2024 versus its September projections, despite recent evidence that inflation is easing. Other revisions suggest that the Fed believes below-trend growth and an increase in unemployment will be necessary to combat inflation, but that a soft landing is still possible.

Interestingly, futures markets disagree with the Fed’s forecast for the federal funds rate for 2023. Despite Powell opposing the idea of rate cuts, futures markets have priced in rate cuts for the second half of 2023, reflecting the concern that overly aggressive Fed action could tip the economy into recession.�



Asset class valuations
Z-scores based on 20-year average valuation measures
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Valuations have come down significantly across asset classes.
Elevated inflation and tighter financial conditions across the globe sparked a global reset in valuations that spared few asset classes. That said, the sell-off in markets last year has presented investors with attractive opportunities. As investors assess positioning in the new year, it’s important to assess both the remaining risks on the horizon as well as a new menu of investment opportunities in the aftermath of this year’s performance.
This chart shows 10 major asset classes and styles and their valuations, expressed as z-scores versus their respective 20-year history. Using z-scores is a way to illustrate how normal, or abnormal, current valuations are compared to history. Most asset classes are much cheaper today compared to the end of 2021. In particular, the sharp rise in yields have left U.S. Treasuries and core fixed income about 1 standard deviation below their average valuation levels. While other asset classes may not be as cheap compared to their historical levels, they have fallen from the lofty valuations seen at the end of 2021. This is not to say the year ahead won’t face further challenges in the markets, but with inflation receding and a Fed pivot forthcoming, the worst of the volatility may be done. With risk management, there is plenty of opportunity for investors as we start the year.�



Return Impact of a 1% rise or fall in interest rates

 U.S. Treasuries 12/31/2022 12/31/2021 2022
Avg. 

Maturity
Correlation 
to 10-year

Correlation 
to S&P 500

Total return, assumes a parallel shift in the yield curve

   2-Year 4.41% 0.73% -4.11% 2 years 0.71 -0.23

   5-Year 3.99% 1.26% -9.74% 5 0.93 -0.19

   TIPS 1.58% -1.04% -11.85% 10 0.60 0.33

   10-Year 3.88% 1.52% -16.33% 10 1.00 -0.17

   30-Year 3.97% 1.90% -33.29% 30 0.93 -0.19

 Sector

   U.S. Aggregate 4.68% 1.75% -13.01% 8.4 0.85 0.19

   IG Corps 5.42% 2.33% -15.76% 10.9 0.51 0.46

   Convertibles 7.05% 3.66% -18.92% - -0.17 0.87

   U.S. HY 8.96% 4.21% -11.19% 5.5 -0.12 0.74

   Municipals 3.55% 1.11% -8.53% 13.0 0.48 0.20

   MBS 4.71% 1.98% -11.81% 7.8 0.78 0.11

   ABS 5.89% 1.96% -3.23% 3.6 0.01 0.06

   Leveraged Loans 11.41% 4.60% 0.06% 2.4 -0.37 0.60
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During the recent decade, I have shown this chart to illustrate the danger of rising interest rates. When rates were still at historically low levels, there was a significant risk in the first 1% rise off of the bottom. That happened last year. Investors in bonds saw their worst fears realized as bonds were down nearly as much as equities. 10-Year Treasuries lost over 16% and 30-Year Treasuries lost more than 33%! Most investors in Treasuries are trying to avoid that kind of volatility.
Now, after last year’s rise in interest rates, there may be greater upside potential in the long-term than short-term risks. Interest rates are not expected to fall as yet but increases from here are expected to be less violent.�



Bloomberg U.S. Aggregate intra-year declines vs. calendar year returns
Despite average intra-year drops of 3.3%, annual returns positive in 42 of 47 years
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This chart shows the magnitude of the losses in bonds last year relative to history. Last year, saw historic losses in bonds and they offered very little balance to portfolios.



60/40 annual return decomposition 
Total returns, 1950 – present 

13
1112

2

32

21

-1

-4

20

7

3

19

-3

13
11

6

-7

8
7

-13

6

13
14

-8

-17

28

21

-3

4

12

21

0

26

17

10

28

17

4

13

25

2

25

8
10

0

30

15

24

21

12

-1
-4

-9

19

8

4

11

6

-20

18

12

4

11

19

11

1

8

15

-3

22

14
17

-16

-30%

-20%

-10%

0%

10%

20%

30%

40%

'50 '53 '56 '59 '62 '65 '68 '71 '74 '77 '80 '83 '86 '89 '92 '95 '98 '01 '04 '07 '10 '13 '16 '19 '22

Equity return Fixed income return 60/40 calendar year return

2022

CAPITAL MARKETS REVIEW
1Q23

Patrick Yanke
The inverse stock-bond relationship should reassert itself.
Performance in 2022 was particularly unique because the bear market in stocks was accentuated by a bear market in bonds. A portfolio with 60% invested in the S&P 500 and 40% in the Bloomberg U.S. Aggregate Bond index fell 16% in 2022, marking the second worst year for a 60/40 portfolio since 1974. Rising inflation combined with rising yields contributed to deep selloffs in both stocks and bonds this year. However, a negative correlation between stocks and bonds is still overwhelmingly the norm. As shown on this page, most drawdowns in equity markets have been offset by gains in fixed income. Moreover, as investors assess performance going forward, large drawdowns in both stocks and bonds have never repeated themselves the next year. Indeed, past years of underperformance were often followed by years of strong performance. That isn’t a guarantee, just a historical data point.�



Consumer Sentiment Index and subsequent 12-month S&P 500 returns
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Don’t let how you feel about the economy overrule how you feel about investing.
For many Americans, 2022 was a very disappointing year with sharply rising inflation and interest rates, falling stock prices and the shock of Russia’s invasion of Ukraine. These factors drove consumer sentiment down to its lowest level on record in June and has only staged a modest rebound since then.
When investors feel gloomy and worried about the outlook, their natural tendency is to sell risk assets. However, history suggests that trying to time markets in this way is a mistake. This slide shows consumer sentiment over the past 50 years, with 8 distinct peaks and troughs, and how much the S&P 500 gained or lost in the 12 months following. On average, buying at a confidence peak returned 4.1% while buying at a trough returned almost 25%.
Importantly, this is not to suggest that U.S. stocks will return anything like 25% in the year ahead, as many other factors will determine that outcome. However, it does suggest that when planning for 2023 and beyond, investors should focus on fundamentals and valuations rather than how they feel about the world.�



S&P intra-year declines vs. calendar year returns
Despite average intra-year drops of 14.3%, annual returns were positive in 32 of 43 years
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On this slide, the red dots show how far the S&P 500 fell in a particular year. The bar shows where the index finished the year.
Through the last 42 years, the average intra-year drop in the S&P 500 has been about 14%. This means the average investor should expect to see their portfolio down about 14% or more during any given year. The positive returns over this time have been made by staying consistent through difficult markets. Three-fourths of the time, the market finished positive despite the intra-year troughs. Patience has been key.
Two things are important to note on this chart…
	1.	The market almost never ends at its bottom—even last year. Selling into a panic can cause an investor to only experience the worst of the market without experiencing the recovery.
	2.	Being down during the year doesn’t mean the year will end negatively. Nearly every year shown has a period of time that is negative. Three-fourths of all of these years ends positively. Selling into a panic can also mean avoiding the gains that build portfolios over time.�



Fixed income:
The Bloomberg 1-3 Month U.S. Treasury Bill Index includes all publicly issued zero-coupon US Treasury Bills that 
have a remaining maturity of less than 3 months and more than 1 month, are rated investment grade, and have $250 
million or more of outstanding face value. In addition, the securities must be denominated in U.S. dollars and must be 
fixed rate and non convertible.
The Bloomberg Global High Yield Index is a multi-currency flagship measure of the global high yield debt market.
The index represents the union of the US High Yield, the Pan-European High Yield, and Emerging Markets (EM) Hard
Currency High Yield Indices. The high yield and emerging markets sub-components are mutually exclusive. Until
January 1, 2011, the index also included CMBS high yield securities.
The Bloomberg Municipal Index: consists of a broad selection of investment-grade general obligation and revenue 
bonds of maturities ranging from one year to 30 years. It is an unmanaged index representative of the tax-exempt 
bond market.
The Bloomberg US Dollar Floating Rate Note (FRN) Index provides a measure of the U.S. dollar denominated 
floating rate note market.
The Bloomberg US Corporate Investment Grade Index is an unmanaged index consisting of publicly issued US 
Corporate and specified foreign debentures and secured notes that are rated investment grade (Baa3/BBB or higher) 
by at least two ratings agencies, have at least one year to final maturity and have at least $250 million par amount 
outstanding. To qualify, bonds must be SEC-registered.
The Bloomberg US High Yield Index covers the universe of fixed rate, non-investment grade debt. Eurobonds and 
debt issues from countries designated as emerging markets (sovereign rating of Baa1/BBB+/BBB+ and below using 
the middle of Moody’s, S&P, and Fitch) are excluded, but Canadian and global bonds (SEC registered) of issuers in 
non-EMG countries are included.
The Bloomberg US Mortgage Backed Securities Index is an unmanaged index that measures the performance of 
investment grade fixed-rate mortgage backed pass-through securities of GNMA, FNMA and FHLMC.
The Bloomberg US TIPS Index consists of Inflation-Protection securities issued by the U.S. Treasury.
The J.P. Morgan Emerging Market Bond Global Index(EMBI)includes U.S. dollar denominated Brady bonds, 
Eurobonds, traded loans and local market debt instruments issued by sovereign and quasi-sovereign entities.
The J.P. Morgan Domestic High Yield Index is designed to mirror the investable universe of the U.S. dollar domestic 
high yield corporate debt market. 
The J.P. Morgan Corporate Emerging Markets Bond Index Broad Diversified (CEMBI Broad Diversified) is an 
expansion of the J.P. Morgan Corporate Emerging Markets Bond Index (CEMBI). The CEMBI is a market 
capitalization weighted index consisting of U.S. dollar denominated emerging market corporate bonds. 
The J.P. Morgan Emerging Markets Bond Index Global Diversified (EMBI Global Diversified) tracks total returns 
for U.S. dollar-denominated debt instruments issued by emerging market sovereign and quasi-sovereign entities: 
Brady bonds, loans, Eurobonds. The index limits the exposure of some of the larger countries.
The J.P. Morgan GBI EM Global Diversified tracks the performance of local currency debt issued by emerging 
market governments, whose debt is accessible by most of the international investor base.
The U.S. Treasury Index is a component of the U.S. Government index. 

All indexes are unmanaged and an individual cannot invest directly in an index. Index returns do not
include fees or expenses.
Equities:
The Dow Jones Industrial Average is a price-weighted average of 30 actively traded blue-chip U.S. stocks.
The MSCI ACWI (All Country World Index) is a free float-adjusted market capitalization weighted index that is
designed to measure the equity market performance of developed and emerging markets.
The MSCI EAFE Index(Europe, Australasia, Far East)is a free float-adjusted market capitalization index that is
designed to measure the equity market performance of developed markets, excluding the US & Canada.
The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to
measure equity market performance in the global emerging markets.
The MSCI Europe Index is a free float-adjusted market capitalization index that is designed to measure
developed market equity performance in Europe.
The MSCI Pacific Index is a free float-adjusted market capitalization index that is designed to measure equity
market performance in the Pacific region.
The Russell 1000 Index® measures the performance of the 1,000 largest companies in the Russell 3000.
The Russell 1000 Growth Index® measures the performance of those Russell 1000 companies with higher
price-to-book ratios and higher forecasted growth values.
The Russell 1000 Value Index® measures the performance of those Russell 1000 companies with lower price-
to-book ratios and lower forecasted growth values.
The Russell 2000 Index® measures the performance of the 2,000 smallest companies in the Russell 3000
Index.
The Russell 2000 Growth Index® measures the performance of those Russell 2000 companies with higher
price-to-book ratios and higher forecasted growth values.
The Russell 2000 Value Index® measures the performance of those Russell 2000 companies with lower price-
to-book ratios and lower forecasted growth values.
The Russell 3000 Index® measures the performance of the 3,000 largest U.S. companies based on total market
capitalization.
The Russell Midcap Index® measures the performance of the 800 smallest companies in the Russell 1000
Index.
The Russell Midcap Growth Index ® measures the performance of those Russell Midcap companies with
higher price-to-book ratios and higher forecasted growth values. The stocks are also members of the Russell
1000 Growth index.
The Russell Midcap Value Index ® measures the performance of those Russell Midcap companies with lower
price-to-book ratios and lower forecasted growth values. The stocks are also members of the Russell 1000 Value
index.
The S&P 500 Index is widely regarded as the best single gauge of the U.S. equities market. The index includes
a representative sample of 500 leading companies in leading industries of the U.S. economy. The S&P 500
Index focuses on the large-cap segment of the market; however, since it includes a significant portion of the total
value of the market, it also represents the market.
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Other asset classes:
The Alerian MLP Index is a composite of the 50 most prominent energy Master Limited Partnerships (MLPs) that provides 
investors with an unbiased, comprehensive benchmark for the asset class.
The Bloomberg Commodity Index and related sub-indices are composed of futures contracts on physical commodities and 
represents twenty two separate commodities traded on U.S. exchanges, with the exception of aluminum, nickel, and zinc
The Cambridge Associates U.S. Global Buyout and Growth Index® is based on data compiled from 1,768 global (U.S. & ex 
–U.S.) buyout and growth equity funds, including fully liquidated partnerships, formed between 1986 and 2013.
The CS/Tremont Hedge Fund Index is compiled by Credit Suisse Tremont Index, LLC. It is an asset-weighted hedge fund 
index and includes only funds, as opposed to separate accounts. The Index uses the Credit Suisse/Tremont database, which 
tracks over 4500 funds, and consists only of funds with a minimum of US$50 million under management, a 12-month track 
record, and audited financial statements. It is calculated and rebalanced on a monthly basis, and shown net of all performance 
fees and expenses. It is the exclusive property of Credit Suisse Tremont Index, LLC.
The HFRI Monthly Indices (HFRI) are equally weighted performance indexes, utilized by numerous hedge fund managers as a 
benchmark for their own hedge funds. The HFRI are broken down into 4 main strategies, each with multiple sub strategies. All 
single-manager HFRI Index constituents are included in the HFRI Fund Weighted Composite, which accounts for over 2200 
funds listed on the internal HFR Database.
The NAREIT EQUITY REIT Index is designed to provide the most comprehensive assessment of overall industry performance, 
and includes all tax-qualified real estate investment trusts (REITs) that are listed on the NYSE, the American Stock Exchange 
or the NASDAQ National Market List.
The NFI-ODCE, short for NCREIF Fund Index -Open End Diversified Core Equity, is an index of investment returns reporting 
on both a historical and current basis the results of 33 open-end commingled funds pursuing a core investment strategy, some 
of which have performance histories dating back to the 1970s. The NFI-ODCE Index is capitalization-weighted and is reported 
gross of fees. Measurement is time-weighted.
Definitions:
Investing in alternative assets involves higher risks than traditional investments and is suitable only for sophisticated investors. 
Alternative investments involve greater risks than traditional investments and should not be deemed a complete investment 
program. They are not tax efficient and an investor should consult with his/her tax advisor prior to investing. Alternative 
investments have higher fees than traditional investments and they may also be highly leveraged and engage in speculative 
investment techniques, which can magnify the potential for investment loss or gain. The value of the investment may fall as well
as rise and investors may get back less than they invested.
Bonds are subject to interest rate risks. Bond prices generally fall when interest rates rise.
Investments in commodities may have greater volatility than investments in traditional securities, particularly if the instruments 
involve leverage. The value of commodity-linked derivative instruments may be affected by changes in overall market 
movements, commodity index volatility, changes in interest rates, or factors affecting a particular industry or commodity, such 
as drought, floods, weather, livestock disease, embargoes, tariffs and international economic, political and regulatory 
developments. Use of leveraged commodity-linked derivatives creates an opportunity for increased return but, at the same 
time, creates the possibility for greater loss.
Derivatives may be riskier than other types of investments because they may be more sensitive to changes in economic or 
market conditions than other types of investments and could result in losses that significantly exceed the original investment. 
The use of derivatives may not be successful, resulting in investment losses, and the cost of such strategies may reduce 
investment returns. 
Distressed Restructuring Strategies employ an investment process focused on corporate fixed income instruments, primarily 
on corporate credit instruments of companies trading at significant discounts to their value at issuance or obliged (par value) at 
maturity as a result of either formal bankruptcy proceeding or financial market perception of near term proceedings.

Investments in emerging markets can be more volatile. The normal risks of investing in foreign countries are heightened when 
investing in emerging markets. In addition, the small size of securities markets and the low trading volume may lead to a lack of 
liquidity, which leads to increased volatility. Also, emerging markets may not provide adequate legal protection for private or 
foreign investment or private property.
The price of equity securities may rise, or fall because of changes in the broad market or changes in a company’s financial 
condition, sometimes rapidly or unpredictably. These price movements may result from factors affecting individual companies, 
sectors or industries, or the securities market as a whole, such as changes in economic or political conditions. Equity securities 
are subject to “stock market risk” meaning that stock prices in general may decline over short or extended periods of time.
Equity market neutral strategies employ sophisticated quantitative techniques of analyzing price data to ascertain information 
about future price movement and relationships between securities, select securities for purchase and sale. Equity Market 
Neutral Strategies typically maintain characteristic net equity market exposure no greater than 10% long or short.
Global macro strategies trade a broad range of strategies in which the investment process is predicated on movements in 
underlying economic variables and the impact these have on equity, fixed income, hard currency and commodity markets.
International investing involves a greater degree of risk and increased volatility. Changes in currency exchange rates and 
differences in accounting and taxation policies outside the U.S. can raise or lower returns. Some overseas markets may not be
as politically and economically stable as the United States and other nations.
There is no guarantee that the use of long and short positions will succeed in limiting an investor's exposure to domestic 
stock market movements, capitalization, sector swings or other risk factors. Using long and short selling strategies may have
higher portfolio turnover rates. Short selling involves certain risks, including additional costs associated with covering short
positions and a possibility of unlimited loss on certain short sale positions.
Merger arbitrage strategies which employ an investment process primarily focused on opportunities in equity and equity 
related instruments of companies which are currently engaged in a corporate transaction.
Mid-capitalization investing typically carries more risk than investing in well-established "blue-chip" companies. Historically, 
mid-cap companies' stock has experienced a greater degree of market volatility than the average stock.
Price to forward earnings is a measure of the price-to-earnings ratio (P/E) using forecasted earnings. Price to book value 
compares a stock's market value to its book value. Price to cash flow is a measure of the market's expectations of a firm's 
future financial health. Price to dividends is the ratio of the price of a share on a stock exchange to the dividends per share 
paid in the previous year, used as a measure of a company's potential as an investment.
Real estate investments may be subject to a higher degree of market risk because of concentration in a specific industry, sector 
or geographical sector. Real estate investments may be subject to risks including, but not limited to, declines in the value of real 
estate, risks related to general and economic conditions, changes in the value of the underlying property owned by the trust and
defaults by borrower.
Relative Value Strategies maintain positions in which the investment thesis is predicated on realization of a valuation 
discrepancy in the relationship between multiple securities. 
Small-capitalization investing typically carries more risk than investing in well-established "blue-chip" companies since smaller 
companies generally have a higher risk of failure. Historically, smaller companies' stock has experienced a greater degree of
market volatility than the average stock.
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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 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 
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Bear in mind that financial planning isn’t done in presentations. It should be a personal conversation on individual, specific financial needs and goals. I’m happy to work with individuals to answer their questions and develop better plans. The information in this presentation is generic for the average investor. It’s up to each investor to apply the information to their own situation.

If you know of organizations that would benefit from this presentation, please spread the word.

This concludes the recorded portion the presentation.

I welcome your questions now or by phone or email later.�


