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- MARKET INSIGHTS

Building resilience against higher bond yields and
inflation worries

Global fixed income: Inflation expectations - GTMA slide 55
Asset class returns in rising inflation environments - GTMA slide 67

Global equities: Profit margins - GTMA slide 34

« Investors are bracing for higher inflation as the global economy recovers from the
COVID-19 pandemic, alongside sizeable fiscal stimulus in the U.S. Central banks
are also likely to keep their monetary easing measures to further support the
economic recovery.

« We expect U.S. Treasury (UST) yields to gradually normalize in the next 12-24
months. This will be driven by both a rise in real yields consistent with economic
recovery, and inflation consistent with the Federal Reserve’s (Fed) target.

« Rising yields coincide with stronger growth at this phase of the economic cycle,
and this should be constructive for equities. Fixed income investing could become
more challenging with the potential price decline from duration risk.

« Equities have historically delivered positive return to investors when yields are
rising from a low level. Despite potential volatility in the months ahead, market
corrections are opportunities for investors to build equity allocation in portfolios.

« For fixed income, given tight credit spreads, coupons will likely be a key buffer
against the price risk from rising yields. Developed market (DM) government
bonds and investment-grade (IG) corporate debt, with their low yields, could still
face headwinds in the months ahead.

« Short-duration high yield (HY) corporate debt and emerging market (EM) fixed
income can still serve the purpose of providing some diversification benefits to a
portfolio. Investors can also consider alternative assets (real estate, infrastructure,
transportation) to look for income opportunities and lower correlation with
equities and risk assets.
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Let a thousand equity flowers blossom

United States: Interest rates and equity performance - GTMA slide 49
Global equities: Valuations - GTMA slide 35
APAC ex-Japan equities: Earnings expectations by market and sector - GTMA slide 38

« The equity market’s recovery over the past year has been concentrated in select
markets or sectors, such as the U.S. and Northeast Asia, alongside technology and
health care.

- The rising yield environment and a more comprehensive economic rebound from
the COVID-19 pandemic should help to broaden earnings recovery. The 2020
laggards could enjoy a period of catch-up.

+ Long-term structural growth themes, such as rising EM consumer spending, tech
upgrades in China and greater emphasis on the reduction of carbon emissions,
should be the foundation of a strategic equity allocation.

- A number of cyclical sectors, including financials and banks, materials, industrials
and energy, would traditionally outperform the benchmark in a rising yield
environment. These sectors are also primed to benefit from the recovering global
economy.

« Because of index composition, the rebound of cyclical sectors could benefit
regions that have underperformed in 2020, including Europe, the Association of
Southeast Asian Nations (ASEAN) and EM ex-Asia.

« While China, the U.S. and tech are generally long-term strategic equity allocations,
investors should look to diversify, by both sector and region, in the next 12 months
to better tap into the global economic recovery.
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Fixed income: Managing inflation risk

Global fixed income: Yields and duration - GTMA slide 51
Global fixed income: Valuations - GTMA slide 53
Global fixed income: Yields and risks - GTMA slide 58

+ The effectiveness of monetary and fiscal policy in responding to COVID-19 has created
a credible risk that bond investors have not faced for many years—higher inflation.

« The rise in core government bond yields from a low starting point limits the appeal of
owning these assets in the near term, but they remain a key source of diversification
within portfolios. Credit and EM debt can still offer an income solution.

« Investors may wish to consider a dynamic allocation to fixed income markets so as to
remain nimble to traverse the uncertainties of the bond market.

« Rising inflation is traditionally the enemy of the bond investor, and rising yields
certainly limit the appeal of longer duration fixed income assets in the near term.

« With uncertainty over how persistent the inflation threat will be, or how fast and
high core government bond yields may go, investors should take a dynamic
approach to bond markets, allowing for a shifting fixed income allocation across
fixed income segments.

« Positioning in shorter duration assets limits the impact of the inflation risk and
allows for re-investment amid better valuations as yields rise.

- The rise in yields will likely come in waves, but eventually bond yields will reach a
level where they are once again appealing for both portfolio income and
diversification.

Integrating ESG in portfolio construction

Sustainable investment strategies - GTMA slide 77
Sustainable investment performance and market size - GTMA slide 78

Emissions targets and global energy mix - GTMA slide 79

+ A growing number of investors are incorporating environmental, social and
governance (ESG) factors in their portfolio construction process. This includes
sustainability issues, such as climate change, and social inequality, which is
gaining prominence politically and economically.

« The number of economies committing to net-zero emissions by or near the middle
of this century equates to 77% of Asia’s 2019 GDP and 46% of the population in
2019, according to World Bank data. This is a powerful market shift that will shape
the investment landscape in the region. Still, Europe remains the uncontested
leader in ESG investing. However, momentum is building in Asia, with net inflows
into sustainable funds of close to USD 8billion in 2020, approximately 10 times
that of 2019.

+ Focusing on companies that take ESG seriously typically means investing in higher-
quality businesses that take a long-term view on executing investment decisions
that are good for the environment and society, while incorporating corporate
governance considerations.

« Although sustainable investing is gaining traction, the level of adoption varies
among investors amid evolving policies and preferences. Having a better
understanding of ESG objectives is key to providing the right solutions.

+ ESG investing is likely to become an even more prominent driver in the coming
years as the value of assets under management (AUM) increases. We expect ESG
metrics will be increasingly integrated in asset managers’ investment processes,
not only as a risk measure but also when considering the return metrics across
investments. We believe there is still some mispricing in capital markets, and
hence room for alpha remains for long-term investors.
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Building resilience against higher bond yields and inflation worries

OVERVIEW

Investors are bracing for higher inflation as the global economy recovers from the COVID-19 pandemic, alongside sizeable
fiscal stimulus in the U.S. Central banks are also likely to keep their monetary easing measures to further support the
economic recovery.

We expect U.S. Treasury (UST) yields to gradually normalize in the next 12-24 months. This will be driven by both a rise in real
yields consistent with economic recovery, and inflation consistent with the Federal Reserve’s (Fed) target.

Rising yields coincide with stronger growth at this phase of the economic cycle, and this should be constructive for equities.
Fixed income investing could become more challenging with the potential price decline from duration risk.

INVESTMENT IMPLICATIONS

Equities have historically delivered positive return to investors when yields are rising from a low level. Despite potential
volatility in the months ahead, market corrections are opportunities for investors to build equity allocation in portfolios.

For fixed income, given tight credit spreads, coupons will likely be a key buffer against the price risk from rising yields.
Developed market (DM) government bonds and investment-grade (IG) corporate debt, with their low yields, could still face
headwinds in the months ahead.

Short-duration high yield (HY) corporate debt and emerging market (EM) fixed income can still serve the purpose of providing
some diversification benefits to a portfolio. Investors can also consider alternative assets (real estate, infrastructure,
transportation) to look for income opportunities and lower correlation with equities and risk assets.
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Better growth prompts higher inflation
expectations

Global fixed income: Inflation expectations GTM - Asia | 55
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» The left chart shows the market expectation of long-term inflation in the U.S., eurozone and Japan.
» The right chart shows the difference between 2-year and 10-year UST yields. A wider spread, or steeper yield curve,

indicates market expectations for stronger growth or higher inflation in the long run. Currently, the Fed’s commitment to

low interest rates is also underpinning the short end of the yield curve close to zero.

The economic outlook of the U.S. s
improving because of vaccination
progress and supportive fiscal measures.

* The U.S. is on track to vaccinate about
half of its population by this summer.
This should provide impetus for the
economy, especially the services
sector, to reopen and deliver more
growth. The USD 1.9trillion fiscal
package will also fuel this recovery.

* The combination of these factors is
prompting investors to focus more on
the possibility of higher inflation.
Despite the Fed’s ongoing
commitment to keep its monetary
easing policy, growing skepticism is
pushing UST yields higher, forcing the
yield curve to steepen.

» Even though the global economic
outlook is improving, delays in
vaccination progress in some regions
could lead to the U.S. and China
becoming the outperformers in gross
domestic production (GDP) growth in
2021.
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Inflation rising from a low level should
benefit risk assets

- Asset class returns in rising inflation environments GTM - Asia | 67
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67 Asset Management and high-quality corporate credit is
challenging. Their low yields would
struggle to provide an adequate buffer
against price declines as UST yields
rise.

* This page shows the performance of financial assets under different inflation scenarios.

 Inflation rising from a low level usually takes place when the economy is recovering from a recession. This scenario is
positive for risk assets, such as equities, corporate credit and EM fixed income.

» Once inflation is more established at a higher level, this could force central banks to switch to monetary tightening, and
companies would find it more challenging to control costs. The performance of these risk assets could thus deteriorate.
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The opinions and views expressed here are those held by the author at the date of publication which are subject to change and are not to be taken as or construed as investment advice.

- MARKET INSIGHTS

In fact, some inflation could help boost
earnings

- Global equities: Profit margins GTM - Asia | 34
o , , Moderate inflation could help to enhance
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companies are in a strong position to

« The chart on the left shows the relationship between global corporate earnings growth and producer price inflation. Some control costs when this happens.

pick-up in inflation should help improve the pricing power of businesses.

J.P. MORGAN ASSET MANAGEMENT | 6



The opinions and views expressed here are those held by the author at the date of publication which are subject to change and are not to be taken as or construed as investment advice.

- MARKET INSIGHTS

Let a thousand equity flowers blossom

OVERVIEW

* The equity market’s recovery over the past year has been concentrated in select markets or sectors, such as the U.S. and
Northeast Asia, alongside technology and health care.

» Therising yield environment and a more comprehensive economic rebound from the COVID-19 pandemic should help to
broaden earnings recovery. The 2020 laggards could enjoy a period of catch-up.

* Long-term structural growth themes, such as rising EM consumer spending, tech upgrades in China and greater emphasis on
the reduction of carbon emissions, should be the foundation of a strategic equity allocation.

INVESTMENT IMPLICATIONS

* A number of cyclical sectors, including financials and banks, materials, industrials and energy, would traditionally outperform
the benchmark in a rising yield environment. These sectors are also primed to benefit from the recovering global economy.

» Because of index composition, the rebound of cyclical sectors could benefit regions that have underperformed in 2020,
including Europe, the Association of Southeast Asian Nations (ASEAN) and EM ex-Asia.

* While China, the U.S. and tech are generally long-term strategic equity allocations, investors should look to diversify, by both
sector and region, in the next 12 months to better tap into the global economic recovery.

7 | QUARTERLY PERSPECTIVES
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A rising yield environment could
broaden the market rally

- United States: Interest rates and equity performance GTM - Asia | 49

Historically, rising UST yields benefit

Correlations of S&P 500 relative sector performance to U.S. 10-year Treasury vield o .
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allocations to better capture the
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Source: FactSet, U.S. Federal Reserve, Standard & Poor’s, J.P. Morgan Asset Management.
Returns are based on price index only and do not include dividends. Past performance is not a reliable indicator of current and future results.
Guide to the Markets — Asia. Data reflect most recently available as of 31/03/21.
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» This shows sector performance relative to the S&P 500 Index in a rising yield environment. Cyclical sectors, such as
financials, materials and industrials, tend to outperform, while consumer staples and utilities generally underperform.

J.P. MORGAN ASSET MANAGEMENT | 8
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Global equities: Valuations

Equity market valuations — Price-to-earnings
Forward P/E ratios 411

GTM - Asia | 35

15-yr. range
15-yr. average

38.3 35.8
30x
1 Latest
$ 20 &229
20x ® 194
0 18.1 . @ 178 )| ® ¢
® ® Q. 170 = 18.2
e * 150 02" ) ~ ? 9154 @15.0
T o ‘ o l - T
10x - l + S
9.6
1 ‘I‘ 7.5

0x
w S&P 500 Europe AsiaPac Emerging ASEAN  China A China Hong India  Indonesia  Japan Korea  Malaysia Philippines Singapore Taiwan  Thailand Brazil Mexico Russia
(<] ex-UK  ex-Japan markets (Csl 300) Kong
=
=1 o g 5
=8 Equity market valuations — Price-to-book 15
= Trailing P/B ratios 72 52 52 Foflo (REIE]S

5x ; . 15-yr. average

_t Latest
ax A $ 42

3x

B 23
12.1 IZ.I L g ¢

+ 1+ T

T
2x < 20

L 2 8

i
13

1x

1.1
1T

2.0

T 1.0

S&P 500 Europe AsiaPac Emerging ASEAN
ex-UK  ex-Japan markets

China A
(Cs1300)

China Hong India Korea

Kong

Indonesia  Japan

Source: Bloomberg Finance L.P., China Securities Index, FactSet, MSCI, Standard & Poor’s, J.P. Morgan Asset Management.

Malaysia Philippines Singapore Taiwan  Thailand

Brazil Mexico Russia

Price-to-earnings (P/E) and price-to-book (P/B) ratios are in local currency terms. 15-year range for P/E and P/B ratios are cut off to maintain a more reasonable scale

for some indices. Past performance is not a reliable indicator of current and future results.
Guide to the Markets — Asia. Data reflect most recently available as of 31/03/21.

35

JPMorgan

Asset Management

Taking into account medium-term
growth prospects when considering
valuations

Some investors are concerned about the
rich valuations in equities. Still, not all
markets or sectors face the same
challenge.

» While the P/E ratios across the world
seem high relative to the long-term
average, they should gradually return
to a more normal level with the
earnings outlook (the denominator)
improving.

Looking at the P/B ratio, a number of
2020 laggards, such as Hong Kong and
ASEAN, are still reasonably priced.

* Additionally, consider the earnings
prospects over the next three to five
years when gauging the medium- to
long-term investment value of equities.
A number of structural themes, such
as a growing middle class in Asia,
increased tech investment in China and
the reduction of carbon emissions

 This page shows the price-to-earnings (P/E) and price-to-book (P/B) ratios of major markets around the world. The current
level is compared with the 15-year average as well as the 15-year maximum and minimum levels.

9 | QUARTERLY PERSPECTIVES

across Asia, could sustain strong
earnings growth over a number of
years.
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A broad set of opportunities across Asia

- APAC ex-Japan equities: Earnings expectations by market and sector GTM - Asia | 38 Asian tech and health care should
; produce consistent earnings
Earnings growth by market .
Earnings per share, year-over-year change, consensus estimates H 2021 MW 2022 Del'fOFmanCe, bUt the CVC“CalS COUld
60% 1 0.8% 56.0% bounce back strongly.

50% - 43.5%

* The tech, health care and defensive
sectors weathered the pandemic well
with positive earnings in 2020 and are
expected to keep growing in 2021. This
could bode well for China, South Korea
and Taiwan, which are the leading
markets in Asia for these sectors.
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o oo - O * In contrast, cyclicals, such as materials,

consumer discretionary and financials,
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Source: MSCI, J.P. Morgan Asset Management. (Top) IBES. Equity indices used are the respective MSCI indices. Consensus estimates used are calendar year i i
estimates from IBES. (Bottom) FactSet. Sector indices used are from the MSCI AC Asia Pacific ex-Japan Index. Consensus estimates used are calendar year d ete rmin ed by th e pace Of th e vaccine

Gud t the Narkets - Ass. Dat et mostrcenty avaiable as of SLUOBZE. rollouts across Asia. An acceleration in
J.P.Morg@ vaccination progress could speed up
38 Asset Management reopening of the domestic economy
and borders. The reopening could
« The top and bottom charts show the earnings expectations for 2021 by market and sector, respectively. bode well for the tourism and business

travel sectors, which would in turn
boost domestic demand via the labor
market.

» The COVID-19 pandemic has hit cyclical sectors hard in 2020, but they are expected to rebound in 2021 as the global
economy gradually normalizes. Tech, health care and defensive sectors have been more resilient and outperformed in 2020.

J.P. MORGAN ASSET MANAGEMENT |10
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Fixed income: Managing inflation risk

OVERVIEW

» The effectiveness of monetary and fiscal policy in responding to COVID-19 has created a credible risk that bond investors have not
faced for many years—higher inflation.

* Therise in core government bond yields from a low starting point limits the appeal of owning these assets in the near term, but
they remain a key source of diversification within portfolios. Credit and EM debt can still offer an income solution.

* Investors may wish to consider a dynamic allocation to fixed income markets so as to remain nimble to traverse the uncertainties
of the bond market.

INVESTMENT IMPLICATIONS

* Rising inflation is traditionally the enemy of the bond investor, and rising yields certainly limit the appeal of longer duration fixed
income assets in the near term.

« With uncertainty over how persistent the inflation threat will be, or how fast and high core government bond yields may go,
investors should take a dynamic approach to bond markets, allowing for a shifting fixed income allocation across fixed income
segments.

» Positioning in shorter duration assets limits the impact of the inflation risk and allows for re-investment amid better valuations as
yields rise.

* The rise in yields will likely come in waves, but eventually bond yields will reach a level where they are once again appealing for
both portfolio income and diversification.

11 | QUARTERLY PERSPECTIVES
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Don’t fear inflation
- Global fixed income: Yields and duration GTM - Asia | 51 The effectiveness of the 2020 policy
Fived i ol response to the COVID-19 pandemic has
ixed income yields . . .
Yield to maturity Y created an inflation risk that bond
8% 1 : : : i
;J?;/eerlr?gﬁtr%ir:gts i Investment-grade bonds i High yield bonds i Asia & emerging market bonds investors have not faced for many years.
* In the years after the global financial
o crisis, the extraordinary policies of
central banks failed to create inflation,
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4% - deflation.
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o I policies changes the narrative, with
S i i higher inflation being a real risk.
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51 Guide to the Markets — Asia. Data reflect most recently available as of 31/03/21. Asset Management

» The chart shows the yields available across the fixed income spectrum. Yields on DM government bonds have started to rise
from an exceptionally low level, while the search for income has kept yields low in other sectors.

* Investors will have to look across the higher yielding end of EM bonds for income. However, they will need to remain
mindful of the risk of inflation and higher UST yields and work to manage that risk.
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Credit tights

the Fed led to a sharp retracing in
Spread to worst across fixed income sub-sectors
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* Further narrowing in credit spreads is
unlikely and, as such, coupons will
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returns. This suggests allocating to the
segments of the market with the
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’ Asset Management impact of rising UST yields and may

opt for a more dynamic approach to
fixed income markets as yields rise.

Source: iBoxx, ICE BofA Merrill Lynch, J.P. Morgan Economics Research, J.P. Morgan Asset Management.

53

* This chart shows the spread-to-worst across DM credit markets and EM bonds. The lower the spread, the more expensive the
market.

» Across the credit spectrum, spreads have fallen back toward their lows prior to the pandemic.
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Global fixed income: Yields and risks

Yields and correlations of fixed income returns to equities
Yield, 10-year correlation between monthly total returns

GTM - Asia | 58
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Finding balance

Owning government bonds has been
relatively unappealing with the low level
_~" of income and high valuations. But rising
yields may change this dynamic.

 The early stages of the rise in bond
yields imply large capital losses when
yields are low. But as yields rise,
investors may start to rotate back into
government bonds.

* The relative valuations argument to
equities and other risk assets could
start to narrow, and investors who
have benefited from rising equities
over the last year may wish to
rebalance their portfolios.

* This rebalancing may actually cap, or
at least stem, some of the rise in bond
yields, limiting the potential for losses.
However, the rotation may not gain
momentum until there is more clarity
on the strength of the rebound and
central banks’ responses.

The chart illustrates the relationship between bond yields and the correlation to equity markets.
The trade-off of moving up the risk spectrum in fixed income markets is a lower level of diversification against equity

markets and increasing correlation to equities.

Core government bonds still have a role as a diversifier in a portfolio, albeit a more costly one.
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Integrating ESG in portfolio construction

OVERVIEW

A growing number of investors are incorporating environmental, social and governance (ESG) factors in their portfolio
construction process. This includes sustainability issues, such as climate change, and social inequality, which is gaining
prominence politically and economically.

The number of economies committing to net-zero emissions by or near the middle of this century equates to 77% of Asia’s
2019 GDP and 46% of the population in 2019, according to World Bank data. This is a powerful market shift that will shape the
investment landscape in the region. Still, Europe remains the uncontested leader in ESG investing. However, momentum is
building in Asia, with net inflows into sustainable funds of close to USD 8billion in 2020, approximately 10 times that of 2019.

INVESTMENT IMPLICATIONS

Focusing on companies that take ESG seriously typically means investing in higher-quality businesses that take a long-term
view on executing investment decisions that are good for the environment and society, while incorporating corporate
governance considerations.

Although sustainable investing is gaining traction, the level of adoption varies among investors amid evolving policies and
preferences. Having a better understanding of ESG objectives is key to providing the right solutions.

ESG investing is likely to become an even more prominent driver in the coming years as the value of assets under
management (AUM) increases. We expect ESG metrics will be increasingly integrated in asset managers’ investment
processes, not only as a risk measure but also when considering the return metrics across investments. We believe there is
still some mispricing in capital markets, and hence room for alpha remains for long-term investors.
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Sustainable investment strategies

ESG INTEGRATION:

GTM - Asia | 77

Consideration of material ESG information as part of the investment decision-making process

EXCLUSIONS POSITIVE TILT

S

The exclusion from a
fund or portfolio of
certain sectors,
companies or practices
based on specific ESG
criteria

o
;3.9-

o
[ =
T
C)—
-_

Source: J.P. Morgan Asset Management.

77

An investment style in
which the portfolio will
be tilted towards
sectors, companies or
projects with positive
ESG characteristics,
while also excluding
companies based on
ESG criteria

ESG stands for Environmental, Social and Governance.
Guide to the Markets — Asia. Data reflect most recently available as of 31/03/21.

DEDICATED SUSTAINABLE

STRATEGIES

BEST-IN-CLASS

0

A comparative
investment style that
involves investing only
in companies that lead
their peer groups in
ESG performance, while
also excluding
companies based on
ESG criteria

£

Top-down investment
approach, investments
in themes or assets
specifically related to
sustainability

THEMATIC IMPACT

Investments made with
the primary goal of
achieving specific,

positive
environmental/social
benefits while also
delivering a
financial return

JPMorgan

Asset Management

» There are different ways in which ESG factors can be considered or screened when investors are making decisions.

» ESGintegration is the broadest category, while the five dedicated ESG strategies are investment processes that are more

rules-based and may invest in themes specifically related to sustainability.
» Exclusion strategies apply restrictions on the ability of an asset manager to buy assets related to industries such as

weapons, tobacco, alcohol and adult entertainment. Alternatively, asset managers may be able to invest only in businesses

that have signed up to the United Nations Global Compact initiative on sustainable and socially responsible policies.

How can ESG factors be incorporated
into strategies?

* Most ESG funds are “positive-tilt” or
“best-in-class” strategies. Positive-tilt
strategies not only exclude certain
industries but also award a larger
allocation within a portfolio to equities
with higher ESG scores. These scores
may be defined in-house by investment
teams or sourced from third-party ESG
research providers.

* “Best-in-class” strategies build on the
exclusion processes by ranking the
investible companies within their
sectors and then selecting the most
sustainable companies within a given
sector. This process strives to reward
ESG leaders in an industry, while also
avoiding large portfolio skews toward
sectors more associated with strong
ESG practices or better disclosure.

» Thematic and impact strategies are
built according to specific forward-
looking sustainability goals.
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ESG in Asia is gathering pace
- SUStaInab|e in\/estment performance and mal‘ket Size GTM - Asia I 78 . The past feW years have seen a Steady
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78 Asset Management Asia.

* The left-hand chart compares the performance of three indices: 1) the broad index; 2) the MSCI World ESG leaders: an index
that tilts toward ESG leaders in each sector; and 3) the MSCI World Governance-Quality Index, which aims to reflect the
performance of a strategy that is seeking to capture both the financial and corporate governance aspects of quality investing.

» The two ESG indices have mostly matched or outperformed the broader world index, demonstrating that investing sustainably
does not compromise returns.

» The right chart shows the rise in sustainable investment AUM over recent years.
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Overhauling the energy mix to achieve
net-zero emissions
- Emissions targets and global energy mix GTM - Asia | 79
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will need to innovate or face rising

» The left-hand chart shows the target dates set by different governments to achieve net-zero emissions. costs of production.

* Major Asian economies—China, Japan and South Korea—announced net-zero/carbon neutral targets. China’s carbon dioxide
(CO2) emissions will peak sometime before 2030, with the goal of achieving carbon neutrality, or net-zero emissions, by 2060.

* Inthe U.S., President Joe Biden has committed to a net-zero target by 2050. Similarly, the European Union aims to be climate
neutral by 2050.

* The right-hand chart shows how the mix of energy sources has evolved over time.

1 Source: BP Energy Outlook 2020 J.P. MORGAN ASSET MANAGEMENT | 18
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