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Welcome to this quarter’s Capital Markets Review. As always, my purpose is to inform and to answer questions on the economy and the financial markets. This isn’t meant to be my prediction for the course of the stock market for the remainder of 2017. Rather, it is a review of economic and historical data to help you make informed decisions about your financial future. Once again this quarter, I have chosen to use slides from “The Guide to the Markets” produced by JP Morgan Asset Management with additions from American Funds (with their permission) and Raymond James 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. Feel free to interrupt me with questions.  The opinions expressed are mine and not necessarily those of Raymond James.  Neither JP Morgan nor American Funds are affiliated with Raymond James.



Themes this Quarter 

• Economic update 
• Interest rate update/expectations 
• Equity market assumptions 
• What should investors do?
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Source: FactSet, MSCI, Standard & Poor’s, J.P. Morgan Asset Management.
All return values are MSCI Gross Index (official) data. Chart is for illustrative purposes only. Past performance is not indicative of future results. 
Please see disclosure page for index definitions. Countries included in global correlations include Argentina, South Africa, Japan, UK, Canada, 
France, Germany, Italy, Australia, Austria, Brazil, China, Colombia, Denmark, Finland, Hong Kong, India, Malaysia, Mexico, Netherlands, New 
Zealand, Peru, Philippines, Portugal, Korea, Spain, Taiwan, Thailand, Turkey, United States. 
Guide to the Markets – U.S. Data are as of June 30, 2017.
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Weights in MSCI All Country World Index
% global market capitalization, float adjusted

United 
States
53%

Europe 
ex-UK
15%

Emerging
markets

12%

Canada 3%

Global equity market correlations
Rolling 1-year correlations, 30 countries

Jun. 2017:
0.39
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Country / Region

Regions / Broad Indexes
All Country World 9.3 11.8 9.7 8.5

U.S. (S&P 500)        - 9.3        - 12.0

EAFE 7.9 14.2 5.9 1.5

Europe ex-UK 10.0 18.3 3.2 0.3

Pacif ic ex-Japan 9.2 13.6 8.5 8.0

Emerging markets 15.0 18.6 10.1 11.6

MSCI: Selected Countries
United Kingdom 4.7 10.0 19.2 0.0

France 9.1 17.9 9.2 6.0

Germany 7.3 16.0 6.6 3.5

Japan 6.1 10.1 -0.4 2.7

China 25.6 25.0 1.2 1.1

India 14.8 20.5 1.1 -1.4

Brazil 5.0 3.1 37.2 66.7

Russia -16.0 -14.0 35.1 55.9

2017 YTD 2016

Local USD Local USD

Sep. 2009:
0.77
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While last year was a difficult time to be an American investor in overseas markets, this year so far has been the opposite due to the rising dollar.  In the first half of this year, the S&P 500 has risen over 9% and overseas investments have received a boost from a softening dollar by about 2.5% in the aggregate.
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Guide to the Markets – U.S. Data are as of June 30, 2017.
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Consider your asset mix.  I like to show this chart to demonstrate volatility.

Those asset classes which rise the most also fall the most.  Another lesson is to not chase returns.  What led in growth one year is not guaranteed to lead the next year… in fact, oftentimes the leaders move to the bottom of the class.  Maintaining a diversified portfolio has generally worked for the long-term.  What’s on top doesn’t stay there and what’s on the bottom will move up again eventually.  “Volatile” asset classes will usually be found at one of the extremes.

There’s another story here.  Up until 2008, a diversified portfolio beat the S&P500 5 out of 7 years.  Since then, the diversified portfolio has underperformed the S&P500 in every year.  This can cause investors to put aside diversification in favor an unmanaged index.  Despite recent experience, diversification is still important.
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Source: BEA, FactSet, J.P. Morgan Asset Management.
Values may not sum to 100% due to rounding. Quarter-over-quarter percent changes are at an annualized rate. Average represents the annualized 
growth rate for the full period. Expansion average refers to the period starting in the second quarter of 2009.
Guide to the Markets – U.S. Data are as of June 30, 2017.

Economic growth and the composition of GDP 18

Real GDP
Year-over-year % change

1Q17

YoY % chg: 2.1%

Components of GDP
1Q17 nominal GDP, USD trillions

12.6% Investment ex-housing

69.0% Consumption

17.5% Gov’t spending

3.9% Housing

- 3.0%  Net exports

Average: 
2.8%

QoQ % chg:   1.4%

Expansion   
average: 

2.1%
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Like it or not, the world leads the world economically.  When we fall into recession, the world tends to follow.  Therefore, it’s important to keep up with the U.S. economy even when considering foreign investments.

On the right, we’re looking at the components of GDP.  Consumption always makes up the largest chunk.  Therefore, it’s important as investors to know how consumers are doing financially.  Overall, GDP growth remains low vs historical rates.
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Source: J.P. Morgan Asset Management; (Top left) BEA; (Top and bottom right, bottom left) Census Bureau, FactSet.
Capital goods orders deflated using the producer price index for capital goods with a base year of 2009. *May figure is based on May 2017 Advance 
Report.
SA – seasonally adjusted. 
Guide to the Markets – U.S. Data are as of June 30, 2017.
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Light vehicle sales
Millions, seasonally adjusted annual rate

Average: 15.6

Jun. 2017:
16.4

May 2017:
1,092

Housing starts
Thousands, seasonally adjusted annual rate

Average: 1,310

Real capital goods orders
Non-defense capital goods orders ex-aircraft, USD billions, SA

Average: 62.5

May 2017*:
57.8

Manufacturing and trade inventories
Days of sales, seasonally adjusted

Apr. 2017: 
41.7
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These four sectors are considered to be “the four horsemen of the apocalypse” because they tend to lead into recession and also lead out.  There are signs of concern on the right… but the charts are related.  The top right chart shows that inventories have risen (though now falling off of their peak).  Because of rising inventories, capital goods orders have slowed to allow inventories to fall again.

The charts on the left deal with the consumer and they are not signaling recession, although there has been a slowdown in auto sales recently.  Consumers can put off buying a car or finding a place to live for only so long.  Eventually, both of these categories revert back to the mean.
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Source: J.P. Morgan Asset Management; (Top left, bottom left and top right) FactSet; (Top left  and top right) National Association of Realtors; 
(Bottom left) Freddie Mac; (Top right) BEA, Census Bureau; (Bottom right) McDash, J.P. Morgan Securitized Product Research.
Monthly mortgage payment assumes the prevailing 30-year fixed-rate mortgage rates and average new home prices excluding a 20% down payment.
Guide to the Markets – U.S. Data are as of June 30, 2017.

Residential real estate

Housing Affordability Index
Avg. mortgage payment as a % of household income

Average price for an existing single family home
Thousands USD, seasonally adjusted

Average interest rate on a U.S. mortgage
30-year fixed-rate mortgage 

Lending standards for approved mortgage loans
Average FICO score based on origination date

21

May 2017: 
14.2%

Average: 19.4%

May 2017: 
754
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May 2017:
$286,790

May 2017:
4.01%

Oct. 2005:
$275,940
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Higher home values help create a “wealth affect” for consumers.  Nothing makes consumers feel wealthier and freer to spend money than having their largest asset appreciate in value.  Home values have been on a solid growth trajectory since 2012 and housing affordability remains strong.  Note the bottom left chart, though… there was a significant uptick in mortgage lending rates in the last quarter of last year.  No market indicator will remain at extremes forever… mortgage rates will revert to their long-term mean values eventually.  This will increase the housing affordability index as well as homes become more difficult to afford for the average buyer.
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2014 2015 2016 2017* 2018* Growth since 
2014Production

U.S. 14.1 15.1 14.8 15.6 16.7 18.1%
OPEC 36.6 38.0 39.0 39.2 39.9 8.8%
Global 93.8 96.7 97.2 98.3 100.2 6.8%

Consumption
U.S. 19.1 19.5 19.6 20.0 20.3 6.0%
China 11.5 12.0 12.4 12.8 13.1 14.2%
Global 93.6 95.4 96.9 98.5 100.1 6.9%

Inventory Change 0.2 1.3 0.3 -0.2 0.1

Source: J.P. Morgan Asset Management; (Top and bottom left) EIA; (Right) FactSet; (Bottom left) Baker Hughes. 
*Forecasts are from the June 2017 EIA Short-Term Energy Outlook and start in 2017. 
**U.S. crude oil inventories include the Strategic Petroleum Reserve (SPR). Active rig count includes both natural gas and oil rigs. 
Brent crude prices are monthly averages in USD using global spot ICE prices. 
Guide to the Markets – U.S. Data are as of June 30, 2017.

Oil markets 

U.S. crude oil inventories and rig count**
Million barrels, number of active rigs

29

Change in production and consumption of liquid fuels
Production, consumption and inventories, millions of barrels per day

Jun. 2017: 
$46.52

Jul. 2008: 
$135.73

Dec. 2008: 
$43.09

Jun. 2014: 
$111.93

Price of oil
Brent crude, nominal prices, USD/barrel

Inventories (incl. SPR) Active rigs
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Jan. 2016: 
$30.98
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The growth in global oil production since 2013 came almost exclusively from the United States.  While global production increased by 6%, global consumption only increased by 3.8%.  The combination in the change of the supply/demand equation with the accompanied derivative products explains the rapid drop in the price of oil.  We have recently moved from a position of parity between supply and demand to future projections of surpluses.  In the long-term, that should keep the price of oil low.
Note the chart in the bottom left.  The drop in the price of oil (with increased inventories) brought about the idling of ⅔ of oil rigs in the U.S.  The higher price of oil has made it more economical to reopen some oil rigs.  Because of this, oil will likely remain banded below $60/barrel.  In the longer term, the price will likely rise as demand continues to grow at its historical rate of 1.4% while supplies seek equilibrium.  Demand will be driven by economic growth while supply can be somewhat controlled by oil producers.
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Guide to the Markets – U.S. Data are as of June 30, 2017.
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Civilian unemployment rate and year-over-year growth in wages of production and non-supervisory workers
Seasonally adjusted, percent

50-yr. average: 4.2%

Jun. 2017: 4.4%

Oct. 2009: 
10.0%

Jun. 2017: 
2.3%

50-yr. average: 6.2%

Wage growth

Unemployment rate
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Generally, when unemployment falls, job prospects have greater leverage in negotiations.  This tends to drive up wages.  In this economic expansion, wages remain lackluster despite a significant fall in the “official” unemployment rate.  This shows the softness of the “real” jobs market.
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Source: BLS, FactSet, J.P. Morgan Asset Management. (Bottom right) Info. fin. & bus. svcs. = Information, financial activities and professional and 
business services; Mfg. trade & trans. = Manufacturing, trade, transportation and utilities; Leisure, hospt. & other svcs. = Leisure, hospitality and other 
services; Educ. & health svcs. = Education & health services; Mining and construct = Natural resources mining & construction; Gov’t = Government. 
*Aging effect on the labor force participation rate is the estimated number of people who are no longer employed or looking for work because they are 
retired. Cyclical effect is the estimated number of people who lose their jobs and stop looking for work or do not look for work because of the 
economic conditions. Other represents the drop in labor force participation from the prior expansion peak that cannot be explained by age or cyclical 
effects. Estimates for reason of decline in labor force participation rate are made by J.P. Morgan Asset Management.
Guide to the Markets – U.S. Data are as of June 30, 2017.

Labor market perspectives

Employment – Total private payroll
Total job gain/loss, thousands

Labor force participation rate decline since 2007 peak*
Population employed or looking for work as a % of total, ages 16+

Net job creation since February 2010 
Millions of jobs
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One way we can measure the true level of unemployment is to consider the labor force participation rate (upper right chart).  This shows the percentage of the working age population participating in the labor markets.  At around 63%, we are at levels not seen since the mid-1970’s (as reported by multiple media outlets).  As the economy strengthens, the recent trend has arrested its decent.  Some of the drop in the participation rate is attributable people leaving the labor force due to aging.
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Source: FactSet, FRB, J.P. Morgan Asset Management; (Top and bottom right) BEA. 
Data include households and nonprofit organizations. SA – seasonally adjusted. 
*Revolving includes credit cards. Values may not sum to 100% due to rounding. **2Q17 figures are J.P. Morgan Asset Management estimates.
Guide to the Markets – U.S. Data are as of June 30, 2017.
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Household debt service ratio
Debt payments as % of disposable personal income, SA

1Q80: 
10.6% 2Q17**:

10.0%

Household net worth
Not seasonally adjusted, USD billions

2Q07:
$67,705

Consumer balance sheet
1Q17, trillions of dollars outstanding, not seasonally adjusted

Total assets: $110.0tn

Total liabilities: $15.2tn

Homes: 24%

Deposits: 9%

Pension funds: 21%

Other financial 
assets: 40%

Other tangible: 5%

Mortgages: 66%

Other non-revolving: 2%
Revolving*:  6%
Auto loans: 7%

Other liabilities: 9%
Student debt: 9% 

3Q07 Peak: $81.9tn
1Q09 Low:  $69.0tn

2Q17**:
$96,415
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Consumers balance sheets are very strong in the aggregate.  Total assets have reached new highs while liabilities are very low.  In fact, the amount that debts are costing households as a percent of disposable personal income remains at extreme historic lows.  Another thing to consider for the consumer is the fact that after 7 years, bad debts fall off of credit reports.  Access to credit adds fuel to consumer fires.  We are beyond the 7-year point from 2008… consumers have greater access to credit and more spending power than they have had in a decade.

Another thing to note about this is that rising interest rates won’t have a strong, direct impact on consumers’ balance sheets… ⅔ of their liabilities are fixed in mortgages which won’t be directly affected by rising interest rates.  Since last quarter, assets have grown and liabilities are slightly higher.
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Total government spending Sources of financing

Source: CBO, J.P. Morgan Asset Management; (Top and bottom right) BEA, Treasury Department.
2017 Federal Budget is based on the Congressional Budget Office (CBO) June 2017 Baseline Budget Forecast. Other spending includes, but is not 
limited to, health insurance subsidies, income security and federal civilian and military retirement. 
Note: Years shown are fiscal years (Oct. 1 through Sep. 30). 
Guide to the Markets – U.S. Data are as of June 30, 2017.
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The 2017 federal budget
CBO Baseline forecast, USD trillions

Total spending: $4.0tn

Medicare & Medicaid:
$1,086bn (27%)

Defense:
$589bn (15%)

Social Security:
$939bn (23%)

Other: $510bn (13%)

Non-defense disc.:
$615bn (15%)

Net int.: $269bn (7%)

Borrowing: $693bn (17%)

Income:
$1,574bn (39%)

Corp.: $310bn (8%)

Social insurance:
$1,164bn (29%)

Other: $267bn (7%)

Federal budget surplus/deficit
% of GDP, 1990 – 2027, 2017 CBO Baseline

CBO 
Forecast

2017:  
-3.6%

Federal net debt (accumulated deficits)
% of GDP, 1940 – 2027, 2017 CBO Baseline, end of fiscal year

2027: 
91.2%

2017:
76.7%

CBO 
Forecast

CBO’s Baseline assumptions

2017 '18-'19 '20-'21 '22-'27

Real GDP growth 2.1% 2.0% 1.5% 1.9%

10-year Treasury 2.3% 2.9% 3.5% 3.7%

Headline inflation (CPI) 2.2% 2.2% 2.4% 2.4%

Unemployment 4.5% 4.2% 4.8% 4.9%
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The federal government’s finances have improved from the last number of years.  At the peak, the Federal government was borrowing more than 35 cents of every dollar spent.  However, since last year, the borrowing rate has grown from a low of 12 cents of every dollar spent to 17 cents of every dollar now.  The long-term forecast calls for borrowing levels to increase going forward… and at an increasing rate over recent quarters.
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This is a graph from a previous Guide to the Markets showing corporate income tax rates in the developed world.  The US has the highest corporate tax rates and they have not changed in the last decade.  This is one area where recent elections may have an impact.
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U.S. EQUITIES: THE TRUMP EFFECT? 

25 

THEMES 

For full theme articles, ask for a copy of the April 2017 Investment Strategy Quarterly. 
. 

Let’s talk about the so-called “Trump Effect.”  What is it and does it have true weight in the economy?  The Trump effect is the anticipated effect of promised policies primarily on the return of wealth from overseas and a reduction in tax rates.  If an estimated $2.4 trillion in cash held by companies overseas were to be repatriated, it could improve S&P 500 earnings by 1 - 2.5%.  Reducing the corporate tax rate to 25% could improve earnings another 3%.  If corporate rates were reduced to 20%, it could improve earnings 6 - 7%.
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Inflation

Source: BLS, FactSet, J.P. Morgan Asset Management.
CPI used is CPI-U and values shown are % change vs. one year ago. Core CPI is defined as CPI excluding food and energy prices. The 
Personal Consumption Expenditure (PCE) deflator employs an evolving chain-weighted basket of consumer expenditures instead of the fixed-
weight basket used in CPI calculations.
Guide to the Markets – U.S. Data are as of June 30, 2017.

CPI and core CPI
% change vs. prior year, seasonally adjusted
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50-yr. avg. May 2017

Headline CPI 4.1% 1.9%

Core CPI 4.1% 1.7%

Food CPI 4.1% 0.9%

Energy CPI 4.3% 5.4%

Headline PCE deflator 3.6% 1.4%

Core PCE deflator 3.5% 1.4%
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Inflation remains very tame, well below historical averages.  However, there are areas of the economy with greater than the average inflation rate.  Unfortunately, some of the higher inflation items (like food, housing & medical care) affect everyone while some lower inflation items (like Recreation & Transportation) don’t affect all economic participants.  The future will likely see a return to more normal rates.  If economic growth rates accelerate, higher inflation is likely to be one of the consequences especially with an expanded money supply.
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Returns in different inflation environments – 43 years

Source: BLS, Barclays Capital, Robert Shiller, Federal Reserve, Strategas/Ibbotson, Standard & Poor’s, FactSet, J.P. Morgan Asset Management.
High or low inflation distinction is relative to median CPI-U inflation for the period 1974 to 2016.  Rising or falling inflation distinction is relative to 
previous year CPI-U inflation rate. Bond returns are based on the Barclays U.S. Aggregate index since its inception in 1976 and a composite bond 
index prior to that. Equity returns based on S&P 500 price return and annual dividend yield (total return). Cash returns are based on the Barclays 1-3 
Month T-Bill index since its inception in 1992 and 3-month T-Bill rates prior to that. Commodities returns based on S&P GSCI.
For illustrative purposes only. Past performance is not indicative of comparable future returns.
Guide to the Markets – U.S. Data are as of June 30, 2017. 
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Inflation assumptions can be a starting point for investment assumptions.  Starting with low inflation and having it rise is a scenario we’ve seen 8 times since 1974 (chart in the lower left).  In this environment, equities and commodities have been the best performers (although I maintain that the commodities number is skewed by the late seventies... more on that later).  Bonds and cash have not faired well in these environments.
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Sep. 30, 1981: 
15.84%

Interest rates and inflation

Source: BLS, Federal Reserve, J.P. Morgan Asset Management.
Real 10-year Treasury yields are calculated as the daily Treasury yield less year-over-year core CPI inflation for that month except for June 2017, 
where real yields are calculated by subtracting out May 2017 year-over-year core inflation. 
Guide to the Markets – U.S. Data are as of June 30, 2017.

31

Nominal and real 10-year Treasury yields

Jun. 30, 2017: 
0.57%

Jun. 30, 2017: 
2.31%

Nominal 10-year 
Treasury yield

Real 10-year 
Treasury yield
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Average
(1958-YTD 2017) 6/30/2017

Nominal yields 6.12% 2.31%

Real yields 2.40% 0.57%

Inflation 3.72% 1.74%
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After falling for the last 31 years, Bond yields remain at historic lows.  Bond investors likely didn’t enjoy the last quarter of last year when interest rates rallied in a short period of time.  Average nominal yields for the long-term have been around 4%.  This means that the nominal yield on the 10-year Treasury would have to rise around 2% just to get back to historical averages.  The long-term outlook for interest rates is a rise toward the long-term averages.  The movement of interest rates will impact bond investors as they watch their values fall.  Falling bond values will also make bond holdings illiquid as asset bids may not match realized results when sold.  This is a dangerous environment for bond investors as rising interest rates may counter coupon payments and remove the reward from the risk/reward equation.
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Source: Barclays, U.S. Treasury, Standard and Poor’s, FactSet, J.P. Morgan Asset Management. Sectors shown above are provided by Barclays and 
are represented by – Broad Market: U.S. Aggregate; MBS: U.S. Aggregate Securitized - MBS; Corporate: U.S. Corporates; Municipals: Muni Bond 
10-year; High Yield: Corporate High Yield; TIPS: Treasury Inflation Protection Securities (TIPS). Floating Rate: FRN (BBB); Convertibles: U.S. 
Convertibles Composite. Yield and return information based on bellwethers for Treasury securities. Sector yields reflect yield to worst. Correlations are 
based on 10-years of monthly returns for all sectors. Change in bond price is calculated using both duration and convexity according to the following 
formula: New Price = (Price + (Price * -Duration * Change in Interest Rates))+(0.5 * Price * Convexity * (Change in Interest Rates)^2). Chart is for 
illustrative purposes only. Past performance is not indicative of future results. 
Guide to the Markets – U.S. Data are as of June 30, 2017.
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Impact of a 1% rise in interest rates
Assumes a parallel shift in the yield curve and steady spreads
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Price return

Total return

U.S. Treasuries 6/30/2017 3/31/2017 2017 
YTD

Avg.
Maturity

Correlation 
to 10-year

Correlation 
to S&P 500

   2-Year 1.38% 1.27% 0.38% 2 years 0.63 -0.37

   5-Year 1.89% 1.93% 1.12% 5 0.91 -0.33

   10-Year 2.31% 2.40% 2.11% 10 1.00 -0.32

   30-Year 2.84% 3.02% 5.61% 30 0.92 -0.33

   TIPS 0.58% 0.43% 0.85% 10 0.57 0.18

Sector

   Broad Market 2.55% 2.61% 2.27% 8.3 years 0.86 0.03

   MBS 2.87% 2.90% 1.35% 7.1 0.80 -0.12

   Municipals 2.20% 2.45% 4.18% 9.9 0.47 0.01

   Corporates 3.19% 3.33% 3.80% 10.9 0.44 0.35

   High Yield 5.62% 5.84% 4.93% 6.3 -0.25 0.73

   Floating Rate 1.89% 1.74% 1.64% 3.1 -0.20 0.39

   Convertibles 5.79% 6.18% 9.82% - -0.31 0.89
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When interest rates return to their mean value, how much more can be lost in the bond markets?  From current levels, a 1% rise in interest rates will see an 17.7% loss in 30-year Treasuries and 8.4% loss for 10-year Treasuries.  Those with significant bond holdings (especially Treasuries) should carefully consider their asset allocation.  Among all bond categories, only convertibles, floating rate, and high yield securities would see positive returns in this environment—and only because of their higher yields.
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Let’s take a longer view of interest rate history.  This chart also shows the 10-year Treasury but it begins at 1870.  The long-view of interest rates shows that the recent low interest rates are not the anomaly, the high interest rates were.  Although the 60-year average for 10-year Treasury rates work out to around 6%, history shows that rates tend to be banded around 4%.  We are currently at historic low rates… but this environment could last much longer than most people expect, or are ready for.  Interest rates will likely recover toward the 4% range, eventually.  There’s no reason to expect a rise to the double-digits of the early ‘80s, though.  Also consider that the low rates of 32 years were not inconsequential during those decades.  About ½ way through that period, rates began to rise and create havoc for bond investors.
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FOMC June 2017 forecasts 
Percent

2017 2018 2019 Long 
run

Change in real GDP, 4Q to 4Q 2.2 2.1 1.9 1.8

Unemployment rate, 4Q 4.3 4.2 4.2 4.6

PCE inflation, 4Q to 4Q 1.6 2.0 2.0 2.0

The Fed and interest rates

Source: FactSet, Federal Reserve, J.P. Morgan Asset Management.
Market expectations are the federal funds rates priced into the fed futures market as of the date of the June 2017 FOMC meeting. 
Guide to the Markets – U.S. Data are as of June 30, 2017.
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Federal funds rate expectations
FOMC and market expectations for the fed funds rate

Federal funds rate

FOMC long-run projection

FOMC year-end estimates

Market expectations on 6/14/17

Long
run
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The Fed expects to continue on a path of raising the fed funds rate… the market disagrees.  There is an element of uncertainty created in this environment where the market doesn’t trust the Fed to follow through on its own program.
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2017 – 2022***  

Source: J.P. Morgan Asset Management; (Top left) Bank of England, Bank of Japan, European Central Bank, FactSet, Federal Reserve System, J.P. 
Morgan Global Economic Research; (Bottom left) Bloomberg; (Right) IMF.
*Includes the Bank of Japan (BoJ), Bank of England (BoE), European Central Bank (ECB) and Federal Reserve. Balance sheet expansion assumes 
no more quantitative easing (QE) from the BoE, tapering of ECB QE to 0 from end of 2017 over one year, tapering of BoJ QE to 20trn JPY by end of 
2018, 0 by mid-2019, and tapering of Fed QE per the June FOMC statement. **Target policy rates for Japan are estimated using EuroYen 3m futures 
contracts less a risk premium of 6bps. ***Eurozone forecasts past 2018 are JPMAM estimates calculated by aggregating individual country data. 
Government deficits are calculated by the IMF as the general government structural balance. The structural balance excludes the normal impact of the 
business cycle, providing a clearer measure of the independent impact of changes in government spending and taxation on demand in the economy. 
Guide to the Markets – U.S. Data are as of June 30, 2017.
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What is driving interest rates higher?  Since the US has the highest short-term rates in the developed world, there is little pressure to raise them higher.  This trend is also occurring in other developed countries where low rates are rising and negative rates are anticipated to return to positive rates.  In general, Japan isn’t expected to raise its rates for the long-term.
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Source: FactSet, J.P. Morgan Asset Management; (Bottom left) Bloomberg, BofA/Merrill Lynch. (Bottom right) Barclays, Bloomberg. 
The Developed Market Government Bond Index is the Bank of America/Merrill Lynch Global Government Index. Duration measures the sensitivity of 
the price of a bond to a change in interest rates. The higher the duration the greater the sensitivity bond is to movements in the interest rate.
Guide to the Markets – U.S. Data are as of June 30, 2017.

Bond market dynamics

Breakdown of DM government bonds by yield

Yield curve
U.S. Treasury yield curve
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One tell-tale sign of impending recession is an inverted yield curve where short-term interest rates are higher than long-term rates.  Despite flattening over the last 3.5 years, the yield curve remains positive.
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Index level 1,527 1,565 2,423
P/E ratio (fwd.) 27.2x 15.7x 17.5x
Dividend yield 1.1% 1.8% 2.1%
10-yr. Treasury 6.2% 4.7% 2.3%

S&P 500 Index at inflection points

Source: Compustat, FactSet, IBES, Federal Reserve, Standard & Poor’s, J.P. Morgan Asset Management.
Dividend yield is calculated as consensus estimates of dividends for the next 12 months, divided by most recent price, as provided by Compustat. 
Forward price to earnings ratio is a bottom-up calculation based on the most recent S&P 500 Index price, divided by consensus estimates for 
earnings in the next 12 months (NTM), and is provided by FactSet Market Aggregates. Returns are cumulative and based on S&P 500 Index price 
movement only, and do not include the reinvestment of dividends. Past performance is not indicative of future returns.
Guide to the Markets – U.S. Data are as of June 30, 2017.
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Between Mar. 9, 2009 and the end of June 2017, the S&P 500 increased by 258%, excluding dividends – a huge increase. There's hardly a period of time that is shorter than the period of time between when the client thinks it's too early to get in and market analysts think it's too late.
 
Those with a short-term view of history would be forgiven for seeing a market peak at these levels.  Consider, though, that we have been through what’s known as a “secular bear market”.  There are really two phases when evaluating P/E ratios... the secular bear (where P/E ratios are contracting) and the secular bull (where P/E ratios are expanding).  The only way you know you’ve gone from one to the other is in hindsight.  Through the recent secular bear, forward P/E ratios contracted from 27.2x to their current level of 17.5x.
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S&P 500 valuation measures

Source: FactSet, FRB, IBES, Robert Shiller, Standard & Poor’s, J.P. Morgan Asset Management. 
Price to earnings is price divided by consensus analyst estimates of earnings per share for the next 12 months as provided by IBES since December 
1989, and FactSet for June 30, 2017. Average P/E and standard deviations are calculated using 25 years of FactSet history. Shiller’s P/E uses 
trailing 10-years of inflation-adjusted earnings as reported by companies. Dividend yield is calculated as the next 12-month consensus dividend 
divided by most recent price. Price to book ratio is the price divided by book value per share. Price to cash flow is price divided by NTM cash flow. EY 
minus Baa yield is the forward earnings yield (consensus analyst estimates of EPS over the next 12 months divided by price) minus the Moody’s Baa 
seasoned corporate bond yield. Std. dev. over-/under-valued is calculated using the average and standard deviation over 25 years for each measure. 
*P/CF is a 20-year average due to cash flow data availability.
Guide to the Markets – U.S. Data are as of June 30, 2017.
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Current: 
17.5x

Valuation 
measure Description Latest

25-year 
avg.*

Std. dev. 
Over-/under-

valued

P/E Forward P/E 17.5x 16.0x 0.5

CAPE Shiller’s P/E 30.1 26.2 0.6

Div. Yield Dividend yield 2.1% 2.0% -0.2

P/B Price to book 2.9 2.9 0.0

P/CF Price to cash flow 12.2 10.6 0.8

EY Spread EY minus Baa yield 1.3% -0.3% -0.8

25-year average: 16.0x

+1 Std. dev.: 19.2x

-1 Std. dev.: 12.8x
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Although the recent number of 17.5x for forward P/E ratios is a little above the 25-year average, it is not reaching toward extreme levels.  It still is below 1 standard deviation from the 25-year average.  Holding all other things static, earnings growth will lower the P/E ratio… and we are expecting earnings to continue to grow.  The question will be how quickly stock prices move especially in relation to earnings.
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S&P 500 valuation measures

Source: FactSet, FRB, IBES, Robert Shiller, Standard & Poor’s, J.P. Morgan Asset Management. 
Price to earnings is price divided by consensus analyst estimates of earnings per share for the next 12 months as provided by IBES since December 
1989, and FactSet for June 30, 2017. Average P/E and standard deviations are calculated using 25 years of FactSet history. Shiller’s P/E uses 
trailing 10-years of inflation-adjusted earnings as reported by companies. Dividend yield is calculated as the next 12-month consensus dividend 
divided by most recent price. Price to book ratio is the price divided by book value per share. Price to cash flow is price divided by NTM cash flow. EY 
minus Baa yield is the forward earnings yield (consensus analyst estimates of EPS over the next 12 months divided by price) minus the Moody’s Baa 
seasoned corporate bond yield. Std. dev. over-/under-valued is calculated using the average and standard deviation over 25 years for each measure. 
*P/CF is a 20-year average due to cash flow data availability.
Guide to the Markets – U.S. Data are as of June 30, 2017.
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We can look to history for a guide to what’s possible.  The last time P/E ratios were at this level was the middle of 2003…
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S&P 500 valuation measures

Source: FactSet, FRB, IBES, Robert Shiller, Standard & Poor’s, J.P. Morgan Asset Management. 
Price to earnings is price divided by consensus analyst estimates of earnings per share for the next 12 months as provided by IBES since December 
1989, and FactSet for June 30, 2017. Average P/E and standard deviations are calculated using 25 years of FactSet history. Shiller’s P/E uses 
trailing 10-years of inflation-adjusted earnings as reported by companies. Dividend yield is calculated as the next 12-month consensus dividend 
divided by most recent price. Price to book ratio is the price divided by book value per share. Price to cash flow is price divided by NTM cash flow. EY 
minus Baa yield is the forward earnings yield (consensus analyst estimates of EPS over the next 12 months divided by price) minus the Moody’s Baa 
seasoned corporate bond yield. Std. dev. over-/under-valued is calculated using the average and standard deviation over 25 years for each measure. 
*P/CF is a 20-year average due to cash flow data availability.
Guide to the Markets – U.S. Data are as of June 30, 2017.
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From the middle of 2003 to the third quarter of 2007, P/E ratios actually fell.
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S&P 500 valuation measures

Source: FactSet, FRB, IBES, Robert Shiller, Standard & Poor’s, J.P. Morgan Asset Management. 
Price to earnings is price divided by consensus analyst estimates of earnings per share for the next 12 months as provided by IBES since December 
1989, and FactSet for June 30, 2017. Average P/E and standard deviations are calculated using 25 years of FactSet history. Shiller’s P/E uses 
trailing 10-years of inflation-adjusted earnings as reported by companies. Dividend yield is calculated as the next 12-month consensus dividend 
divided by most recent price. Price to book ratio is the price divided by book value per share. Price to cash flow is price divided by NTM cash flow. EY 
minus Baa yield is the forward earnings yield (consensus analyst estimates of EPS over the next 12 months divided by price) minus the Moody’s Baa 
seasoned corporate bond yield. Std. dev. over-/under-valued is calculated using the average and standard deviation over 25 years for each measure. 
*P/CF is a 20-year average due to cash flow data availability.
Guide to the Markets – U.S. Data are as of June 30, 2017.
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Over about 4 years P/E ratios went from above average to below average.
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Price to earnings is price divided by consensus analyst estimates of earnings per share for the next 12 months as provided by IBES since December 
1989, and FactSet for June 30, 2017. Average P/E and standard deviations are calculated using 25 years of FactSet history. Shiller’s P/E uses 
trailing 10-years of inflation-adjusted earnings as reported by companies. Dividend yield is calculated as the next 12-month consensus dividend 
divided by most recent price. Price to book ratio is the price divided by book value per share. Price to cash flow is price divided by NTM cash flow. EY 
minus Baa yield is the forward earnings yield (consensus analyst estimates of EPS over the next 12 months divided by price) minus the Moody’s Baa 
seasoned corporate bond yield. Std. dev. over-/under-valued is calculated using the average and standard deviation over 25 years for each measure. 
*P/CF is a 20-year average due to cash flow data availability.
Guide to the Markets – U.S. Data are as of June 30, 2017.
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S&P500 avg ann return:  13.18%/yr

Despite the reality of falling P/E ratios during this period, S&P500 equity values actually rose 13.18% on average per year.  That rate is actually above the long-term averages.
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Going back to an earlier chart… this is what that mid-2003 to 3rd quarter of 2007 looked like to investors.  Certainly, this wasn’t a bad time to be an equity investor.
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The main reason to invest in equities is the earnings of the companies on the exchanges.  Although earnings dropped some quarters ago, earnings have picked up and have resumed their track to record levels.  The drop in oil prices and the rising dollar have been the biggest stories in this area.  Nearly half of S&P 500 revenues are derived from overseas sources.  Energy companies (and peripherals) are obviously suffering with lower revenue from lower oil prices.  Multinational corporations are also suffering as they repatriate earnings from overseas.  Stabilizing the dollar and oil have made things look better very quickly.  Earnings are increasing.
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The important thing to realize is that the P/E ratio has two components… price and earnings.  We tend to assume that the overall ratio is driven by price.  When P/E ratios are rising, markets must be rising.  When they are falling, market values should be falling.  The reality is that both factors are important.  P/E ratios fell from mid-2003 to 3rd Quarter of 2007 because earnings rose faster than prices.  The forecast going forward is that the recent earnings doldrums will end and earnings will begin rising robustly again.  In this environment, equities have room to move higher without moving P/E ratios to extreme valuations.
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Data shown in log scale to best illustrate long-term index patterns. 
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Guide to the Markets – U.S. Data are as of June 30, 2017.
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This chart shows secular bulls and bears.  The secular bear markets are noted by the horizontal lines.  It is normal that the markets move to new highs after lows in the P/E ratio.  It is somewhat cyclical.  The average secular bear is 14 years long and the most recent started in March of 2000.  Is it over?  Only time will answer that question.  However, strong market performance shouldn’t deter stock investors with a broad view of history.  We seem to have broken out of the recent bands of market performance, but that doesn’t guarantee a future without significant volatility.
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Mar. '09 100* 4 229.7* 6 20.8 4

Mar. '03 56 7 83.9 9 20.7 5

Jan. '88 152 2 516.4 1 28.0 1

Jan. '75 153 1 362.4 4 20.1 7

Jul. '70 31 10 56.6 10 18.1 9
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There are some rumblings that this bull market is “too old” and has been growing too long to continue.  The reality is that this bull market is neither the longest-lived nor the highest flier of post-WWII equity markets.
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All-time equity market highs

Source: FactSet, Standard & Poor’s, J.P. Morgan Asset Management.

Guide to the Markets – U.S. Data are as of June 30, 2017.

New highs in an equity bull market tend to cluster together
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The news is filled with sensationalism every time the equity markets hit a new high on the indices.  Here’s the reality… any time the market is currently at a high it is likely to hit a new high on another up day.  New market highs are made from previous highs.  Don't be discouraged when the press points out each new market high.
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We are in our fourth largest expansion since WWII.  However, we are coming out of the deepest recession in the same time period… with the weakest recovery.  There is a lot of room for expansion with growth-oriented policies.  The chart on the right shows an economy that has not been performing in line with historical averages.  There is room for growth.
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Source: MSCI, Standard & Poor’s, FactSet, J.P. Morgan Asset Management.
Forward price to earnings ratio is a bottom-up calculation based on the most recent index price, divided by consensus estimates for earnings in the 
next twelve months (NTM), and is provided by FactSet Market Aggregates. Returns are cumulative and based on price movement only, and do not 
include the reinvestment of dividends. Past performance is not indicative of future returns. Dividend yield is calculated as consensus estimates of 
dividends for the next twelve months, divided by most recent price, as provided by FactSet Market Aggregates.
Guide to the Markets – U.S. Data are as of June 30, 2017.
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As mentioned earlier, strength in the US economy helps to bolster overseas economies.  Overseas valuations are more attractive than domestic markets.  Would you want to go back in time relative to the S&P 500 and invest at lower valuations?  That’s what is represented overseas.  No investment is without risk and this isn’t a sure thing by any means… but the valuations are more attractive here than in domestic markets.  Make sure your portfolio isn’t too America-focused.
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The US has once again taken the lead in the global economic earnings as Europe and Emerging Markets have significantly retreated off of their highs.  Another way to view the situation is that there is opportunity in overseas equities.  Make sure to diversify equity portfolios across international borders as well as economic sectors.
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Bear markets and subsequent bull runs

Source: FactSet, NBER, Robert Shiller, Standard & Poor’s, J.P. Morgan Asset Management.
*A bear market is defined as a 20% or more decline from the previous market high. The bear return is the peak to trough return over the cycle. 
Periods of “Recession” are defined using NBER business cycle dates. “Commodity spikes” are defined as significant rapid upward moves in oil prices. 
Periods of “Extreme valuations” are those where S&P 500 last 12 months’ P/E levels were approximately two standard deviations above long-run 
averages, or time periods where equity market valuations appeared expensive given the broader macroeconomic environment. “Aggressive Fed 
Tightening” is defined as Federal Reserve monetary tightening that was unexpected and/or significant in magnitude. Bear and Bull returns are price 
returns.
Guide to the Markets – U.S. Data are as of June 30, 2017.
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Trying to forecast the next bear market, let’s look at past patterns.

1.  Bear Markets generally occur in conjunction with economic recessions.

2.  In conjunction with recessions, there are usually other factors such as commodity shocks, Fed tightening, and/or extreme valuations.

None of these conditions are prevalent in the current economy and markets.  Few economists are forecasting a bear market for any other reason than it seems to be about time for one.
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Guide to the Markets – U.S. Data are as of June 30, 2017.
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There is a great deal of cash (relative to GDP) in the economy.  The chart on the right shows that over $12 trillion dollars remains on the sidelines in various cash-equivalent accounts.  There is another estimated $1 trillion in actual cash, not represented.  This is nearly $4 trillion greater than normal.  As confidence returns to investors, this a great deal of potential energy.

Also, the upper chart shows another stimulus for stocks… yield.  Cash investors (CDs also) are getting next to nothing for their patience.  Sooner or later, investors have to take some risk in this market in order to make money.  The alternative to stock dividends is to take on interest rate risk in the bond markets.  As shown earlier, that isn’t a good long-term proposition, in my opinion.
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When interest rates rise from below 5%, the result has universally been beneficial to stocks since 1963.  The dots show weekly stock returns relative to interest rate movements. The historical equation benefits equities in this environment—even in the short-term.
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Global reflation

Components of global growth
Nominal GDP growth broken down into real GDP growth and inflation
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Global GDP growth and corporate profits
Year-over-year growth, nominal GDP, MSCI AC World trailing EPS
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The only reason to show this chart is to show that the trend of falling global growth has been arrested and is now on the rise again.  This is a good sign for investors.
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It takes courage to invest.  Even though the market finished positive 75% of the years in the last 35, the average year saw an intrayear decline of 14.1%.  Those who would invest in equities should focus on their financial goals and not react emotionally to every market move.  Complacency may become a significant factor as investors haven’t experienced historical market volatility for a while.  When the markets become volatile, it can be stressful and investors who only recently began investing may react emotionally.  Note that even when the market doesn’t finish positively, it never finishes on its low.  Selling into a panic isn’t a good strategy for wealth-preservation nor long-term growth.
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We would all love to be able to invest without risk.  If I offered someone an investment which would have an average return greater than 7%/yr, most people would jump at it.  That is the red line.
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What that line represents, though, is the average annual return of the S&P 500 for the 20 years ended with the bottom of the Fiscal Crisis (end of February, 2009).  As painful as the market felt in the “dot com” bust of 2000-2002 and the Fiscal Crisis of 2008-2009, the returns for the long-term investor were still fairly robust, even at the worst of it.
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By the way… why do you invest rather than taking a guaranteed 7% over the long-term?  This chart shows what happened since the bottom of the S&P 500 to now.  Guaranteed returns look good in the worst of times.  Over the long-term, they create more financial opportunity loss in a portfolio than the short-term volatility of the markets.  In this mathematical example, it would take a loss of 50% in the S&P 500 to return to the 7% average line.  It’s important to note here, though, that the S&P 500 is an unmanaged index.  Some successful money managers have seen even better results.
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In the commodity realm, consider the graph in the upper right.  Those who bought gold at its peak in 1980 waited until 2007 to realize a positive return.  When factoring for inflation, these investors have still not realized a positive return in real terms.  Moreover, recent investors have seen a significant erosion of capital since its peak... greater than 1/3 of its value.
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Sector returns

Source: FactSet, Standard & Poor’s, J.P. Morgan Asset Management. 
All data are based on Standard & Poor’s GICS indexes and represent total return for stated period. Annualized (Ann.) return and volatility (Vol.) 
represents period of 12/31/06 – 12/31/16. Please see disclosure page at end for index definitions. Past performance is not indicative of future returns. 
Guide to the Markets – U.S. Data are as of June 30, 2017.
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Where is a good place for investment dollars in the sectors of the economy?  Look at sectors the same way we earlier looked at asset classes and you find a similar story.  Those sectors you find on the top will one day be on the bottom and vice-versa.  Note, for example, that last year’s top sectors were Energy, Telecom, and Financials.  Near the bottom so far this year?  Energy, Telecom, and Financials.  Since the S&P 500 is comprised of companies in all of these sectors, you will always find it somewhere in the middle—this shows the power of diversification.
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The 20 year annualized returns of available asset classes are shown in the bottom chart.  It would be logical to assume that a well-diversified investor would find their own return to be somewhere in the middle of these asset classes as their returns reflect an average between them.  That isn’t what we see, though.  We find that the average investor has a much lower average return.  In fact, at 2.3%, the average investor has barely kept pace with inflation over the last 20 years!
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Capital Markets 

Source: Morningstar Direct, as of 3/31/2017 

QTD YTD 1-Year 3-Year 5-Year 10-Year

U.S. Equity 5.74% 5.74% 18.07% 9.76% 13.18% 7.54%
Non-U.S. Equity 7.86% 7.86% 13.13% 0.56% 4.36% 1.35%

U.S. Fixed Income 0.82% 0.82% 0.44% 2.68% 2.34% 4.27%
 Global Real Estate (REITs) 3.18% 3.18% 2.06% 5.09% 6.86% 1.98%

Commodities -2.33% -2.33% 8.71% -13.91% -9.54% -6.22%
Cash & Cash Alternatives 0.12% 0.12% 0.34% 0.15% 0.11% 0.61%

Source: Morningstar Direct, as of 3/31/2017 

 
Past performance is not indicative of future results. Please see slides 29-31 for asset class definitions.  

In the more recent timeframe, you see the same outperformance by equities despite the volatile markets.  Investors had a more difficult time of it, for sure.  However, patience through the Fiscal Crisis to today has been rewarded.  Those investors who did not have the stomach for equities and chose to sit in bonds or cash were more comfortable… but much less rewarded.
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Gain required to fully recover from a loss
Loss and subsequent gain necessary for full recovery of value

In
ve

st
in

g
pr

in
ci

pl
es

1%
5% 11%

25%

43%

67%

100%

150%

233%

-1% -5% -10%
-20%

-30%
-40%

-50%
-60%

-70%

-100%

-50%

0%

50%

100%

150%

200%

250%

Loss

Required gain
Cash

The power of compounding
Cumulative return by holding period*

Bonds

Stocks

CAPITAL MARKETS REVIEW
3Q17

Here’s another way to look at it.  Over any one-year period, almost any asset class may lead.  Over any five-year period, investors are generally rewarded for investing in equities.  Over any 20-year period, there is no comparison.

So… short-term needs should be funded by investments in short-term assets like cash.  Medium-term needs may be rewarded for investing predominantly in equities.  Long-term assets should have a strong leaning toward equities.

Diversification and asset allocation do not ensure a profit nor protect against a loss.
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As I mentioned, the long-term works to the advantage of equity investors.  Those who can be patient with equities can expect positive stock returns if they have at least a 15-year time horizon.  Past performance is no guarantee of future performance but history has been very consistent in its conclusions so far.
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J.P. Morgan Asset Management – Index definitions
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. 

Fixed income:
The Barclays 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 Barclays 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 Barclays 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 Barclays US Dollar Floating Rate Note (FRN) Index provides a measure of the U.S. dollar 
denominated floating rate note market.
The Barclays 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 Barclays 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 Barclays 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 Barclays 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. 

69

55

CAPITAL MARKETS REVIEW
3Q17

The disclosure charts can be a bit of an eye-chart and hard to absorb in this setting.  My presentation will be on my website where you can review these at your leisure.
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J.P. Morgan Asset Management – Index definitions & disclosures
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.
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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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J.P. Morgan Asset Management – Risks & disclosures
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. 
This document is a general communication being provided for informational purposes only. It is educational in nature and not designed to be 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 professional advisers, if any 
investment mentioned herein is believed to be suitable 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 is not a 
reliable indicator of current and future results.
J.P. Morgan Asset Management is the brand name for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide. This communication is issued by the following entities: in the United Kingdom 
by JPMorgan Asset Management (UK) Limited, which is authorized and regulated by the Financial Conduct Authority; in other EEA jurisdictions by JPMorgan Asset Management (Europe) S.à r.l.; in Hong Kong by JF Asset 
Management Limited, or JPMorgan Funds (Asia) Limited, or JPMorgan Asset Management Real Assets (Asia) Limited; in Singapore by JPMorgan Asset Management (Singapore) Limited (Co. Reg. No. 197601586K), or 
JPMorgan Asset Management Real Assets (Singapore) Pte Ltd (Co. Reg. No. 201120355E); in Taiwan by JPMorgan Asset Management (Taiwan) Limited; in Japan by 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 Korea by JPMorgan Asset Management (Korea) Company Limited; in Australia to wholesale clients 
only as defined in section 761A and 761G of the Corporations Act 2001 (Cth) by JPMorgan Asset Management (Australia) Limited (ABN 55143832080) (AFSL 376919); in Brazil by Banco J.P. Morgan S.A.; in Canada for 
institutional clients’ use only by JPMorgan Asset Management (Canada) Inc., and in the United States by JPMorgan Distribution Services Inc. and J.P. Morgan Institutional Investments, Inc., both members of 
FINRA/SIPC.; and J.P. Morgan Investment Management Inc. 
In APAC, distribution is for Hong Kong, Taiwan, Japan and Singapore. For all other countries in APAC, to intended recipients only.

Copyright 2017 JPMorgan Chase & Co. All rights reserved

Prepared by: Samantha M. Azzarello, Gabriela D. Santos, David M. Lebovitz, Abigail B. Dwyer, John C. Manley, Jordan K. Jackson, Tyler J. Voigt  and David P. Kelly.

Unless otherwise stated, all data are as of June 30, 2017 or most recently available.
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Yanke Financial, LLC is not a registered broker/dealer, and is independent of Raymond James Financial Services. Securities are 
offered through Raymond James Financial Services, Inc. Member FINRA/SIPC. Investment Advisory Services are offered through 

Raymond James Financial Services Advisors, Inc. 

http://www.yankefinancial.com
Thank you for coming.  If you have any questions you haven’t yet asked, please feel free.


