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Fixed income:  
A turning tide
GLOBAL CENTRAL BANKS ARE 
ACCOMMODATIVE ONCE AGAIN 
page 5

INVESTING IN FIXED INCOME 
IN AN EVEN LOWER YIELD 
ENVIRONMENT 
page 6
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Source: J.P. Morgan Asset Management; (Left) Bank of England, Bank of Japan, European Central Bank, FactSet, Federal Reserve System, J.P. 
Morgan Global Economic Research; (Right) Bloomberg. *Includes the Bank of Japan (BoJ), Bank of England (BoE), European Central Bank (ECB) 
and Federal Reserve. **Bond purchase forecast assumes no further purchases from BoE; continued BoJ QE of $20trn JPY ann. for 2019 and 2020; 
restarting of purchases from the ECB at a pace of $20bn EUR per month beginning in November 2019; and conclusion of Fed balance sheet 
reduction per the July 2019 FOMC statement, in which beginning August 2019, maturing MBS holdings will be reinvested in Treasuries up to $20bn 
per month, anything in excess of that is reinvested back into MBS. The Fed balance sheet begins to rise again due to rising liabilities. ***Including: 
Australia, Canada, Denmark, eurozone, Japan, Norway, Sweden, Switzerland, UK and U.S.
Guide to the Markets – U.S. Data are as of September 30, 2019.
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Source: Bloomberg, FactSet, ICE, J.P. Morgan Asset Management. Sectors shown above are represented by Bloomberg indices except for EMD – U.S. 
Aggregate; MBS: U.S. Aggregate Securitized - MBS; U.S. corps: U.S. Corporates; Munis: Muni Bond 10-year; U.S. HY: Corporate High Yield; TIPS: 
Treasury Inflation-Protected Securities (TIPS); Floating Rate: U.S. Floating Rate; Convertibles: U.S. Convertibles Composite; EMD ($): J.P. Morgan 
EMBIG Diversified Index; EMD (LCL): J.P. Morgan GBI EM Global Diversified Index; EM Corp: J.P. Morgan CEMBI Broad Diversified Index; Euro Corp.: 
Euro Aggregate Corporate Index; Euro HY: Pan-European High Yield index. Convertibles yield is based on the U.S. portion of the Bloomberg Barclays 
Global Convertibles. Country yields are represented by the global aggregate for each country except where noted. Yield and return information based on 
bellwethers for Treasury securities. Correlations are based on 15-years of monthly returns for all sectors. International fixed income sector correlations 
are in hedged U.S. dollar returns except EMD local index. Yields for all indices are in hedged returns using three-month LIBOR rates between the U.S. 
and international LIBOR. Yields for each asset class are a 12-month average. Guide to the Markets – U.S. Data are as of September 30, 2019.
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U.S. economy: 
Walking a tightrope
RISKY BUSINESS  
page 3

CAN’T HAVE A BUST  
WITHOUT A BOOM           
page 4
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Source: J.P. Morgan Asset Management, (Left) Department of Labor; (Right) Bureau of Economic Analysis, “Measuring Economic Policy Uncertainty” 
by Scott Baker, Nicholas Bloom and Steven J. Davis. The policy uncertainty index is constructed by three components: newspaper coverage of 
policy-related economic uncertainty, the number of federal tax code provisions set to expire in future years and disagreement among economic 
forecasters as a proxy for uncertainty.
Guide to the Markets – U.S. Data are as of September 30, 2019. 

Hires vs. layoffs and discharges Policy uncertainty and capital spending
Total nonfarm, millions, seasonally adjusted Year-over-year % change
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U.S. equities:  
Time to get tactical 
LOFTY EXPECTATIONS AND 
SINGLE DIGIT GROWTH 
page 7

VALUATIONS WILL RELY  
ON SENTIMENT 
page 8
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Source: Compustat, FactSet, Standard & Poor’s, J.P. Morgan Asset Management.
EPS levels are based on annual operating earnings per share except for 2019, which is quarterly. Percentages may not sum due to rounding. Past 
performance is not indicative of future returns.
Guide to the Markets – U.S. Data are as of September 30, 2019.

S&P 500 year-over-year operating EPS growth
Annual growth broken into revenue, changes in profit margin & changes in share count

Share of EPS growth 2Q19 Avg. '01-18
Margin -1.3% 4.2%
Revenue 3.0% 3.2%
Share Count 2.1% 0.3%
Total EPS 3.8% 7.7%
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Source: FactSet, FRB, Robert Shiller, Standard & Poor’s, Thomson Reuters, 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 October 
1994, and FactSet for September 30, 2019. Average P/E and standard deviations are calculated using 25 years of IBES 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 September 30, 2019. 

S&P 500 Index: Forward P/E ratio

Valuation 
measure Description Latest

25-year 
avg.*

Std. dev. 
Over-/under-

Valued
P/E Forw ard P/E 16.82x 16.22x 0.19

CAPE Shiller's P/E 29.66 27.08 0.42

Div. Yield Dividend yield 2.05% 2.10% 0.13

P/B Price to book 3.11 2.95 0.22

P/CF Price to cash flow 12.23 10.63 0.86

EY Spread EY minus Baa yield 2.06% -0.06% -1.08

                                                                                                                                                                                 25-year average: 16.22x                                                                                                                         
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International 
equities: Looking 
beyond the clouds 
TRADE UNCERTAINTY CLOUDS 
CONTINUE TO LINGER 
page 9

EVERY CLOUD HAS A  
SILVER LINING  
page 10

47

Source: J.P. Morgan Asset Management; (Left) Markit; (Right) J.P. Morgan Global Economic Research.
PMI is the Purchasing Managers’ Index. Real GDP growth is a GDP-weighted measure. 
Guide to the Markets – U.S. Data are as of September 30, 2019.

Global PMI for manufacturing and services Global real GDP growth
Monthly % change, quarter-over-quarter, seasonally adjusted annual rate
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Source: FactSet, Federal Reserve, MSCI, Standard & Poor’s, J.P. Morgan Asset Management.
All return values are MSCI Gross Index (official) data. 15-year history based on U.S. dollar returns. 15-year return and beta figures are calculated for 
the time period 12/31/03-12/31/18. Beta is for monthly returns relative to the MSCI AC World Index. Annualized volatility is calculated as the  
standard deviation of quarterly returns multiplied by the square root of 4. Chart is for illustrative purposes only. Please see disclosure page for index 
definitions. Past performance is not a reliable indicator of current and future results. Sector breakdown includes the following aggregates: Technology 
(communication services and technology), consumer (consumer discretionary and staples) and commodities (energy and materials). The graph 
excludes the utilities and real estate sectors for illustrative purposes.
Guide to the Markets – U.S. Data are as of September 30, 2019.

Returns

Local USD Local USD Ann. Beta

Regions

U.S. (S&P 500) - 20.6 - -4.4 7.8 0.86

AC World ex-U.S. 14.2 12.1 -10.2 -13.8 5.7 1.11

EAFE 16.2 13.3 -10.5 -13.4 5.2 1.07

Europe ex-UK 21.1 16.0 -10.6 -14.4 5.7 1.22

Emerging markets 8.1 6.2 -9.7 -14.2 8.3 1.28

Selected Countries

United Kingdom 13.8 10.2 -8.8 -14.1 4.1 1.01

France 22.6 16.9 -7.5 -11.9 5.4 1.23

Germany 16.1 10.7 -17.7 -21.6 6.1 1.34

Japan 9.9 11.5 -14.9 -12.6 4.0 0.75

China 8.1 7.8 -18.6 -18.7 9.9 1.25

India 3.7 2.1 1.4 -7.3 10.0 1.39

Brazil 19.0 10.8 16.7 -0.1 10.0 1.51

Russia 23.1 30.4 18.1 0.5 4.8 1.52
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Source: BEA, FactSet, J.P. Morgan Asset Management.
Guide to the Markets – U.S. Data are as of September 30, 2019.

Residential investment as a % of GDP Business fixed investment as a % of GDP
Quarterly, seasonally adjusted Quarterly, seasonally adjusted

Motor vehicle and parts consumption as a % of GDP Change in private inventories as a % of GDP
Quarterly, seasonally adjusted Quarterly, seasonally adjusted
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• Slowing economic growth is no longer a forecast, it is a fact. Growth 
in the second quarter slowed to 2.3% year-over-year after averaging 
2.9% in 2018. Moreover, recent data suggest growth will decelerate 
further in the third quarter to a more trend-like 2% pace. 

• The U.S. economy is walking a tightrope. On one end, rising political 
uncertainty has caused business confidence to weaken, which may 
in turn slow hiring decisions; on the other, the cyclical sectors of the 
economy are relatively stable.

• These two offsetting factors lead us down a precarious course on 
which we may skillfully avoid a recession in the near term, but are 
more susceptible to risks that may knock us off course in the 
medium to long term.  
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• Global central banks have changed tack, moving away from 
tightening and toward easing monetary policy. 

• The Federal Reserve (Fed) cut interest rates for the first time in a 
decade and appears to be on a path of easing. 

• Yields have collapsed in recent months, as recession risks rise and 
fear about the global economy grows. This has made the hunt for 
yield even more challenging. 
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• Continued trade tensions have weighed on sentiment and should 
lead to further volatility in equity markets.

• With pressure on sentiment, equity valuations are likely capped, 
leaving earnings growth as the main driver for any further 
appreciation in equity markets.

• Late cycle dynamics combined with elevated geopolitical and policy 
uncertainty increase the need for investors to dampen volatility by 
striking a more balanced total return profile between dividends and 
capital appreciation.
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• In the third quarter of 2019, trade tensions continued to weigh on 
business and investor sentiment with further escalation of trade 
tensions between the U.S. and China. 

• In August, the U.S. announced a new round of tariffs and  
China followed through with retaliation measures. This series  
of events has put further pressure on business confidence, 
depressing business investment and raising concerns over global 
economic growth.

• Thinking beyond short-term effects of trade uncertainty, we believe 
that international equities continue to serve a role in portfolios.
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Source: J.P. Morgan Asset Management, (Left) Department of Labor; (Right) Bureau of Economic Analysis, “Measuring Economic Policy Uncertainty” 
by Scott Baker, Nicholas Bloom and Steven J. Davis. The policy uncertainty index is constructed by three components: newspaper coverage of 
policy-related economic uncertainty, the number of federal tax code provisions set to expire in future years and disagreement among economic 
forecasters as a proxy for uncertainty.
Guide to the Markets – U.S. Data are as of September 30, 2019. 

Hires vs. layoffs and discharges Policy uncertainty and capital spending
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Source: Guide to the Markets – U.S. 4Q 2019, page 24

Business investment spending 
has slowed amidst rising political 
uncertainty.

Investors tend to look at layoffs 
and unemployment claims as signs 
of a looming recession. However, 
recent history suggests that hiring 
freezes, rather than layoffs, should 
be watched more closely.

While hiring continues to remain 
robust, softening business 
confidence could cause this to turn 
and weaken the economic outlook.  

OVERVIEW

• Slowing economic growth is no longer 
a forecast, it is a fact. Growth in the 
second quarter slowed to 2.3% year-
over-year after averaging 2.9% in 
2018. Moreover, recent data suggest 
growth will decelerate further in the 
third quarter to a more trend-like  
2% pace. 

• The U.S. economy is walking a 
tightrope. On one end, rising political 
uncertainty has caused business 
confidence to weaken, which may in 
turn slow hiring decisions; on the 
other, the cyclical sectors of the 
economy are relatively stable.

• These two offsetting factors lead us 
down a precarious course on which 
we may skillfully avoid a recession  
in the near term, but are more 
susceptible to risks that may knock  
us off course in the medium to  
long term.  

1 U.S. economy: Walking a tightrope

RISKY BUSINESS  

Consumer confidence and business confidence are inextricably linked. When business 
leaders are confident in the economy and growth prospects, they hire employees and 
invest more into their companies to meet future demand. This, in turn, leads to more 
people who are employed, receiving wages and have general confidence in their personal 
state of affairs. 

Elevated political uncertainty, however, has cast doubts over the business outlook. As a 
result, business investment spending has rolled over in recent quarters. While this has yet 
to affect current hiring dynamics given the high demand for labor, any slowing in hiring 
decisions in coming months could be a cause for concern for consumer confidence and the 
broader economy.         

• Political uncertainty remains elevated and has caused businesses to slow investment 
spending given the unclear outlook. Even amidst the strong likelihood of further interest 
rate cuts from the Fed, companies will look more toward a resolution on trade, rather 
than cheaper financing, to reconsider spending plans. 

• Further softening in business spending may lead to a weakening in hires. Importantly, 
hiring declines tend to precede recessions, while a surge in layoffs tends to happen after 
a recession has started, suggesting hiring declines may be a better forward-looking 
indicator for the economy. 
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Source: Guide to the Markets – U.S. 4Q 2019, page 20

The cyclical parts of the economy – 
housing, durable goods spending, 
business investment and auto sales 
– are not extended, in contrast to 
previous expansions.

This should lead to a less severe 
decline in economic growth during 
the next recession given the lack of 
cyclical excesses in the economy.

20

Source: BEA, FactSet, J.P. Morgan Asset Management.
Guide to the Markets – U.S. Data are as of September 30, 2019.
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CAN’T HAVE A BUST WITHOUT A BOOM           

Every recession is different, though there tend to be common warning signs leading up to 
them. These warning signs are typically excesses in the sectors of the economy that are 
more sensitive to the overall business cycle. These include residential investment (housing), 
business investment, motor vehicle consumption and inventories. 

When looking across the economy, while there are concerns within the business sector, 
there are generally few causes of concern elsewhere. Given the lack of cyclical build-ups, 
it’s reasonable to assume that we may be entering a period of more moderate growth, and 
it may persist for some time.     

• The cyclical sectors have been good indicators in the past. Prior to the financial crisis, 
which was centered on housing, residential investment reached a peak of almost 7% of 
GDP in 2006-2007 before collapsing. Similarly, prior to the dot com bubble, business 
investment ramped up as businesses sought to increase research and development 
spending.

• Up until the 1980s, inventory builds swung wildly and excess motor vehicle consumption 
contributed to the recessions during those periods as well. None of those dynamics are 
currently present.

INVESTMENT IMPLICATIONS

• As heightened trade tensions and 
policy uncertainty begin to negatively 
impact U.S. businesses and global 
growth, particularly in manufacturing 
sectors, investors should proceed  
with caution.    

• While slowing growth means another 
surge in the stock market is unlikely, 
moderate valuations, moderate 
earnings growth and a Fed now in 
easing mode are enough to support 
risk assets over the next 12 months. 
Still, investors should express a 
degree of balance within portfolios, 
adding high-quality duration where 
appropriate, but maintaining some 
risk in U.S. assets.  
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Source: J.P. Morgan Asset Management; (Left) Bank of England, Bank of Japan, European Central Bank, FactSet, Federal Reserve System, J.P. 
Morgan Global Economic Research; (Right) Bloomberg. *Includes the Bank of Japan (BoJ), Bank of England (BoE), European Central Bank (ECB) 
and Federal Reserve. **Bond purchase forecast assumes no further purchases from BoE; continued BoJ QE of $20trn JPY ann. for 2019 and 2020; 
restarting of purchases from the ECB at a pace of $20bn EUR per month beginning in November 2019; and conclusion of Fed balance sheet 
reduction per the July 2019 FOMC statement, in which beginning August 2019, maturing MBS holdings will be reinvested in Treasuries up to $20bn 
per month, anything in excess of that is reinvested back into MBS. The Fed balance sheet begins to rise again due to rising liabilities. ***Including: 
Australia, Canada, Denmark, eurozone, Japan, Norway, Sweden, Switzerland, UK and U.S.
Guide to the Markets – U.S. Data are as of September 30, 2019.

 Global central bank bond purchases*  Number of rate changes by top-10 DM central banks***
 USD billions, 12-month rolling flow

-$1,000

-$500

$0

$500

$1,000

$1,500

$2,000

'16 '17 '18 '19 '20

Cuts

Hikes

Forecast**Fed

BoJ

ECB

BoE

Total

0

5

10

15

20

25

30

35

'08 '09 '10 '11 '12 '13 '14 '15 '16 '17 '18 '19

Source: Guide to the Markets – U.S. 4Q 2019, page 39

Central bank easing is now 
occurring across both developed 
and emerging markets in the 
form of rate cuts and renewed 
quantitative easing in select 
markets such as Europe. 

This is a departure from the 
direction central banks had been 
heading in for years. In 2017 and 
2018, none of the top 10 developed 
market central banks cut rates; 
each only hiked rates. However, in 
2019, this has switched, with cuts 
outpacing hikes. 

OVERVIEW

• Global central banks have changed 
tack, moving away from tightening 
and toward easing monetary policy. 

• The Federal Reserve (Fed) cut interest 
rates for the first time in a decade, 
and appears to be on a path of easing. 

• Yields have collapsed in recent 
months, as recession risks rise and 
fear about the global economy grows. 
This has made the hunt for yield even 
more challenging. 

Fixed income: A turning tide

GLOBAL CENTRAL BANKS ARE ACCOMMODATIVE ONCE AGAIN

As global growth is called into question and uncertainty from trade tensions persists, many 
major global central banks have actively shifted from tighter to easier monetary policy, 
with the Federal Reserve (Fed) being a driving force. 

More easing on the horizon, coupled with greater fear in the bond markets, has pushed 
yields even lower and at a rapid pace this summer.   

• The Fed cut rates for the first time in a decade in July, followed by a second cut in 
September. Balance sheet normalization was concluded two months early at the 
beginning of August. 

• In the developed international markets, the European Central Bank cut rates deeper into 
negative territory in September and resumed asset purchases, which it had only recently 
concluded at the end of 2018. The Bank of Japan maintains easy monetary policy.

• In emerging markets, the People’s Bank of China further reduced the reserve requirement 
ratio and introduced the loan prime rate to facilitate bank lending. Many other major EM 
central banks also cut rates, such as India, Brazil, Mexico and Korea. 
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Source: Guide to the Markets – U.S. 4Q 2019, page 33

After years in a low-rate 
environment, investors  
hunted for yield in potentially 
unfamiliar territory. 

Investors should know what they 
own: often higher yield means 
higher risk, and greater correlation 
to equities. Investors may want 
to ensure proper fixed income 
diversification in the context of 
their overall portfolios. 

33

Source: Bloomberg, FactSet, ICE, J.P. Morgan Asset Management. Sectors shown above are represented by Bloomberg indices except for EMD – U.S. 
Aggregate; MBS: U.S. Aggregate Securitized - MBS; U.S. corps: U.S. Corporates; Munis: Muni Bond 10-year; U.S. HY: Corporate High Yield; TIPS: 
Treasury Inflation-Protected Securities (TIPS); Floating Rate: U.S. Floating Rate; Convertibles: U.S. Convertibles Composite; EMD ($): J.P. Morgan 
EMBIG Diversified Index; EMD (LCL): J.P. Morgan GBI EM Global Diversified Index; EM Corp: J.P. Morgan CEMBI Broad Diversified Index; Euro Corp.: 
Euro Aggregate Corporate Index; Euro HY: Pan-European High Yield index. Convertibles yield is based on the U.S. portion of the Bloomberg Barclays 
Global Convertibles. Country yields are represented by the global aggregate for each country except where noted. Yield and return information based on 
bellwethers for Treasury securities. Correlations are based on 15-years of monthly returns for all sectors. International fixed income sector correlations 
are in hedged U.S. dollar returns except EMD local index. Yields for all indices are in hedged returns using three-month LIBOR rates between the U.S. 
and international LIBOR. Yields for each asset class are a 12-month average. Guide to the Markets – U.S. Data are as of September 30, 2019.
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INVESTING IN FIXED INCOME IN AN EVEN LOWER YIELD ENVIRONMENT 

An outlook of central bank easing, slowing global growth and continuing trade uncertainty 
has pushed government yields to record lows, and in some regions, into negative territory. 

Lower yields and the rise in negative-yielding debt have made the hunt for yield even more 
challenging. 

Investors ought to weigh whether they are being compensated adequately for owning some 
areas of the market that offer higher yields. Investors should also consider moving up in 
quality and longer in duration to prepare their portfolios for a future downturn.  

• Government bond yields have reached historic lows, which means investors have  
had to get even more creative about finding yield. Sometimes that has led them to 
uncharted territory. 

• In light of this, investors should fully understand the characteristics of the fixed income 
investments they own and how they are likely to perform in different environments. 
Higher yield often means higher risk, so it is important to balance attractive opportunities 
with core holdings.

• Often higher yielding sectors are also more highly correlated to equities, so investors 
would be wise to ensure they are not only diversified within fixed income, but also across 
all asset classes.

INVESTMENT IMPLICATIONS

• Lower yields and negative-yielding 
debt may make investors more 
desperate in the hunt for yield. 
Although there are some attractive 
yield opportunities in the fixed 
income markets, investors should 
remember that higher yield means 
higher risk, and often a greater 
correlation to equities. Investors 
should know what they own and fully 
understand the characteristics of 
what they hold. 

• In an environment in which recession 
risks are rising and fear and 
uncertainty are growing, investors 
should also consider moving to higher 
quality, longer duration bonds to 
provide portfolio protection. 
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Source: Compustat, FactSet, Standard & Poor’s, J.P. Morgan Asset Management.
EPS levels are based on annual operating earnings per share except for 2019, which is quarterly. Percentages may not sum due to rounding. Past 
performance is not indicative of future returns.
Guide to the Markets – U.S. Data are as of September 30, 2019.

S&P 500 year-over-year operating EPS growth
Annual growth broken into revenue, changes in profit margin & changes in share count

Share of EPS growth 2Q19 Avg. '01-18
Margin -1.3% 4.2%
Revenue 3.0% 3.2%
Share Count 2.1% 0.3%
Total EPS 3.8% 7.7%
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Earnings will grow positively 
in 2019, but this growth is 
concentrated in only a few sectors.

2020 earnings estimates are 
currently too high, with downward 
risks coming from slower growth, 
lower margins and slower  
buyback activity.

Despite downside risks, earnings 
should remain in positive territory 
in 2019 and 2020, providing 
support for the equity market.

OVERVIEW

• Continued trade tensions have 
weighed on sentiment and should lead 
to further volatility in equity markets.

• With pressure on sentiment, equity 
valuations are likely capped, leaving 
earnings growth as the main driver 
for any further appreciation in  
equity markets.

• Late cycle dynamics combined with 
elevated geopolitical and policy 
uncertainty increase the need for 
investors to dampen volatility by 
striking a more balanced total return 
profile between dividends and  
capital appreciation.

U.S. equities: Time to get tactical  

LOFTY EXPECTATIONS AND SINGLE DIGIT GROWTH 

Despite initial estimates calling for a contraction, the 2Q19 earnings season was better than 
feared with second quarter operating earnings rising 3.9% from a year prior. From a sector 
standpoint, strong growth was seen in the financials, health care and real estate sectors, 
while most other sectors saw profits flat or contract on a year-over-year basis. Overall,  
we expect that full year 2019 operating profits should grow at around 4%-6%.

• Margins contracted on a year-over-year basis in 2Q19, but still remain near all-time highs 
at 11.4%. Strong wage growth, higher input costs and further increases in tariffs will 
continue to put downward pressure on margins going forward. 

• Additionally, buybacks boosted earnings per share growth and contributed nearly half 
of the growth seen this quarter. As the economy slows and tax reform benefits fade, 
buybacks should also slow going forward, adding another source of downside pressure  
to earnings.

• Looking ahead, 2020 estimates, at 12% y/y, are likely still too high and should see 
downward revisions as the year progresses. We expect low to single digit earnings growth 
in 2020 with downside risks.
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Source: Guide to the Markets – U.S. 4Q 2019, page 5

Equity markets look fairly valued 
across a number of different 
metrics when compared to their 
long-run averages.

The pullback in interest rates has 
led equities to look increasingly 
attractive relative to fixed income.

5

Source: FactSet, FRB, Robert Shiller, Standard & Poor’s, Thomson Reuters, 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 October 
1994, and FactSet for September 30, 2019. Average P/E and standard deviations are calculated using 25 years of IBES 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 September 30, 2019. 

S&P 500 Index: Forward P/E ratio

Valuation 
measure Description Latest

25-year 
avg.*

Std. dev. 
Over-/under-

Valued
P/E Forw ard P/E 16.82x 16.22x 0.19

CAPE Shiller's P/E 29.66 27.08 0.42

Div. Yield Dividend yield 2.05% 2.10% 0.13

P/B Price to book 3.11 2.95 0.22

P/CF Price to cash flow 12.23 10.63 0.86

EY Spread EY minus Baa yield 2.06% -0.06% -1.08

                                                                                                                                                                                 25-year average: 16.22x                                                                                                                         

                                                                                                                               +1 Std. dev.: 19.40x                                                                                                                                                                           

                                                                                               -1 Std. dev.: 13.03x                                                                                                                                                                                                           
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VALUATIONS WILL RELY ON SENTIMENT 

A focus on tariff increases, slowing manufacturing activity, an inverted yield curve and 
trillions of dollars’ worth of negative-yielding debt all fueled recession fears and 
contributed to equity volatility in the third quarter. However, given the large pullback in 
U.S. long-term interest rates, equity multiples have remained near their long-run average. 
In theory, lower rates should lead to higher multiples. However, with threatening clouds on 
the horizon, sentiment will need to meaningfully improve in order for equity valuations to 
climb meaningfully higher.

• Business confidence has come under pressure due to uncertainty around trade tensions, 
yet consumer confidence has held up reasonable well. As such, equity valuations remain 
near their long-term average and consumer confidence will be the driver of equity 
valuations going forward.  

• If consumer confidence begins to fall, equity multiples will likely come under pressure, 
with any equity market appreciation having to come from earnings growth. On the other 
hand, if recession fears and geopolitical and policy uncertainty is extinguished, fueling 
sentiment, multiples could expand, which would support the equity market going forward.

INVESTMENT IMPLICATIONS

• The current policy and economic 
environment leads us to prefer 
cyclical and value-oriented equities, 
but we remain selective across 
sectors within these areas.

• With broad uncertainty and equity 
market volatility set to continue, 
investors should strike a balance 
between returns from income and 
capital appreciation in their equity 
allocation, allowing them to play both 
offense and defense.

• Likely capped multiples and slower 
profit growth, combined with 
continued geopolitical and policy 
uncertainty, will require a more 
tactical approach in equities.
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Source: J.P. Morgan Asset Management; (Left) Markit; (Right) J.P. Morgan Global Economic Research.
PMI is the Purchasing Managers’ Index. Real GDP growth is a GDP-weighted measure. 
Guide to the Markets – U.S. Data are as of September 30, 2019.

Global PMI for manufacturing and services Global real GDP growth
Monthly % change, quarter-over-quarter, seasonally adjusted annual rate
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The manufacturing sector has 
been in the eye of the storm of 
the global slowdown, as trade 
uncertainty continues to weigh on 
business confidence. 

In contrast, the services sector has 
continued to show resiliency with 
the help of the consumer, which 
has been the life vest of the global 
economy.  

OVERVIEW

• In the third quarter of 2019, trade 
tensions continued to weigh on 
business and investor sentiment with 
further escalation of trade tensions 
between the U.S. and China. 

• In August, the U.S. announced a new 
round of tariffs and China followed 
through with retaliation measures. 
This series of events has put further 
pressure on business confidence, 
depressing business investment and 
raising concerns over global economic 
growth.

• Thinking beyond short-term effects of 
trade uncertainty, we believe that 
international equities continue to 
serve a role in portfolios.

International equities: Looking beyond the clouds 

TRADE UNCERTAINTY CLOUDS CONTINUE TO LINGER   

Trade tensions between the U.S. and its major partners, particularly China, have continued 
to be an important factor for investors over the past few months. The trade dispute 
between the two largest economies in the world took many twists and turns in the last 
quarter, which has added further pressure on business confidence and raised concerns over 
global economic growth. 

• After the G20 meeting in June, where both presidents agreed to restart negotiations, the 
U.S. announced a new round of tariffs on all remaining Chinese exports. China retaliated 
by allowing the depreciation of the Chinese yuan and imposing tariffs on additional U.S. 
exports. In response, the U.S. further increased tariff rates on products coming from 
China. This means that by December, all goods traded between the U.S. and China could  
be tariffed.

• While the tariffs themselves are worrisome, they haven’t caused major direct impacts in 
either economy yet in terms of inflation or growth. Instead, our main source of concern is 
the uncertainty that they have brought to businesses. Global companies are unsure about 
the rules of the game, leading them to pause on investment decisions on new projects.

• The negative effects of the trade dispute have been mainly felt in the manufacturing 
sector. Global manufacturing PMI is below 50, pointing that the sector is sinking. On the 
other hand, the services sector is still in expansionary territory, remaining afloat by the 
life vest that is the consumer. 
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Source: Guide to the Markets – U.S. 4Q 2019, page 42

International equities account  
for almost half of the global 
equities universe.

However, most investors have 
too small of an allocation even 
to be considered underweight in 
international assets.

While it’s important to be  
invested abroad, it is also essential 
to have the right exposure, such 
as the consumer-oriented sectors 
that are likely to benefit in the 
long run.

42

Source: FactSet, Federal Reserve, MSCI, Standard & Poor’s, J.P. Morgan Asset Management.
All return values are MSCI Gross Index (official) data. 15-year history based on U.S. dollar returns. 15-year return and beta figures are calculated for 
the time period 12/31/03-12/31/18. Beta is for monthly returns relative to the MSCI AC World Index. Annualized volatility is calculated as the  
standard deviation of quarterly returns multiplied by the square root of 4. Chart is for illustrative purposes only. Please see disclosure page for index 
definitions. Past performance is not a reliable indicator of current and future results. Sector breakdown includes the following aggregates: Technology 
(communication services and technology), consumer (consumer discretionary and staples) and commodities (energy and materials). The graph 
excludes the utilities and real estate sectors for illustrative purposes.
Guide to the Markets – U.S. Data are as of September 30, 2019.

Returns

Local USD Local USD Ann. Beta

Regions

U.S. (S&P 500) - 20.6 - -4.4 7.8 0.86

AC World ex-U.S. 14.2 12.1 -10.2 -13.8 5.7 1.11

EAFE 16.2 13.3 -10.5 -13.4 5.2 1.07

Europe ex-UK 21.1 16.0 -10.6 -14.4 5.7 1.22

Emerging markets 8.1 6.2 -9.7 -14.2 8.3 1.28

Selected Countries

United Kingdom 13.8 10.2 -8.8 -14.1 4.1 1.01

France 22.6 16.9 -7.5 -11.9 5.4 1.23

Germany 16.1 10.7 -17.7 -21.6 6.1 1.34

Japan 9.9 11.5 -14.9 -12.6 4.0 0.75

China 8.1 7.8 -18.6 -18.7 9.9 1.25

India 3.7 2.1 1.4 -7.3 10.0 1.39

Brazil 19.0 10.8 16.7 -0.1 10.0 1.51

Russia 23.1 30.4 18.1 0.5 4.8 1.52
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EVERY CLOUD HAS A SILVER LINING 

While international equities have lagged relative to the U.S. this year, there are reasons why 
investors should look beyond the near-term effects of trade. Foreign assets represent about 
45% of the equity universe, but the average investor has about one-fifth of their portfolio 
invested abroad – not sufficient to be even considered underweight. This may be a good 
time for investors to ensure they have adequate exposure beyond their borders and 
prepare for what might come in the next few years or decades.

• International exposure will be crucial for long-term investors, but they should not look at 
them as a whole. They should focus on sectors and geographies that are likely to benefit 
in the long run, especially the ones that could tap into the consumer growth story abroad.

• International stocks are currently at a greater discount to their long-term average levels 
than U.S. stocks. This makes them more attractively priced and offers the opportunity 
to accumulate a more representative allocation. Moreover, recent dollar strength should 
reverse in the long run and add to investors’ returns.

• Lastly, sentiment for foreign assets can change very quickly, driving significant short-term 
swings in returns through valuations and currency movements. However, fundamentals 
(earnings and dividends) tend to remain positive and are the main drivers of returns over 
a long time horizon.

INVESTMENT IMPLICATIONS

• Given the likelihood that trade 
uncertainty will linger for the 
remainder of 2019, international 
equities should continue to see 
volatility ahead. 

• However, thinking beyond the next 
few months, the reality is that U.S. 
investors may actually not have 
enough exposure to assets outside 
their borders.  

• Attractive valuations and the outlook 
for a weakening dollar make a strong 
case for international equities for the 
long term. Investors should take this 
opportunity to look further ahead to 
see the light at the end of the tunnel. 
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