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Characteristic Mar. 2000 Oct. 2007 Sep. 2016
Index level 1,527 1,565 2,168
P/E ratio (fwd.) 27.2x 15.7x 16.8x
Dividend yield 1.1% 1.8% 2.2%
10-yr. Treasury 6.2% 4.7% 1.6%

S&P 500 Index at inflection points

Source: Compustat, FactSet, 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 September 30, 2016.
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-49%

Oct. 9, 2002                
P/E (fwd.) = 14.1x                

777 

Mar. 24, 2000                
P/E (fwd.) = 27.2x                

1,527 

Dec. 31, 1996                
P/E (fwd.) = 16.0x                

741 

Sep. 30, 2016               
P/E (fwd.) = 16.8x 

2,168

+101%

Oct. 9, 2007               
P/E (fwd.) = 15.7x                    

1,565

-57%

Mar. 9, 2009               
P/E (fwd.) = 10.3x                    

677

+220%

+106%

S&P 500 Price Index
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S&P 500 valuation measures

Source: FactSet, FRB, 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. 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, 2016.

S&P 500 Index: Forward P/E ratio
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Current: 
16.8x

Valuation 
measure Description Latest

25-year 
avg.*

Std. dev. 
Over-/under-

valued

P/E Forward P/E 16.8x 15.9x 0.3

CAPE Shiller’s P/E 26.6 25.9 0.1

Div. Yield Dividend yield 2.2% 2.0% -0.4

P/B Price to book 2.6 2.9 -0.3

P/CF Price to cash flow 11.7 11.4 0.1

EY Spread EY minus Baa yield 1.7% -0.4% -1.1

25-year average: 15.9x

+1 Std. dev.: 19.1x

-1 Std. dev.: 12.7x
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R² = 10%

Source: FactSet, Reuters, Standard & Poor’s, J.P. Morgan Asset Management. 
Returns are 12-month and 60-month annualized total returns, measured monthly, beginning September 30, 1991. R² represents the percent of total 
variation in total returns that can be explained by forward P/E ratios.
Guide to the Markets – U.S. Data are as of September 30, 2016.

P/E ratios and equity returns

Forward P/E and subsequent 1-yr. returns
S&P 500 Total Return Index

Forward P/E and subsequent 5-yr. annualized returns
S&P 500 Total Return Index
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Current: 16.8x

R² = 42%

Current: 16.8x
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Source: Compustat, FactSet, Standard & Poor’s, J.P. Morgan Asset Management; (Top right) Federal Reserve, S&P 500 individual company 10k filings,
S&P Index Alert.
EPS levels are based on operating earnings per share. Earnings estimates are Standard & Poor’s consensus analyst expectations. Past performance is 
not indicative of future returns. Currencies in the Trade Weighted U.S. Dollar Major Currencies Index are: British pound, euro, Swedish krona, Australian 
dollar, Canadian dollar, Japanese yen and Swiss franc. *2Q16 earnings are calculated using actual earnings for 98.6% of S&P 500 market cap and 
earnings estimates for the remaining 1.4% of companies.  **Year-over-year change is calculated using the quarterly average for each period. USD 
forecast assumes no change in the U.S. dollar from its September 30, 2016 level. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Corporate profits 7

S&P 500 earnings per share
Index quarterly operating earnings

Energy sector earnings
Energy sector contribution to S&P 500 EPS, quarterly

U.S. dollar
Year-over-year % change**, quarterly, USD major currencies index

3Q16: 
-1.7%

S&P 500 revenues 
U.S. 56%
International 44%Eq
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S&P consensus analyst estimates
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Profit margins and wages

Source: FactSet, J.P. Morgan Asset Management; (Top) BEA; (Bottom) Standard & Poor’s.
*YTD 2016 profit margin estimates are the average of reported data for 1Q16 and estimates for 2Q16. Estimates are based on actual earnings for 
98.6% of the S&P 500 market cap and estimates for the remaining 1.4%. 
Guide to the Markets – U.S. Data are as of September 30, 2016.
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S&P 500 operating profit margins by sector
Annual average 2012-2015, YTD 2016 average shown in green

Annual average

YTD 2016 average*

Labor share of income and profit margins
Employee compensation % nominal GDP, after-tax corporate profits with inventory & valuation adjustment % nominal GDP, SAAR

Labor share

Profit margin

Recession
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Source: FactSet, Russell Investment Group, Standard & Poor’s, J.P. Morgan Asset Management.
All calculations are cumulative total return, including dividends reinvested for the stated period. Since Market Peak represents period 10/9/07 – 9/30/16, 
illustrating market returns since the S&P 500 Index high on 10/9/07. Since Market Low represents period 3/9/09 – 9/30/16, illustrating market returns 
since the S&P 500 Index low on 3/9/09. Returns are cumulative returns, not annualized. For all time periods, total return is based on Russell-style 
indexes with the exception of the large blend category, which is based on the S&P 500 Index. Past performance is not indicative of future returns. 
*Timeframe of average valuation decreased from 20 to 15 years because of a discontinued data series. The new data series shown is the next 12-
months FactSet Market Aggregate Price to Earnings ratio. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Returns and valuations by style 9

QTD

Since market low (March 2009)

YTD

Since market peak (October 2007) Current P/E as % of 15-year avg. P/E*

Current P/E vs. 15-year avg. P/E*
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Returns and valuations by sector

Source: FactSet, Russell Investment Group, Standard & Poor’s, J.P. Morgan Asset Management.
All calculations are cumulative total return, not annualized, including dividends for the stated period. Since market peak represents period 10/9/07 –
9/30/16. Since market low represents period 3/9/09 – 9/30/16. Correlation to Treasury yields are trailing 2-year monthly correlations between S&P 
500 sector price returns and 10-year Treasury yield movements. Forward P/E 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. Trailing P/E 
ratios are bottom-up values defined as month-end price divided by the last 12 months of available reported earnings. Historical data can change as 
new information becomes available. Note that P/E ratios for the S&P 500 may differ from estimates elsewhere in this book due to the use of a 
bottom-up calculation of constituent earnings (as described) rather than a top-down calculation. This methodology is used to allow proper comparison 
of sector level data to broad index level data. Dividend yield is calculated as the next 12-month consensus dividend divided by most recent price. 
Beta calculations are based on 10-years of monthly price returns for the S&P 500 and its sub-indices. Betas are calculated on a monthly frequency 
over the past 10 years. Past performance is not indicative of future returns.
Guide to the Markets – U.S. Data are as of September 30, 2016.
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S&P weight         12.8% 21.2% 14.7% 9.7% 7.3% 12.5% 9.9% 2.6% 3.3% 3.1% 2.9% 100.0%
Russell Growth weight 2.7% 31.5% 16.8% 10.4% 0.6% 20.6% 9.6% 1.2% 0.1% 2.8% 3.6% 100.0%

Russell Value weight 23.4% 10.0% 11.5% 9.5% 13.5% 4.9% 8.9% 3.9% 6.5% 5.1% 2.9% 100.0%

QTD 4.6 12.9 0.9 4.1 2.3 2.9 -2.6 -5.6 -5.9 -2.1 3.7 3.9

YTD 1.4 12.5 1.4 10.9 18.7 3.6 7.6 17.9 16.1 8.2 11.4 7.8

Since market peak 
(October 2007)

-19.8 112.8 137.0 64.7 9.5 146.2 143.4 49.2 70.1 58.0 36.3 68.4

Since market low 
(March 2009)

338.1 346.0 282.0 352.6 100.5 469.9 241.3 185.1 197.7 485.7 224.6 276.3

Beta to S&P 500 1.42 1.10 0.73 1.19 0.98 1.11 0.58 0.61 0.47 1.32 1.28 1.00 β

Correl. to Treas. yields 0.59 0.36 0.19 0.30 0.34 0.36 -0.11 -0.08 -0.66 -0.41 0.40 0.37 ρ

Forward P/E ratio 12.2x 17.0x 15.1x 16.6x 55.5x 17.8x 19.9x 13.6x 17.2x 18.4x 16.7x 16.8x
20-yr avg. 13.1x 22.4x 18.9x 17.5x 17.3x 19.4x 20.0x 17.9x 14.4x 18.5x 16.5x 17.2x

Trailing P/E ratio 13.2x 21.4x 21.9x 19.0x 26.1x 20.2x 22.4x 15.0x 21.8x 31.2x 18.9x 19.5x
20-yr avg. 15.9x 25.8x 24.1x 20.3x 16.6x 19.1x 21.2x 20.2x 15.6x 34.2x 19.2x 19.6x

Dividend yield 2.2% 1.6% 1.8% 2.4% 2.7% 1.7% 2.8% 4.7% 3.7% 3.6% 2.3% 2.2%
20-yr avg. 2.3% 1.0% 1.7% 2.1% 2.2% 1.3% 2.3% 3.8% 3.9% 3.6% 2.2% 1.9%
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Sector weights and factor performance

Source: FactSet, J.P. Morgan Asset Management; (Top) Standard & Poor’s; (Bottom) MSCI. REITs data unavailable prior to 2001. The MSCI High 
Dividend Yield Index only includes securities that offer a higher than average dividend yield relative to the parent index and that pass dividend 
sustainability and persistence screens. The MSCI Minimum Volatility Index is calculated by optimizing the MSCI USA Index using an estimated 
security co-variance matrix to produce an index that has the lowest absolute volatility for a given set of constraints. The MSCI Defensive Sectors 
Index includes: Consumer Staples, Energy, Health Care, Telecommunication Services and Utilities. The MSCI Cyclical Sectors Index contains: 
Consumer Discretionary, Financials, Industrials, Information Technology and Materials. Securities in the MSCI Momentum Index are selected based 
on a momentum value based on 12-month and 6-month price performance. Constituents of the MSCI Quality Index are selected based on three 
main variables: high return on equity, stable year-over-year earnings growth and low financial leverage. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Factor returns
Based on MSCI USA factor indices, total return

Sector weights over time
S&P 500 sector weights
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10.5%
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0.7%
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High dividend yield Small cap Minimum volatility Defensive sectors Cyclical sectors Momentum Quality

'90 '91 '92 '93 '94 '95 '96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10 '11 '12 '13 '14 '15 '16
Financials 7.5 8.7 10.6 11.2 10.7 13.1 15.0 17.2 15.4 13.0 17.3 17.6 20.1 20.2 20.1 20.5 21.1 16.6 12.3 13.2 14.6 11.6 13.4 14.3 14.3 13.8 9.8

Tech. 6.3 5.3 5.1 5.9 8.6 9.4 12.4 12.3 17.7 29.2 21.2 17.6 14.3 17.7 16.1 15.1 15.1 16.7 15.3 19.9 18.6 19.0 19.0 18.6 19.7 20.7 21.2

Health Care 10.4 12.4 9.9 8.2 9.2 10.8 10.4 11.3 12.3 9.3 14.4 14.4 14.9 13.3 12.7 13.3 12.0 12.0 14.8 12.6 10.9 11.9 12.0 13.0 14.2 15.2 14.7

Industrials 13.6 13.2 13.3 13.9 13.0 12.6 12.7 11.7 10.1 9.9 10.6 11.3 11.5 10.9 11.8 11.3 10.8 11.5 11.1 10.2 10.9 10.7 10.1 10.9 10.4 10.0 9.7

Energy 13.4 10.6 9.7 10.0 10.0 9.1 9.2 8.4 6.3 5.6 6.6 6.3 6.0 5.8 7.2 9.3 9.8 12.9 13.3 11.5 12.0 12.3 11.0 10.3 8.4 6.5 7.3

Cons. Disc. 12.8 14.0 15.8 16.4 14.9 13.0 11.7 12.1 12.5 12.7 10.3 13.1 13.4 11.3 11.9 10.8 10.6 8.5 8.4 9.6 10.6 10.7 11.5 12.5 12.1 12.9 12.5

Cons. Staples 14.0 15.2 14.5 12.5 13.2 12.8 12.7 12.3 11.1 7.2 8.1 8.2 9.5 11.0 10.5 9.5 9.3 10.2 12.9 11.4 10.6 11.5 10.6 9.8 9.8 10.1 9.9
Telecom 8.7 8.0 8.5 9.1 8.6 8.5 6.5 6.9 8.4 7.9 5.5 5.5 4.2 3.5 3.3 3.0 3.5 3.6 3.8 3.2 3.1 3.2 3.1 2.3 2.3 2.4 2.6
Utilities 6.2 5.8 5.6 5.6 4.8 4.5 3.7 3.3 3.0 2.2 3.8 3.1 2.9 2.8 2.9 3.4 3.6 3.6 4.2 3.7 3.3 3.9 3.4 2.9 3.2 3.0 3.3
Materials 7.2 6.8 6.9 7.1 7.1 6.1 5.7 4.5 3.1 3.0 2.3 2.6 2.8 3.0 3.1 3.0 3.0 3.3 2.9 3.6 3.7 3.5 3.6 3.5 3.2 2.8 2.9

Real Estate 0.2 0.3 0.4 0.6 0.7 1.1 1.0 1.0 1.2 1.5 1.8 2.2 1.8 2.4 2.7 3.0
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Cyclical and defensive sectors 12

Source: FactSet, J.P. Morgan Asset Management; (Left) Standard & Poor’s, (Right) MSCI.
*Cyclical sectors include Consumer Discretionary, Information Technology, Industrials, Financials and Materials. REITs are excluded from this 
analysis. It is more appropriate to value a REIT by looking at its price relative to its funds from operations (FFO), an income measure that excludes 
depreciation. P/E ratios look at price relative to net income, a measure that includes depreciation, making the comparison of valuations across 
sectors inappropriate. Defensive sectors include Telecommunications, Health Care, Utilities and Consumer Staples. REITs are excluded from this 
analysis. Sector valuations are equal weighted. **Cyclicals represent the MSCI USA Cyclical Sector index and defensives represent the MSCI USA 
Defensive Sector index.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Cyclicals ex-Energy vs. defensive valuations*
Relative fwd. P/E ratio of cyclicals ex-energy vs. defensives, z-score

Cyclicals/defensives relative performance and rates
Cyclical/defensive performance**, 10-year U.S. Treasury yield

10-year U.S. Treasury

Cyclicals vs. defensives

Defensives 
outperforming

Cyclicals 
outperforming

Cyclicals expensive 
relative to defensives

Cyclicals cheap 
relative to defensives

Current: -0.35
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Annual returns and intra-year declines

Source: FactSet, Standard & Poor’s, J.P. Morgan Asset Management.
Returns are based on price index only and do not include dividends. Intra-year drops refers to the largest market drops from a peak to a trough 
during the year. For illustrative purposes only. Returns shown are calendar year returns from 1980 to 2015, except for 2016, which is year to date.
Guide to the Markets – U.S. Data are as of September 30, 2016.
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S&P 500 intra-year declines vs. calendar year returns
Despite average intra-year drops of 14.2%, annual returns positive in 27 of 36 years

YTD
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Market volatility

Source: FactSet, Standard & Poor’s, J.P. Morgan Asset Management; (Bottom) CBOE.
Drawdowns are calculated as the prior peak to the lowest point. 
Guide to the Markets – U.S. Data are as of September 30, 2016.
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Major pullbacks during current market cycle
S&P 500 Price Index

Eq
ui

tie
s

Volatility
VIX Index

Aug. 25, 2015: 
-12.4%

Jul. 2, 2010: 
-16.0%

Oct. 3, 2011: 
-19.4%

Jun. 1, 2012: 
-9.9%

Jun. 24, 2013: 
-5.8%

Oct. 15, 2014: 
-7.4%

VIX Level
’08 Peak 80.9
Average 18.1
Latest 13.3

Jul. ’10:
Flash Crash,
BP oil spill, 
Europe/Greece

Oct. ’11:
U.S. downgrade,

Europe/periphery 
stress

Jun. ’12:
Euro double dip Jun. ’13:

Taper Tantrum

Oct. ’14:
Global slowdown 
fears, Ebola

Aug. ’15:
Global slowdown 
fears, China, Fed 

uncertainty

Feb. 11, 2016:
-13.3%

Feb. ’16:
Oil, U.S. 
recession 
fears, 
China
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Source: FactSet, Standard & Poor’s, J.P. Morgan Asset Management; (Bottom left) BEA, Federal Reserve; (Bottom right) Bloomberg, BEA.
M&A activity is the quarterly value of officially announced transactions, and capital expenditures are private nonresidential fixed domestic investment.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Corporate financials 15

Corporate cash as a % of current assets
S&P 500 companies – cash and cash equivalents, quarterly

Nonfinancial corporate debt
U.S. nonfinancial corporations, % of GDP

Corporate growth
Private nonresidential fixed investment, value of deals announced, $tn

Capital expenditures M&A activity 
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Cash returned to shareholders
S&P 500 companies, rolling 4-quarter averages, $bn

2Q16:
45.4%

Dividends per share

Share buybacks
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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. “Aggressive Fed Tightening” is defined as Federal Reserve monetary tightening that was unexpected and/or significant in magnitude.
Guide to the Markets – U.S. Data are as of September 30, 2016.
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Characteristics of bull and bear markets

S&P 500 composite declines from all-time highs

Recession

20% Market 
decline*

Market Corrections

Bear markets Macro environment Bull markets
Market Bear Duration

Recession
Commodity Aggressive Extreme  Bull Bull Duration

peak return* (months)* spike Fed valuations begin date return (months)
1 Crash of 1929 - Excessive leverage, irrational exuberance Sep 1929 -86% 33 Jul 1926 152% 38
2 1937 Fed Tightening - Premature policy tightening Mar 1937 -60% 63 Mar 1935 129% 24
3 Post WWII Crash - Post-war demobilization, recession fears May 1946 -30% 37 Apr 1942 158% 50
4 Flash Crash of 1962 - Flash crash, Cuban Missile Crisis Dec 1961 -28% 7 Oct 1960 39% 14
5 Tech Crash of 1970 - Economic overheating, civil unrest Nov 1968 -36% 18 Oct 1962 103% 74
6 Stagflation - OPEC oil embargo Jan 1973 -48% 21 May 1970 74% 32
7 Volcker Tightening - Whip Inflation Now Nov 1980 -27% 21 Mar1978 62% 33
8 1987 Crash - Program trading, overheating markets Aug 1987 -34% 3 Aug 1982 229% 61
9 Tech Bubble - Extreme valuations, .com boom/bust Mar 2000 -49% 31 Oct 1990 417% 115

10 Global Financial Crisis - Leverage/housing, Lehman collapse Oct 2007 -57% 17 Oct 2002 101% 61
Current Cycle Mar 2009 220% 92

Averages  - -45% 25 - 153% 54
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Interest rates and equities

Source: FactSet, Standard & Poor’s, FRB, J.P. Morgan Asset Management.
Returns are based on price index only and do not include dividends. Markers represent monthly 2-year correlations only.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Correlations between weekly stock returns and interest rate movements               
Weekly S&P 500 returns, 10-year Treasury yield, rolling 2-year correlation, May 1963 – September 2016
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relationship 
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When yields are 
below 5%, rising 
rates have 
historically been 
associated with 
rising stock 
prices 



|GTM – U.S.

18

1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010

Stock market since 1900

Source: FactSet, NBER, Robert Shiller, J.P. Morgan Asset Management. 
Data shown in log scale to best illustrate long-term index patterns. 
Past performance is not indicative of future returns. Chart is for illustrative purposes only. 
Guide to the Markets – U.S. Data are as of September 30, 2016.
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Source: BEA, NBER, J.P. Morgan Asset Management. *Chart assumes current expansion started in July 2009 and continued through September 
2016, lasting 87 months so far. Data for length of economic expansions and recessions obtained from the National Bureau of Economic Research 
(NBER). These data can be found at www.nber.org/cycles/ and reflect information through September 2016.
Guide to the Markets – U.S. Data are as of September 30, 2016.

The length and strength of expansions

Length of economic expansions and recessions Strength of economic expansions
Cumulative real GDP growth since prior peak, percent

Prior expansion peak

— 4Q48 — 1Q80

— 2Q53 — 3Q81

— 3Q57 — 3Q90

— 2Q60 — 1Q01

— 4Q69 — 4Q07

— 4Q73

Expansions: 46 months

Recessions: 15 months

Average length (months):

87 
months*
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Number of quarters
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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 September 30, 2016.

Economic growth and the composition of GDP 20

Real GDP
Year-over-year % change

2Q16

YoY % chg: 1.3%

Components of GDP
2Q16 nominal GDP, USD trillions

12.4% Investment ex-housing

68.8% Consumption

17.7% Gov’t spending

3.8% Housing

- 2.7%  Net exports

Average: 
2.8%

QoQ % chg:   1.4%

Expansion   
average: 

2.1%
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13.2%

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. **3Q16 household debt service ratio and household net worth are J.P. Morgan Asset Management estimates. 
Values may not sum to 100% due to rounding.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Consumer finances 21

Household debt service ratio
Debt payments as % of disposable personal income, SA

1Q80: 
10.6% 3Q16**:

10.0%

Household net worth
Not seasonally adjusted, USD billions

3Q07:
$67,693

Consumer balance sheet
2Q16, trillions of dollars outstanding, not seasonally adjusted

Total assets: $103.8tn

Total liabilities: $14.7tn

Homes: 25%

Deposits: 10%

Pension funds: 21%

Other financial 
assets: 39%

Other tangible: 6%

Mortgages: 67%

Other non-revolving: 1%
Revolving*:  7%
Auto loans: 8%

Other liabilities: 9%
Student debt: 9% 

3Q07 Peak: $81.9tn
1Q09 Low:  $68.5tn

3Q16**:
$90,302
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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. August non-defense capital goods orders ex-
aircraft is an advance estimate.  
SA – seasonally adjusted. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Cyclical sectors 22

Light vehicle sales
Millions, seasonally adjusted annual rate

Average: 15.5

Aug. 2016:
16.9

Aug. 2016:
1,142

Housing starts
Thousands, seasonally adjusted annual rate

Average: 1,319

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

Average: 62.7

Aug. 2016:
58.7

Manufacturing and trade inventories
Days of sales, seasonally adjusted

Jul. 2016: 
42.3
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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 September 30, 2016.

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

23

Aug. 2016: 
11.7%

Average: 19.5%

Jul. 2016: 
746
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Aug. 2016:
$274,138

Sep. 2016:
3.47%

Oct. 2005:
$275,938
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Source: J.P. Morgan Asset Management; (Top left) Census Bureau, DOD, DOJ; (Top left and right) BLS; (Right and bottom left) BEA.
GDP drivers are calculated as the average annualized growth between 4Q of the first and last year. Future working age population is calculated as 
the total estimated number of Americans from the Census Bureau, controlled for military enrollment, growth in institutionalized population and 
demographic trends.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Long-term drivers of economic growth 24

Growth in workers 
+ Growth in real output per worker 

Growth in real GDP

Forecast

2015: 2.0%

1.3%

1.9%
2.2%

1.5%

1.3%

0.5%

2.7% 1.1% 1.2% 1.4% 2.1% 0.9%

4.0%

3.0%

3.4%

2.9%

3.4%

1.4%

1.2%

1.9%

1.5%

1.0%

1.3%

0.7%

0.4%

Growth in working age population
Percent increase in civilian non-institutional population ages 16-64

Drivers of GDP growth
Average year-over-year percent change

Growth in investment in structures and equipment
Non-residential fixed assets, year-over-year % change
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$4.0

Total government spending Sources of financing

Source: CBO, J.P. Morgan Asset Management; (Top and bottom right) BEA, Treasury Department.
2016 Federal Budget is based on the Congressional Budget Office (CBO) August 2016 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 September 30, 2016.

Federal finances 25

The 2016 federal budget
CBO Baseline forecast, USD trillions

Total spending: $3.9tn

Medicare & Medicaid:
$1,061bn (27%)

Defense:
$579bn (15%)

Social Security:
$910bn (24%)

Other: $465bn (12%)

Non-defense disc.:
$602bn (16%)

Net int.: $248bn (6%)

Borrowing: $590bn (15%)

Income:
$1,553bn (40%)

Corp.: $300bn (8%)

Social insurance:
$1,114bn (29%)

Other: $309bn (8%)

Federal budget surplus/deficit
% of GDP, 1990 – 2026, 2016 CBO Baseline

Forecast

2015:  
-2.5%

Federal net debt (accumulated deficits)
% of GDP, 1940 – 2026, 2016 CBO Baseline, end of fiscal year

2026: 
85.5%2015: 

73.6%

Forecast

CBO’s Baseline assumptions

2016 '17-'18 '19-'20 '21-'26

Real GDP growth 1.9% 2.3% 1.7% 1.9%

10-year Treasury 1.9% 2.4% 3.2% 3.6%

Headline inflation (CPI) 1.0% 2.3% 2.3% 2.4%

Unemployment 4.9% 4.5% 4.9% 4.9%
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Source: J.P. Morgan Asset Management; (Top left) VoteView; (Bottom left and right) U.S. House of Representatives, U.S. Senate; (Top right) Gallup 
Inc.; (Bottom right) New York Times, Politico, RealClearPolitics. *In roll call votes where the majority in one party voted the opposite way to the 
majority in the other. Data compiled by Professors Keith T. Poole and Howard Rosenthal, available at www.voteview.com. Data on voting records are 
not yet available for the 114th Congress. **Swing required is defined as the percentage of total voters, on a uniform national basis, that would have to 
switch from voting Republican to Democrat or vice-versa, in order to achieve 270 Electoral College votes, 50 Senate seats or 218 House seats 
respectively. Calculations are relative to the 2010 Senate election, 2012 Presidential election and 2014 House election respectively. Estimates also 
count two independent senators currently caucusing with the Democrats as Democrats.
Guide to the Markets – U.S. Data are as of September 30, 2016. 

U.S. political perspectives

Congressional & presidential approval ratingsPolitical polarization
% of representatives voting with the majority of their party*

Political party dominance
Democratic % of major party seats 

Vote swings and election outcomes
% change in votes required so that a new party takes control
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Unemployment and wages

Source: BLS, FactSet, J.P. Morgan Asset Management.
Guide to the Markets – U.S. Data are as of September 30, 2016.

27

Civilian unemployment rate and year-over-year growth in wages of production and non-supervisory workers
Seasonally adjusted, percent

50-yr. average: 4.2%

Aug. 2016: 4.9%

Oct. 2009: 
10.0%

Aug. 2016: 
2.5%

50-yr. average: 6.2%

Wage growth

Unemployment
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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 September 30, 2016.

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 Feb. 2010 
Millions of jobs

28

8.8mm
jobs lost

15.2mm 
jobs 

gained

Aug. 2016: 62.8%
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Source: J.P. Morgan Asset Management; (Left) BLS, FactSet; (Right) Census Bureau.
Unemployment rates shown are for civilians aged 25 and older. Earnings by educational attainment comes from the Current Population Survey and is 
published under historical income tables by person by the Census Bureau. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Employment and income by educational attainment 29

Unemployment rate by education level Average annual earnings by highest degree earned
Workers aged 18 and older, 2015

+30K

+27K2.7%
4.3%
5.1%
7.2%Less than high school degree

High school no college
Some college
College or greater

Education level Aug. 2016
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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 and reflect August 2016 CPI data. 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 September 30, 2016.

CPI and core CPI
% change vs. prior year, seasonally adjusted
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50-yr. avg. Aug. 2016

Headline CPI 4.1% 1.1%

Core CPI 4.1% 2.3%

Headline PCE deflator 3.6% 1.0%

Core PCE deflator 3.5% 1.7%
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Source: J.P. Morgan Asset Management; (Left) BEA; (Right) Federal Reserve, FactSet. 
Currencies in the Trade Weighted U.S. Dollar Major Currencies Index are: British pound, euro, Swedish kroner, Australian dollar, Canadian dollar, 
Japanese yen and Swiss franc.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Trade and the U.S. dollar 31

U.S. Dollar Index
Monthly average of major currencies nominal trade-weighted index

1Q16:
-2.7% 

4Q05:
-6.3% 

Mar. 2009:      
84.0         

Mar. 2008: 
70.3

Sep. 2016: 
90.1 

Trade balance
Current account balance, % of GDP

Aug. 2011: 
69.0

Ec
on

om
y



|GTM – U.S.

32

|

2013 2014 2015 2016* 2017* Growth since 
2013Production

U.S. 12.3 14.1 15.0 14.7 14.7 19.4%
OPEC 37.6 37.5 38.3 39.2 40.0 6.5%
Global 91.0 93.4 95.7 96.2 96.8 6.4%

Consumption
U.S. 19.0 19.1 19.4 19.6 19.7 4.1%
China 10.5 10.9 11.3 11.7 12.1 15.1%
Global 91.4 92.5 93.9 95.4 96.8 5.9%

Inventory Change -0.4 0.9 1.8 0.8 0.0

Source: J.P. Morgan Asset Management; (Top and bottom left) EIA; (Right) FactSet; (Bottom left) Baker Hughes. 
*Forecasts are from the September 2016 EIA Short-Term Energy Outlook and start in 2016. 
**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 September 30, 2016.

Oil markets 

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

32

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

Sep. 2016: 
$46.87

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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Consumer confidence and the stock market

Source: Standard & Poor’s, University of Michigan, FactSet, J.P. Morgan Asset Management.
Peak is defined as the highest index value before a series of lower lows, while a trough is defined as the lowest index value before a series of higher 
highs. Subsequent 12-month S&P 500 returns are price returns only, which excludes dividends.
Guide to the Markets – U.S. Data are as of September 30, 2016.

33

Feb. 1975:
+22.2%

Consumer Sentiment Index – University of Michigan

Average: 85.1

May 1980:
+19.2%

Oct. 1990:
+29.1%

Mar. 2003:
+32.8%

Nov. 2008:
+22.3%

Aug. 2011:
+15.4%

Mar. 1984:
+13.5%

Jan. 2000:
-2.0%

Jan. 2004:
+4.4%

May 1977:
+1.2%

Aug. 1972:
-6.2%

Oct. 2005:
+14.2%

Jan. 2007:
-4.2%

Sentiment cycle low and subsequent 
12-month S&P 500 Index return

Sep. 2016: 
91.2
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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 September 
2016, where real yields are calculated by subtracting out August 2016 year-over-year core inflation. 
Guide to the Markets – U.S. Data are as of September 30, 2016.
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Nominal and real 10-year Treasury yields

Sep. 30, 2016: 
-0.70%

Sep. 30, 2016: 
1.60%

Nominal 10-year 
Treasury yield

Real 10-year 
Treasury yield
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Average
(1958-YTD 2016) 9/30/2016

Nominal yields 6.17% 1.60%

Real yields 2.42% -0.70%

Inflation 3.75% 2.30%
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0.63%

1.13%

1.88%

2.63%

2.88%

0.49%
0.71% 0.83%

0.92%**

0%

1%

2%

3%

4%

5%

6%

7%

'99 '02 '05 '08 '11 '14 '17 '20

FOMC September 2016 forecasts* 
Percent

2016 2017 2018 2019 Long 
run

Change in real GDP, 4Q to 4Q 1.8 2.0 2.0 1.8 1.8

Unemployment rate, 4Q 4.8 4.6 4.5 4.6 4.8

PCE inflation, 4Q to 4Q 1.3 1.9 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 September 2016 FOMC meeting. *Forecasts 
of 17 Federal Open Market Committee (FOMC) participants are median estimates. **Last futures market expectation is for August 2019 due to data 
availability. 
Guide to the Markets – U.S. Data are as of September 30, 2016.
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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 9/21/16

Long
run
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|

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

4.5%

Private foreign investor net flows to U.S. fixed income
Cumulative foreign private net flows into USTs and Corporates, $ billion

Corporates

U.S. Treasuries

Source: FactSet, J.P. Morgan Asset Management; (Bottom left) U.S. Treasury.
*Rolling six-month correlation of weekly change in yield. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Shape of the yield curve 36

Yield curve
U.S. Treasury yield curve

Dec. 31, 2013

Sep. 30, 2016

3m  1y    2y    3y 7y 10y 30y5y

0.6%0.8% 0.9%
1.1%

2.5%

3.0%

4.0%

2.3%

1.6%1.4%

1.8%

0.8%
0.4%

0.1%
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2-yr. bonds

10-yr. bonds

Correlation of government bonds
Correlation* between U.S. Treasury and German Bund yields
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Jan '14 Jun '14 Dec '14 May '15 Nov '15 Apr '16

0.34%
0.26%

0.30%

0.49%
0.69%

0.81%

-0.30%
-0.37% -0.37%

-0.03%

-0.14% -0.15%

-0.5%

0.0%

0.5%

1.0%

Dec '16 Dec '17 Dec '18

Source: Bloomberg, J.P. Morgan Asset Management; (Right) BofA/Merrill Lynch. 
*Target policy rates for Japan are estimated using EuroYen 3m futures contracts less a risk premium of 6bps. Government bond index is the BofAML
Global Government Bond Index, which includes investment-grade sovereign debt denominated in the issuer’s own domestic currency. The index 
includes all euro members, the U.S., Japan, the UK, Canada, Australia, New Zealand, Switzerland, Norway and Sweden.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Developed market fixed income dynamics 37

Market expectations for target policy rate*

UK

Eurozone

U.S.

Japan
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Government bonds with low or negative yields
% of government bond index with negative yields

Latest

% with yields below 1% 71%

% with yields below 0% 33%
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Source: Barclays, U.S. Treasury, 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; ABS: 
ABS + CMBS. Treasury securities data for number of issues based on U.S. Treasury benchmarks from Barclays. Yield and return information based on 
bellwethers for Treasury securities. Sector yields reflect yield to worst, while Treasury yields are yield to maturity. 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). *Calculation assumes 2-year Treasury 
interest rate falls 0.77% to 0.00%. Chart is for illustrative purposes only. Past performance is not indicative of future results.  
Guide to the Markets – U.S. Data are as of September 30, 2016.

Fixed income yields and returns 38

Price impact of a 1% rise/fall in interest rates*
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U.S. Treasuries Correlation 
to 10-year

Avg.
Maturity 9/30/2016 6/30/2016 2016 

YTD

   2-Year 0.62 2 years 0.77% 0.58% 1.20%

   5-Year 0.91 5 1.14% 1.01% 3.96%

   10-Year 1.00 10 1.60% 1.49% 7.14%

   30-Year 0.92 30 2.32% 2.30% 16.96%

   TIPS 0.57 10 0.00% 0.09% 7.27%

Sector

   Broad Market 0.85 7.8 years 1.96% 1.91% 5.80%

   MBS 0.79 5.1 2.06% 2.07% 3.72%

   Municipals 0.44 10.0 1.72% 1.57% 4.35%

   Corporates 0.43 10.9 2.84% 2.88% 9.20%

   High Yield -0.26 6.3 6.17% 7.27% 15.11%

   Floating Rate -0.21 2.3 1.75% 1.65% 1.93%

   Convertibles -0.31 -- 0.99% 0.92% 8.94%

   ABS -0.02 5.4 1.97% 1.94% 5.68%

Yield Return

-7.0%

-5.7%

-5.5%

-4.7%

-4.1%

-3.7%

-2.9%

-0.1%

-19.3%

-8.8%

-6.0%

-4.7%

-2.0%

8.1%

5.9%

5.5%

5.0%

4.0%

1.3%

3.3%

0.1%

25.5%

9.7%

7.2%

5.0%

1.5%

-30% -20% -10% 0% 10% 20% 30%

IG Corps

Munis

US Aggregate

ABS

US HY

MBS

Convertibles

Floating Rate

30y UST

10y UST

TIPS

5y UST

2y UST
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Source: J.P. Morgan Asset Management; (Left) FactSet, Barclays; (Right) BIS.
Fixed income sectors shown above are provided by Barclays and are represented by the global aggregate for each country except where noted. 
EMD sectors are represented by the J.P. Morgan EMBIG Diversified Index (USD), the J.P. Morgan GBI EM Global Diversified Index (LCL) and the 
J.P. Morgan CEMBI Broad Diversified Index (Corp). European Corporates are represented by the Barclays Euro Aggregate Corporate Index and the 
Barclays Pan-European High Yield index. Sector yields reflect yield to worst. Duration is modified duration. Correlations are based on 7 years of 
monthly returns for all sectors. Past performance is not indicative of future results. Global bond market regional breakdown may not sum to 100% due 
to rounding. *3Q15, 4Q15 and 1Q16 estimates for domestic Brazilian debt are J.P. Morgan Asset Management calculations based on Brazilian 
Central Bank data. 1Q16 estimate for total Argentinian debt assumes debt levels are unchanged from the previous quarter.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Global fixed income 39

Global bond market
USD trillions

U.S.: $37tn

Developed 
ex-U.S.: $44tn

EM: $17tn*

12/31/89 3/31/16
U.S. 61.3% 38.1%
Dev. ex-U.S. 37.8% 44.3%
EM 1.0% 17.5%

Fi
xe

d 
in

co
m

e

Yield

Aggregates Correl to 
10-year Duration 9/30/2016 6/30/2016 Local USD

   U.S. 0.91 5.5 years 1.96% 1.91% 5.80% 5.80%

   Gbl. ex-U.S. 0.22 7.7 0.67% 0.72% 12.46%

   Japan 0.51 9.1 0.00% -0.13% 4.30% 23.90%

   Germany -0.03 6.4 0.09% 0.12% 4.55% 8.16%

   UK 0.21 10.4 1.21% 1.41% 16.11% 2.33%

   Italy -0.18 7.0 0.79% 0.88% 4.20% 7.80%

   Spain -0.17 6.7 0.53% 0.74% 6.69% 10.37%

Sector

   Euro Corp. 0.21 5.4 years 0.66% 0.92% 6.00% 9.65%

   Euro HY -0.28 4.1 4.29% 4.90% 4.18% 7.78%

   EMD ($) 0.18 6.9 4.98% 5.37% 14.77%

   EMD (LCL) -0.01 5.0 6.18% 6.28% 10.91% 17.07%

   EM Corp. 0.07 5.7 4.56% 5.01% 11.11%

2016 YTD Return
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Municipal and Treasury bond yields and the tax rate

Tax rate

Source: J.P. Morgan Asset Management; (Left) FactSet, Barclays, FRB; (Right) BEA.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Municipal finance

State and local government debt service
Debt service as % of state and local revenue
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Current Average
Muni/UST ratio 1.08 0.92

2Q16: 8.1%

Muni/Treasury yield ratio
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Rolling correlations of stocks and corporate bonds
Correlation* of high yield and investment grade bonds with stocks

Source: J.P. Morgan Asset Management; (Left) J.P. Morgan Global Economic Research; (Top right) Barclays, FactSet; (Bottom right) FRB.
Investment grade corporate bonds are represented by the J.P. Morgan U.S. Liquid Index (JULI). High yield corporate bonds are represented by the 
J.P. Morgan Domestic HY Index. Stocks are represented by the S&P 500. Correlation is based on the weekly change in price. Spreads indicated are 
benchmark yield to worst less comparable maturity Treasury yields. *Rolling 12-month correlation of weekly change in price. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Investment grade bonds

Investment grade spreads
Spread to worst

Corporate bond ownership
Ownership as percent of amount outstanding 2Q16

41
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High yield

Investment grade

Average Latest
Investment grade spreads 1.8% 1.7%

Banks 8.5%

Insurance 
23.9%

Pensions 
10.8%

Foreign 27.9%

Mutual funds 
15.3% Households 

8.6%

Other funds 
3.1%

Government 
2.0%
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Source: J.P. Morgan Global Economic Research, J.P. Morgan Asset Management.
Default rates are defined as the par value percentage of the total market trading at or below 50% of par value and include any Chapter 11 filing, 
prepackaged filing or missed interest payments. Spreads indicated are benchmark yield to worst less comparable maturity Treasury yields. Yield to 
worst is defined as the lowest potential yield that can be received on a bond without the issuer actually defaulting and reflects the possibility of the 
bond being called at an unfavorable time for the holder. High yield is represented by the J.P. Morgan Domestic HY Index. Investment grade is 
represented by the J.P. Morgan U.S. Liquid Index. Recovery rates are issuer-weighted and based on bond price 30 days after default date. The 2009 
adjusted recovery rate is based on year-end prices. *2016 recovery rate is for the last 12 months, as of 8/31/2016, and is not included in the average 
recovery rate calculated over the period. **Latest high yield default rate is as of 8/31/2016 due to data availability at time of publication.
Guide to the Markets – U.S. Data are as of August 31, 2016.

High yield bonds

High yield spreads and default rate
Spread to worst

42

Average Latest**
High yield spreads 5.9% 5.6%
High yield default rate 3.9% 3.5%
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Historical high yield recovery rates
Issuer-weighted recovery rate, cents on the dollar

Average: 41.0¢

Historical high yield and high grade net leverage
Net debt/EBITDA
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Source: J.P. Morgan Global Economic Research, J.P. Morgan Asset Management.
EM sovereigns: J.P. Morgan EMBIG Diversified Index; EM corporates: J.P. Morgan CEMBI Broad Diversified Index. *Lat Am index excludes 
Argentina, Ecuador and Venezuela.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Emerging market debt 43

Corporate and sovereign EMD spreads 
USD-denominated debt, percentage points over Treasury

Average Latest
EM sovereigns 3.4% 3.4%
EM corporates 3.8% 3.2%
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Regional weights in EMD indices
USD-denominated corporate and sovereign regional weightings

Headline inflation
YoY % change, Lat Am* and EM Asia aggregates
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2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 YTD Cum. Ann.

EMD LCL. EMD LCL. Treas. High Yield EMD LCL. TIPS EMD USD High Yield Muni Muni EMD LCL. EMD USD EMD USD

15.2% 18.1% 13.7% 58.2% 15.7% 13.6% 17.4% 7.4% 8.7% 3.8% 17.1% 114.0% 7.9%

High Yield TIPS MBS EMD USD High Yield Muni EMD LCL. MBS Corp. MBS High Yield High Yield High Yield

11.8% 11.6% 8.3% 29.8% 15.1% 12.3% 16.8% -1.4% 7.5% 1.5% 15.1% 95.9% 7.0%

EMD USD Treas. Barclays 
Agg EMD LCL. EMD USD Treas. High Yield Corp. EMD USD EMD USD EMD USD Corp. Corp.

9.9% 9.0% 5.2% 22.0% 12.2% 9.8% 15.8% -1.5% 7.4% 1.2% 14.8% 67.4% 5.3%
Asset 
Alloc.

Barclays 
Agg Muni Corp. Corp. Corp. Corp. Asset 

Alloc. MBS Treas. Corp. Muni Muni

5.7% 7.0% 1.5% 18.7% 9.0% 8.1% 9.8% -1.9% 6.1% 0.8% 9.2% 66.0% 5.2%

MBS MBS Asset 
Alloc.

Asset 
Alloc.

Asset 
Alloc.

Asset 
Alloc.

Asset 
Alloc.

Barclays 
Agg

Barclays 
Agg

Barclays 
Agg

Asset 
Alloc.

Asset 
Alloc.

Asset 
Alloc.

5.2% 6.9% 0.1% 14.7% 7.9% 8.1% 7.4% -2.0% 6.0% 0.5% 7.7% 65.7% 5.2%

Muni Asset 
Alloc. TIPS TIPS Barclays 

Agg
Barclays 

Agg TIPS Muni Asset 
Alloc.

Asset 
Alloc. TIPS EMD LCL. EMD LCL.

4.7% 6.7% -2.4% 11.4% 6.5% 7.8% 7.0% -2.2% 5.5% -0.3% 7.3% 62.0% 4.9%
Barclays 

Agg EMD USD Corp. Muni TIPS EMD USD Muni Treas. Treas. Corp. Barclays 
Agg MBS MBS

4.3% 6.2% -4.9% 9.9% 6.3% 7.3% 5.7% -2.7% 5.1% -0.7% 5.8% 57.3% 4.6%

Corp. Corp. EMD LCL. Barclays 
Agg Treas. MBS Barclays 

Agg EMD USD TIPS TIPS Treas. Barclays 
Agg

Barclays 
Agg

4.3% 4.6% -5.2% 5.9% 5.9% 6.2% 4.2% -5.3% 3.6% -1.4% 5.1% 55.5% 4.5%

Treas. Muni EMD USD MBS MBS High Yield MBS TIPS High Yield High Yield Muni Treas. Treas.

3.1% 4.3% -12.0% 5.9% 5.4% 5.0% 2.6% -8.6% 2.5% -4.5% 4.4% 50.6% 4.2%

TIPS High Yield High Yield Treas. Muni EMD LCL. Treas. EMD LCL. EMD LCL. EMD LCL. MBS TIPS TIPS

0.4% 1.9% -26.2% -3.6% 4.0% -1.8% 2.0% -9.0% -5.7% -14.9% 3.7% 47.0% 3.9%

2006 - 2015

Fixed income sector returns

Source: Barclays, FactSet, J.P. Morgan Global Economic Research, J.P. Morgan Asset Management. 
Past performance is not indicative of future returns. Fixed income sectors shown above are provided by Barclays unless otherwise noted and are 
represented by Broad Market: Barclays U.S. Aggregate Index; MBS: Fixed Rate MBS Index; Corporate: U.S. Corporates; Municipals: Muni Bond 10-
Year Index; High Yield: U.S. Corporate High Yield Index; Treasuries: Global U.S. Treasury; TIPS: Global Inflation-Linked - U.S. TIPs; Emerging Debt 
USD: J.P. Morgan EMBIG Diversified Index; Emerging Debt LCL: J.P. Morgan EM Global Index. The “Asset Allocation” portfolio assumes the 
following weights: 20% in MBS, 20% in Corporate,15% in Municipals, 5% in Emerging Debt USD, 5% in Emerging Debt LCL, 10% in 
High Yield, 20% in Treasuries, 5% in TIPS. Asset allocation portfolio assumes annual rebalancing.
Guide to the Markets – U.S. Data are as of August 31, 2016.
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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 September 30, 2016.

Global equity markets 45

Weights in MSCI All Country World Index
% global market capitalization, float adjusted

United 
States
53%

Europe 
ex-UK
15%

Emerging
markets

11%

Canada 3%

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

Sep. 2016:
0.60
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Country / Region

Regions / Broad Indexes
All Country World 5.2 7.1 1.8 -1.8

U.S. (S&P 500)        - 7.8        - 1.4

EAFE -1.1 2.2 5.8 -0.4

Europe ex-UK -2.6 0.5 9.1 0.1

Pacif ic ex-Japan 7.1 11.0 -0.8 -8.4

Emerging Markets 11.6 16.4 -5.4 -14.6

MSCI: Selected Countries
United Kingdom 14.4 0.9 -2.2 -7.5

France -0.5 2.9 12.3 0.8

Germany -1.4 2.0 10.0 -1.3

Japan -13.4 2.9 10.3 9.9

China 8.9 8.8 -7.7 -7.6

India 7.8 7.1 -1.6 -6.1

Brazil 34.0 63.2 -12.5 -41.2

Russia 16.7 31.3 22.9 5.0

2016 YTD 2015

Local USD Local USD
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Source: FactSet, MSCI, Standard & Poor’s, J.P. Morgan Asset Management. 
*Valuations refer to NTMA P/E for Europe, U.S. and Japan and P/B for emerging markets. Valuation and earnings charts use MSCI indices for all 
regions/countries, except for the U.S. which is the S&P 500. All indices use IBES aggregate earnings estimates, which may differ from earnings 
estimates used elsewhere in the book.
Guide to the Markets – U.S. Data are as of September 30, 2016.

International equity earnings and valuations

Global valuations 
Current and 25-year historical valuations*

Global earnings
EPS, U.S. dollar, NTMA, Jan. 2009 = 100
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Manufacturing momentum

Source: Markit, J.P. Morgan Asset Management.
Heatmap colors are based on PMI relative to the 50 level, which indicates acceleration or deceleration of the sector, for the time period shown. 
Guide to the Markets – U.S. Data are as of September 30, 2016.
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Global Purchasing Managers’ Index for manufacturing   
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Global 52.0 51.7 51.4 51.6 51.8 51.5 50.8 51.0 50.9 50.8 50.5 50.4 51.1 51.0 50.7 50.9 50.0 50.6 50.2 50.0 50.4 51.0 50.8 51.0
Developed Markets 53.4 52.8 52.4 52.5 52.8 53.0 52.1 52.4 52.1 52.5 52.3 52.1 53.0 52.6 52.0 52.3 50.9 50.9 50.4 50.2 50.9 51.5 51.3 51.6
Emerging Markets 50.5 50.6 50.4 50.8 50.9 49.8 49.3 49.4 49.2 48.8 48.3 48.3 48.9 49.0 49.2 49.2 48.8 50.0 49.5 49.5 49.3 50.1 49.8 -
U.S. 55.9 54.8 53.9 53.9 55.1 55.7 54.1 54.0 53.6 53.8 53.0 53.1 54.1 52.8 51.2 52.4 51.3 51.5 50.8 50.7 51.3 52.9 52.0 51.5
Canada 55.3 55.3 53.9 51.0 48.7 48.9 49.0 49.8 51.3 50.8 49.4 48.6 48.0 48.6 47.5 49.3 49.4 51.5 52.2 52.1 51.8 51.9 51.1 50.3
U.K. 52.9 53.1 52.6 52.9 54.1 53.7 52.2 52.0 51.2 52.3 51.7 51.5 55.1 52.3 51.7 53.0 50.8 51.0 49.5 50.4 52.1 48.2 53.4 55.4
Euro Area 50.6 50.1 50.6 51.0 51.0 52.2 52.0 52.2 52.5 52.4 52.3 52.0 52.3 52.8 53.2 52.3 51.2 51.6 51.7 51.5 52.8 52.0 51.7 52.6
Germany 51.4 49.5 51.2 50.9 51.1 52.8 52.1 51.1 51.9 51.8 53.3 52.3 52.1 52.9 53.2 52.3 50.5 50.7 51.8 52.1 54.5 53.8 53.6 54.3
France 48.5 48.4 47.5 49.2 47.6 48.8 48.0 49.4 50.7 49.6 48.3 50.6 50.6 50.6 51.4 50.0 50.2 49.6 48.0 48.4 48.3 48.6 48.3 49.7
Italy 49.0 49.0 48.4 49.9 51.9 53.3 53.8 54.8 54.1 55.3 53.8 52.7 54.1 54.9 55.6 53.2 52.2 53.5 53.9 52.4 53.5 51.2 49.8 51.0
Spain 52.6 54.7 53.8 54.7 54.2 54.3 54.2 55.8 54.5 53.6 53.2 51.7 51.3 53.1 53.0 55.4 54.1 53.4 53.5 51.8 52.2 51.0 51.0 52.3
Greece 48.8 49.1 49.4 48.3 48.4 48.9 46.5 48.0 46.9 30.2 39.1 43.3 47.3 48.1 50.2 50.0 48.4 49.0 49.7 48.4 50.4 48.7 50.4 49.2
Ireland 56.6 56.2 56.9 55.1 57.5 56.8 55.8 57.1 54.6 56.7 53.6 53.8 53.6 53.3 54.2 54.3 52.9 54.9 52.6 51.5 53.0 50.2 51.7 51.3
Australia 49.4 50.1 46.9 49.0 45.4 46.3 48.0 52.3 44.2 50.4 51.7 52.1 50.2 52.5 51.9 51.5 53.5 58.1 53.4 51.0 51.8 56.4 46.9 49.8
Japan 52.4 52.0 52.0 52.2 51.6 50.3 49.9 50.9 50.1 51.2 51.7 51.0 52.4 52.6 52.6 52.3 50.1 49.1 48.2 47.7 48.1 49.3 49.5 50.4
China 50.4 50.0 49.6 49.7 50.7 49.6 48.9 49.2 49.4 47.8 47.3 47.2 48.3 48.6 48.2 48.4 48.0 49.7 49.4 49.2 48.6 50.6 50.0 50.1
Indonesia 49.2 48.0 47.6 48.5 47.5 46.4 46.7 47.1 47.8 47.3 48.4 47.4 47.8 46.9 47.8 48.9 48.7 50.6 50.9 50.6 51.9 48.4 50.4 50.9
Korea 48.7 49.0 49.9 51.1 51.1 49.2 48.8 47.8 46.1 47.6 47.9 49.2 49.1 49.1 50.7 49.5 48.7 49.5 50.0 50.1 50.5 50.1 48.6 47.6
Taiwan 52.0 51.4 50.0 51.7 52.1 51.0 49.2 49.3 46.3 47.1 46.1 46.9 47.8 49.5 51.7 50.6 49.4 51.1 49.7 48.5 50.5 51.0 51.8 52.2
India 51.6 53.3 54.5 52.9 51.2 52.1 51.3 52.6 51.3 52.7 52.3 51.2 50.7 50.3 49.1 51.1 51.1 52.4 50.5 50.7 51.7 51.8 52.6 52.1
Brazil 49.1 48.7 50.2 50.7 49.6 46.2 46.0 45.9 46.5 47.2 45.8 47.0 44.1 43.8 45.6 47.4 44.5 46.0 42.6 41.6 43.2 46.0 45.7 46.0
Mexico 53.3 54.3 55.3 56.6 54.4 53.8 53.8 53.3 52.0 52.9 52.4 52.1 53.0 53.0 52.4 52.2 53.1 53.2 52.4 53.6 51.1 50.6 50.9 51.9
Russia 50.3 51.7 48.9 47.6 49.7 48.1 48.9 47.6 48.7 48.3 47.9 49.1 50.2 50.1 48.7 49.8 49.3 48.3 48.0 49.6 51.5 49.5 50.8 51.1
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Source: FactSet, J.P. Morgan Asset Management; (Top left) Markit; (Top left and bottom left) Eurostat; (Right) ECB.
SAAR – Seasonally adjusted annual rate. *Eurozone September composite PMI is a flash estimate. Eurozone shown is the aggregate of the 19 
countries that currently use the euro. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

European recovery 48

Markit PMI and GDP growth in the eurozone
Markit Composite PMI Index and eurozone real GDP q/q SAAR
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Jul. 2016: 
0.3%
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Source: FactSet, J.P. Morgan Asset Management; (Top and bottom left) Japanese Cabinet Office; (Right) Nikkei.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Japan: Economy and markets 49

Japanese ¥ per U.S. $ Nikkei 225 Index

Japanese yen and the stock marketJapanese economic growth
Real GDP, y/y % change

Wage growth

Unemployment rate

Japanese labor market
Unemployment, y/y % change in wages, 3-month moving average
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Source: FactSet, J.P. Morgan Asset Management; (Left) CEIC; (Top and bottom right) People’s Bank of China. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

China: Economic and policy snapshot

China real GDP contribution
Year-over-year % change

Monetary policy tools
Policy rate on 1-year renminbi deposits

China foreign exchange reserves
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Source: J.P. Morgan Asset Management; (Left) Bloomberg, EIA, World Bureau of Metal Statistics; (Right) BIS, various National Statistics Offices.
*Private credit includes non-financial corporates and households, and bank lending, corporate bonds and shadow banking. Aggregated from BIS 
underlying data. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Emerging market headwinds

China’s consumption of commodities
% of world total, 2015 average
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Source: FactSet, MSCI, Consensus Economics, J.P. Morgan Asset Management. 
“Growth differential” is consensus estimates  for EM growth in the next 12 months minus consensus estimates for DM growth in the next 12 months, 
provided by Consensus Economics. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Emerging market equities 52

EM vs. DM growth
Monthly, consensus expectations for GDP growth in 12 months

EM earnings by region
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Graph Key

Source: J.P. Morgan Asset Management; (Left and bottom right) J.P. Morgan Global Economic Research; (Top right) FactSet, Tullett Prebon; 
(Bottom right) Bloomberg.
*Real effective exchange rates (REERs) compare the value of a currency to a weighted basket of several foreign currencies. They are deflated using 
a producer price index, except for Indonesia, which uses a consumer price index. EM currencies is the J.P. Morgan Emerging Market Currencies 
Index. Commodity prices is the Bloomberg Commodity Price Index. 
Guide to the Markets – U.S. Data are as of September 30, 2016.
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Correlations and volatility

Source: Barclays Inc., Bloomberg, Cambridge Associates, Credit Suisse/Tremont, FactSet, Federal Reserve, MSCI, NCREIF, Standard & Poor’s, 
J.P. Morgan Asset Management. 
Indexes used – Large Cap: S&P 500 Index; Currencies: Federal Reserve Trade Weighted Dollar; EAFE: MSCI EAFE; EME: MSCI Emerging Markets; 
Bonds: Barclays Aggregate; Corp HY: Barclays Corporate High Yield; EMD: Barclays Emerging Market; Cmdty.: Bloomberg Commodity Index; Real 
Estate: NAREIT ODCE Index; Hedge Funds: CS/Tremont Hedge Fund Index; Private equity: Cambridge Associates Global Buyout & Growth Index. 
Private equity data are reported on a two quarter lag. All correlation coefficients and annualized volatility calculated based on quarterly total return 
data for period 9/30/06 to 9/30/16. This chart is for illustrative purposes only.
Guide to the Markets – U.S. Data are as of September 30, 2016.
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U.S. 

Large 
Cap EAFE EME Bonds

Corp. 
HY Munis Currcy. EMD Cmdty. REITs

Hedge 
funds

Private 
equity

Ann. 
Volatility

U.S. Large Cap 1.00 0.89 0.79 -0.30 0.75 -0.12 -0.48 0.62 0.54 0.78 0.81 0.80 16%

EAFE 1.00 0.90 -0.16 0.79 -0.02 -0.64 0.72 0.61 0.67 0.86 0.81 20%

EME 1.00 -0.07 0.85 0.05 -0.67 0.82 0.69 0.56 0.87 0.80 25%

Bonds 1.00 -0.06 0.77 -0.14 0.23 -0.09 -0.01 -0.21 -0.26 3%

Corp. HY 1.00 0.12 -0.52 0.89 0.66 0.67 0.79 0.66 12%

Munis 1.00 -0.10 0.43 -0.07 0.06 -0.03 -0.16 4%

Currencies 1.00 -0.59 -0.67 -0.38 -0.49 -0.56 8%

EMD 1.00 0.60 0.60 0.68 0.58 8%

Commodities 1.00 0.41 0.72 0.70 21%

REITs 1.00 0.53 0.58 26%

Hedge funds 1.00 0.87 7%

Private equity 1.00 11%
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Source: Cambridge Associates, HFRI, J.P. Morgan Asset Management; (Left) Barclays, FactSet, NCREIF, Standard & Poor’s; (Right) Lipper.
The portfolios that do not contain alternatives are a mix of the S&P 500 and the Barclays U.S. Aggregate. The 20% allocation to alternatives shown on 
the left reflects the following: 10% in hedge funds (HFR FW Comp.), 5% in private equity and 5% in private real estate. The volatility and returns are 
based on data from 2Q91 to 1Q16, encompassing 25 years of data. *Manager dispersion is based on: 2006 – 2015 annual returns for large cap core, 
Core Bond; 2006 – 2015 monthly returns for hedge funds; 2006 – 2014 annual returns for private equity, venture capital, and buyout & growth; and 2009 
– 2015 quarterly returns for U.S. real estate.
Guide to the Markets – U.S. Data are as of September 30, 2016.
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2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 YTD Ann. Vol.
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Cap

Eve nt 
Drive n

Equity 
L/S

La rge  
Ca p

Ma cro Ma cro Large  
Ca p

La rge  
Ca p

La rge  
Ca p

La rge  
Cap

Large  
Cap

La rge  
Ca p

Ma rke t 
Ne utra l

La rge  
Ca p

La rge  
Cap

La rge  
Ca p

5 .5% 2 8 .7 % 14 .2 % 10 .0 % 15 .8 % 11.4 % 4 .7% 2 6 .5% 15 .1% 2 .1% 16 .0% 3 2 .4 % 13 .7 % 4 .5 % 7 .8 % 6 .3% 16 .4 %

Re la tive  
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Va lue

Re la tive  
Va lue

Equity 
L/S

Ma c ro La rge  
Ca p

Eve nt 
Drive n

Event 
Driven

Equity 
L/S

5 .3% 2 3 .0 % 10 .9 % 8 .6 % 15 .2 % 11.4 % - 3 .0 % 2 3 .0% 12 .5 % 0 .8 % 9 .7% 14 .5% 5 .8 % 1.4% 6 .1% 6 .3% 10 .0 %

Ma rke t 
Neutra l Ma cro Equity 

L/S
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- 1.7% 16 .9% 7 .5 % 6 .1% 12 .2 % 8 .7% - 2 0 .8% 2 0 .3% 8 .9 % - 0 .7 % 4 .7% 7 .5% 3 .6 % 0 .2 % 3 .1% 5 .5% 6 .2 %
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Equity 
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Mac ro Equity 
L/S

Ma c ro

- 3 .1% 9 .1% 6 .1% 5 .3 % 8 .2 % 5 .7% - 2 6 .4% 6 .9 % 3 .2 % - 1.5 % 3 .1% 6 .4% 3 .2 % - 0 .2% 2 .1% 5 .0% 5 .1%

La rge  
Cap

Marke t 
Ne utra l
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La rge  
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Equity 
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Ma cro Ma cro Eve nt 
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Eve nt 
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Ma rke t 
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Ma rke t 
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Marke t 
Ne utra l

- 22 .1% 3 .3% 3 .4 % 4 .9 % 7 .0 % 5 .5% - 3 7 .0% - 1.7 % 2 .5 % - 4 .3 % - 1.3% 0 .1% 2 .6 % - 2 .8% 0 .4 % 2 .8% 2 .7 %

14-yrs. '02-'15

Hedge funds

Source: Barclays, FactSet, HFRI, Standard & Poor’s, J.P. Morgan Asset Management.
Hedge fund returns in different market environments are based on monthly returns over the past 15 years through August 31, 2016, due to data 
availability. Year-to-date returns are as of August 31, 2016. 
Guide to the Markets – U.S. Data are as of September 30, 2016.
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Hedge fund returns in different market environments
Average return in up and down months for S&P 500

Hedge fund returns in different market environments
Average return in up and down months for Barclays Agg.
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Source: Cambridge Associates, Deutsche Bank, FactSet, MSCI, National Venture Capital Association, J.P. Morgan Asset Management.
Age at IPO is defined as time elapsed from first funding round until IPO date. *Data as of 1Q16. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Private debt and equity 57

Composition of firms’ external financing sources

Public vs. private equity returns
MSCI AC World total return and Global Buyout & Growth Equity Index*

Buyout & Growth Equity Index

MSCI ACWI

Private company age and market value
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Yield alternatives: Domestic and global

Source: FactSet, J.P. Morgan Asset Management; (Top) Ibbotson, Standard & Poor’s; (Bottom) Alerian, BAML, Barclays, Clarkson, Drewry Maritime 
Consultants, Federal Reserve, FTSE, MSCI, NCREIF, Standard & Poor’s. Dividend vs. capital appreciation returns are through 12/31/15. Yields are as 
of 9/30/16, except maritime (12/31/2015), infrastructure assets and private real estate (6/30/16). Maritime: Unlevered yields for maritime assets are 
calculated as the difference between charter rates (rental income) and operating expenses as a percentage of current asset value. Yields for each of 
the sub-vessel types above are calculated and the respective weightings are applied to calculate sub-sector specific yields, and then weighted to arrive 
at the current indicative yield for the World Maritime Fleet; MLPs: Alerian MLP; Preferreds: BAML Hybrid Preferred Securities; Private Real Estate: 
NCREIF ODCE; Global/U.S. REITs: FTSE NAREIT Global/USA REITs; Infrastructure Assets: MSCI Global Infrastructure Asset Index; Convertibles: 
Barclays U.S. Convertibles Composite; EM Equity: MSCI Emerging Markets; DM Equity: MSCI The World Index; U.S. Equity: MSCI USA.
Guide to the Markets – U.S. Data are as of September 30, 2016.
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Asset class yields

S&P 500 total return: Dividends vs. capital appreciation
Average annualized returns Capital appreciation
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Bloomberg
Commodity

Index

Livestock

Crude oil

Industrial metals

Agriculture

Natural gas

Silver

Gold

Source: FactSet, J.P. Morgan Asset Management; (Left) Bloomberg, CME; (Top right) BLS, CME; (Bottom right) Bloomberg, BLS.
Commodity prices are represented by the appropriate Bloomberg Commodity sub-index. Crude oil shown is Brent crude. Other commodity prices are 
represented by futures contracts. Z-scores are calculated using daily prices over the past 10 years.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Global commodities 59

Commodity prices 
Commodity price z-scores

Commodity prices and inflation
Year-over-year % change

Headline CPI Bloomberg Commodity Index

Gold prices
USD per ounce

Gold, inflation adjusted
Gold

Sep. 2016:
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Source: (Left) U.S. Real Estate: NCREIF, J.P. Morgan Asset Management; (Top right) Europe real estate: IPD, Barclays J.P. Morgan Asset 
Management; (Bottom right) Asia Pacific real estate: IPD, FTSE, S&P ASX, J.P. Morgan Asset Management. All property yields (equally-weighted, 
capitalization rates), government bonds and BBB-rated bonds for Asia Pacific are represented by Australia and Japan. 
Guide to the Markets – U.S. Data are as of August 31, 2016.

Global commercial real estate 60

U.S. real estate net operating income growth
Year-over-year NCREIF ODCE Index NOI growth

Europe real estate property yield spreads
Property yields vs. government bonds vs. BBB rated bonds

Asia Pacific real estate property yield spreads
Property yields vs. government bonds vs. BBB-rated bonds
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2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 YTD Ann. Vol.

Comdty. REITs Comdty. EM 
Equity REITs EM 

Equity REITs EM 
Equity

Fixe d 
Inc ome

EM 
Equity REITs REITs REITs Sma ll 

Ca p REITs REITs EM 
Equity REITs EM 

Equity
3 1.8 % 13 .9 % 2 5 .9 % 5 6 .3 % 3 1.6 % 3 4 .5 % 3 5 .1% 3 9 .8 % 5 .2 % 7 9 .0 % 2 7 .9 % 8 .3 % 19 .7 % 3 8 .8 % 2 8 .0 % 2 .8 % 16 .4 % 12 .0 % 2 5 .4 %
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2 6 .4 % 8 .4 % 10 .3 % 4 7 .3 % 2 6 .0 % 2 1.4 % 3 2 .6 % 16 .2 % 1.8 % 5 9 .4 % 2 6 .9 % 7 .8 % 19 .6 % 3 2 .4 % 13 .7 % 1.4 % 14 .5 % 7 .9 % 2 2 .0 %
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11.6 % 4 .1% 4 .1% 3 9 .2 % 2 0 .7 % 14 .0 % 2 6 .9 % 11.6 % - 2 5 .4 % 3 2 .5 % 19 .2 % 3 .1% 18 .6 % 2 3 .3 % 6 .0 % 0 .5 % 12 .3 % 6 .6 % 2 1.2 %
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6 .1% 2 .5 % 3 .8 % 3 7 .1% 18 .3 % 12 .2 % 18 .4 % 7 .1% - 2 6 .9 % 2 8 .0 % 16 .8 % 2 .1% 17 .9 % 14 .9 % 5 .2 % 0 .0 % 11.5 % 5 .9 % 19 .6 %
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- 3 .0 % - 3 .9 % - 6 .0 % 2 6 .3 % 10 .9 % 4 .6 % 13 .7 % 4 .8 % - 3 7 .0 % 2 5 .0 % 13 .3 % - 4 .2 % 12 .2 % 0 .0 % 0 .0 % - 2 .7 % 7 .5 % 4 .1% 11.5 %
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Equity
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Equity
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- 9 .1% - 11.9 % - 15 .7 % 2 3 .9 % 9 .1% 3 .6 % 4 .8 % 3 .2 % - 3 7 .7 % 18 .9 % 8 .2 % - 11.7 % 4 .2 % - 2 .0 % - 1.8 % - 4 .4 % 5 .8 % 2 .8 % 11.2 %

DM 
Equity Comdty. Sma ll 

Ca p
Fixe d 
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Fixe d 

Inc ome Ca sh Fixe d 
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Ca p

DM 
Equity

Fixe d 
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Fixe d 
Inc ome Comdty. Ca sh EM 

Equity
DM 

Equity
EM 

Equity
DM 

Equity Ca sh Fixe d 
Inc ome

- 14 .0 % - 19 .5 % - 2 0 .5 % 4 .1% 4 .3 % 3 .0 % 4 .3 % - 1.6 % - 4 3 .1% 5 .9 % 6 .5 % - 13 .3 % 0 .1% - 2 .3 % - 4 .5 % - 14 .6 % 2 .2 % 1.8 % 3 .4 %

EM 
Equity

DM 
Equity

La rge  
Ca p Ca sh Ca sh Fixe d 

Inc ome Comdty. REITs EM 
Equity Ca sh Ca sh EM 

Equity Comdty. Comdty. Comdty. Comdty. Ca sh Comdty. Ca sh

- 3 0 .6 % - 2 1.2 % - 2 2 .1% 1.0 % 1.2 % 2 .4 % 2 .1% - 15 .7 % - 5 3 .2 % 0 .1% 0 .1% - 18 .2 % - 1.1% - 9 .5 % - 17 .0 % - 2 4 .7 % 0 .2 % 0 .8 % 1.0 %

2000 - 2015

Asset class returns

Source: Barclays, Bloomberg, FactSet, MSCI, NAREIT, Russell, Standard & Poor’s, J.P. Morgan Asset Management. 
Large cap: S&P 500, Small cap: Russell 2000, EM Equity: MSCI EME, DM Equity: MSCI EAFE, Comdty: Bloomberg Commodity Index, High Yield: 
Barclays Global HY Index, Fixed Income: Barclays Aggregate, REITs: NAREIT Equity REIT Index. The “Asset Allocation” portfolio assumes the 
following weights: 25% in the S&P 500, 10% in the Russell 2000, 15% in the MSCI EAFE, 5% in the MSCI EME, 25% in the Barclays Aggregate, 5% 
in the Barclays 1-3m Treasury, 5% in the Barclays Global High Yield Index, 5% in the Bloomberg Commodity Index and 5% in the NAREIT Equity 
REIT Index. Balanced portfolio assumes annual rebalancing. Annualized (Ann.) return and volatility (Vol.) represents period of 12/31/99 – 12/31/15. 
Please see disclosure page at end for index definitions. All data represents total return for stated period. Past performance is not indicative of future 
returns. 
Guide to the Markets – U.S. Data are as of September 30, 2016.
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Source: Strategic Insight Simfund, J.P. Morgan Asset Management; (Top) All data includes flows through August 2016 and captures all registered 
product flows (open-end mutual funds and ETFs); (Bottom left and right) All data includes flows through June 2016 (2Q) and captures all registered 
product flows (open-end mutual funds and ETFs). Simfund data are subject to periodic revisions. World equity flows are inclusive of emerging market, 
global equity and regional equity flows. Multi-asset flows include asset allocation, balanced fund, flexible portfolio and mixed income flows.
Guide to the Markets – U.S. Data are as of September 30, 2016.

Fund flows 62

Flows into U.S. equity funds & S&P 500 performance
Mutual fund and ETF flows, price index, quarterly, USD billions

S&P 500Flows
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Cumulative flows into long-term asset products
Mutual fund and ETF flows, quarterly, USD billions
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Stocks: $1,081bn in 
cumulative flows 
since 2007

Bonds: $1,578bn in 
cumulative flows since 2007

Multi-asset: $608bn in 
cumulative flows since 2007
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USD billions AUM YTD 
2016

2015 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999

U.S. equity 6,446 (53) (36) 93 180 (45) (43) 13 9 (12) 20 70 101 160 133 47 84 129 122

World equity 2,581 6 207 143 203 59 18 85 58 (39) 194 174 138 92 42 12 (9) 43 22

Taxable bond 3,056 169 50 78 (23) 308 170 221 312 60 108 49 43 25 48 111 62 (10) 10

Tax-free bond 688 51 21 32 (57) 53 (10) 14 73 13 13 17 7 (8) (4) 13 10 (9) (7)

Multi-asset 2,109 28 58 92 98 69 58 61 38 12 99 79 81 85 55 24 20 (19) (12)

Liquidity 2,597 38 35 23 36 9 (69) (363) (265) 687 547 185 51 (56) (102) 19 286 77 131

Registered product flows
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Source: J.P. Morgan Asset Management; (Left) SSA 2013 Life Tables; (Right) “The Future of Retirement: Life after work?” study by HSBC.
Figures represent the expected portion of retirement that will not be covered by retirement savings based on survey data. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Life expectancy and pension shortfall 63

Probability of reaching ages 80 and 90
Persons aged 65, by gender, and combined couple

Perceived retirement shortfall by country
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Time, diversification and the volatility of returns

Source: Barclays, FactSet, Federal Reserve, Robert Shiller, Strategas/Ibbotson, J.P. Morgan Asset Management.
Returns shown are based on calendar year returns from 1950 to 2015. Stocks represent the S&P 500 Shiller Composite and Bonds represent 
Strategas/Ibbotson for periods from 1950 to 2010 and Barclays Aggregate thereafter. Growth of $100,000 is based on annual average total returns from 1950 
to 2015.
Guide to the Markets – U.S. Data are as of September 30, 2016.

64

Range of stock, bond and blended total returns
Annual total returns, 1950-2015

50/50 portfolio          8.9% $555,099
Bonds                        6.0% $321,853
Stocks                      11.1% $819,296

Annual avg. 
total return

Growth of $100,000 
over 20 years
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Diversification and the average investor

Source: J.P. Morgan Asset Management; (Top) Barclays, FactSet, Standard & Poor’s; (Bottom) Dalbar Inc.
Indexes used are as follows: REITS: NAREIT Equity REIT Index, EAFE: MSCI EAFE, Oil: WTI Index, Bonds: Barclays U.S. Aggregate Index, Homes: 
median sale price of existing single-family homes, Gold: USD/troy oz, Inflation: CPI. 60/40: A balanced portfolio with 60% invested in S&P 500 Index 
and 40% invested in high quality U.S. fixed income, represented by the Barclays U.S. Aggregate Index. The portfolio is rebalanced annually. Average 
asset allocation investor return is based on an analysis by Dalbar Inc., which utilizes the net of aggregate mutual fund sales, redemptions and 
exchanges each month as a measure of investor behavior. Returns are annualized (and total return where applicable) and represent the 20-year 
period ending 12/31/15 to match Dalbar’s most recent analysis. 
Guide to the Markets – U.S. Data are as of September 30, 2016.
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20-year annualized returns by asset class (1996 – 2015)

Portfolio returns: Equities vs. equity and fixed income blend

40/60 stocks & bonds
60/40 stocks & bonds
S&P 500

Mar. 2009:
S&P 500 portfolio 

loses over $50,000

Nov. 2009:
40/60 portfolio 
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Oct. 2010:
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Cash accounts

Source: FactSet, J.P. Morgan Asset Management; (Top left) Bankrate.com; (Bottom left and right) BEA, Federal Reserve, St. Louis Fed. 
All cash measures obtained from the Federal Reserve are latest available seasonally adjusted month averages. All numbers are in billions of U.S. 
dollars. Small-denomination time deposits are those issued in amounts of less than $100,000. All IRA and Keogh account balances at commercial 
banks and thrift institutions are subtracted from small time deposits. Annual income is for illustrative purposes and is calculated based on the 6-month 
CD yield on average during each year and $100,000 invested. IRA and Keogh account balances at money market mutual funds are subtracted from 
retail money funds. Past performance is not indicative of comparable future results. *3Q M2 money supply as a % of GDP is a J.P. Morgan Asset 
Management estimate. 
Guide to the Markets – U.S. Data are as of September 30, 2016.
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Annual income generated by $100,000 investment in a 6-mo. CD

M2 money supply as a % of nominal GDP

2015: $370

2006: $5,240

3Q16*: 69.6%

Average: 53.7%
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Income generated
Income needed to beat inflation

USD billions Weight in 
money supply

 M2-M1 $9,691 79.3%

     Retail MMMFs $689 5.6%

     Savings deposits $8,611 70.5%

     Small time deposits $391 3.2%

 Institutional MMMFs $1,852 15.2%

$676 5.5%

Total $12,219 100.0%

Money supply
component

 Cash in IRA & Keogh
 accounts



|GTM – U.S.

67

70%

75%

80%

85%

90%

95%

100%

105%

$0.0

$0.5

$1.0

$1.5

$2.0

$2.5

$3.0

'07 '08 '09 '10 '11 '12  '13  '14  '15* Q1
'16*

Q2
'16*

0% 1% 1% 1%
5%

9%

27% 29%

20%

7%

17%
13%

17%

28%

17%

6%
2% 0% 0% 0%

0%

10%

20%

30%

40%

< 6% 6 to
6.5%

6.5 to
7%

7 to
7.5%

7.5 to
8%

8 to
8.5%

8.5 to
9%

9 to
9.5%

9.5 to
10%

> 10%
4.0%

3.0%

2.0%

2.0%

4.0%

38.0%

48.0%

3.0%

7.3%

17.7%

15.9%

20.1%

9.0%

27.0%

0% 10% 20% 30% 40% 50% 60%

Cash

Other

Real Estate

Private Equity

Hedge Funds

Fixed Income

Equities

Source: J.P. Morgan Asset Management; (Left) NACUBO (National Association of College and University Business Officers), Towers Watson; (Top 
right) Bloomberg, Russell 3000 corporate 10-Ks; (Bottom right) Compustat/FactSet, S&P 500 corporate 10-Ks.
Asset allocation as of 2012. Endowments represents dollar-weighted average data of 842 colleges and universities. Pension return assumptions 
based on all available and reported data from S&P 500 Index companies. Pension assets, liabilities and funded status based on Russell 3000 
companies reporting pension data. Return assumption bands are inclusive of upper range. *2015 and 2016 estimates are based on market moves 
only and do not include contributions, benefit payments and service costs.
All information is shown for illustrative purposes only. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Institutional investor behavior 67

Asset allocation: Corporate DB plans vs. endowments 

Endowments

Corporate DB plans

Funded status (%)

Assets ($tn)

Liabilities ($tn)

Defined benefit plans: Russell 3000 companies

Pension return assumptions: S&P 500 companies

Return assumption
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Source: Openfolio, IMF, ICI, J.P. Morgan Asset Management.
*Global stock and bond markets data are as of 2013. **U.S. investor allocation is the total value of investments in global or domestic equity mutual 
funds and ETFs. ***Investor allocation by region is based on data collected by Openfolio. Average sector allocations at the national level are 
determined by looking at the sector allocations of over 20,000 brokerage accounts, and taking a simple average. Portfolio allocations are then 
evaluated on a regional basis, and the regional averages are compared to the national average to highlight any investor biases. Further details can 
be found on openfolio.com. 
Guide to the Markets – U.S. Data are as of September 30, 2016.

Local investing and global opportunities

Investor allocation by region
Likelihood of owning stocks in an industry vs. national average***

Investment universe & U.S. investors
Percentage of total net assets, 2014
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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. 
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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. 
The views contained herein are not to be taken as an advice or a recommendation to buy or sell any investment 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 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. 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. 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 yield may not be a 
reliable guide to future performance.
J.P. Morgan Asset Management is the brand 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 EU 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 India by JPMorgan Asset Management India Private Limited; in Singapore by JPMorgan Asset 
Management (Singapore) Limited, or JPMorgan Asset Management Real Assets (Singapore) Pte Ltd; 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.

Prepared by: Andrew D. Goldberg, Anastasia V. Amoroso, Samantha M. Azzarello, Gabriela D. Santos, David M. Lebovitz, Hannah J. Anderson, Abigail B. Dwyer, Ainsley E. Woolridge, John C. Manley and David P. Kelly.

Unless otherwise stated, all data are as of September 30, 2016 or most recently available.
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Copyright 2016 JPMorgan Chase & Co. All rights reserved
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Disclosures

Past performance is not a guarantee or a reliable indicator of future results. Shares distributed by PIMCO Investments LLC.

PIMCO is a registered trademark of Allianz Asset Management of America L.P. and Pacific Investment Management Company LLC, respectively, in 
the United States and throughout the world.

The Morningstar Fixed-Income Fund Manager of the Year award [PIMCO Short-Duration (2015) awarded to Jerome Schneider and Team; PIMCO 
Income (2013) awarded to Dan Ivascyn and Alfred Murata; PIMCO Investment Grade Corporate (2012) awarded to Mark Kiesel] is based on the 
strength of the manager, performance, strategy and firm’s stewardship. Morningstar Awards 2015©. Morningstar, Inc. 
All Rights Reserved. 

For professional use only. Client-specific update – not for public distribution.
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Biographical information

R. Matthew Clark, CFA

Mr. Clark is a senior vice president and account manager in the Newport Beach office with a focus on institutional client servicing. Prior to joining PIMCO in 2002, 

he served as an officer in the U.S. Army for eight years, achieving the rank of captain. He has 15 years of investment experience and holds an MBA from Harvard 

Business School. He received an undergraduate degree from Trinity University, San Antonio.

Loren Sageser 

Mr. Sageser is a senior vice president in the Newport Beach office and a product manager focused on credit products. He is also a member of the core leadership 

team for PIMCO’s global sustainability initiative. Prior to joining PIMCO in 2011, he worked as a product manager at Babson Capital Management. Previously, Mr. 

Sageser was a deal manager for credit products at Wachovia Securities and a fixed income investment analyst at the Franklin Templeton Group. He has 16 years 

of investment experience and holds an MBA from the Anderson School of Management at the University of California, Los Angeles. He received a bachelor's 

degree in economics and a master's degree in sociology from Stanford University.
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Markets brushed off Brexit and geopolitical events

3cs_intl_review_01

Eerie calm Healthy risk appetite

As of 30 September 2016
SOURCE: PIMCO, Bloomberg

Volatility remained low, spreads tightened and equities rallied in a relatively quiet quarter for markets

Q3 Q3

The low level of volatility highlighted the relatively benign market 
environment for much of the quarter

U.S. equities set record highs and credit spreads tightened as risk 
appetites built globally post-Brexit
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PIMCO’s diversified income strategy:
A flexible approach to global investing

diversified_income_review_20b_sep

Tucson Supplemental Retirement System’s customized benchmark contains 25% agency MBS, 25% investment grade credit, 25% high yield credit, and 25% EM external bonds.
As of 30 September 2016
1 Annualized volatility of Diversified Income Composite since inception (8/31/2003): 6.6%; annualized volatility of Barclays Global High Yield BB-B Constrained Index since 8/31/2003: 9.0%
Refer to Appendix for additional investment strategy and risk information.

Objective • Seeks to provide investors with flexible and highly tactical access to the full global credit opportunity set

Risk-adjusted 
returns

• Seeks to provide investors with higher returns relative to high grade credit, but with less volatility than a 
pure high yield strategy

Downside protection • A diversified, risk-conscious approach targeting volatility levels nearly one-third lower than high yield 
bonds1

A global opportunity 
set

• Active management across corporate, emerging market, real estate, municipal and consumer credit 
markets, leveraging PIMCO’s broad credit resources

Role in Portfolio • Complements Tucson Supplemental Retirement System’s passive Barclays Aggregate exposure
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PIMCO’s approach to diversified income investing focuses on avoiding large 
drawdowns

• Diversified income is a source of potentially attractive risk-
adjusted yield as investors seek income in today’s low-yield 
world

• Flexibility to actively manage exposure between credit markets 
in efforts to navigate relative value dislocations

• Diverse sources of return, as well as credit selection and sector 
rotation, provide hedging from large drawdowns

• A vehicle for high return potential with historically lower 
volatility than equities1, as well as low correlation to core bonds

Diversified_income_review_28_sep

As of 30 September 2016
1 Annualized volatility of MSCI World Index since 8/31/2003: 13.2%
Refer to Appendix for additional performance and fee, composite, investment strategy, index and risk information..
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PIMCO’s diversified income portfolio management resources

Diversified_income_orga_05

Leveraged Credit

HIGH YIELD
Andrew Jessop, MD

10 Portfolio Managers

BANK LOANS
Beth MacLean, EVP

3 Portfolio Managers

Dan Ivascyn
Group CIO, MD

Alfred Murata
MD, North America

Eve Tournier
EVP, Pan-Europe

Diversified Income

Luke Spajic, EVP
Asia ex-Australia

Rob Mead, MD
Asia/Australia

Investment Grade Credit

Mark Kiesel, CIO Global Credit, MD

Mohit Mittal, MD

26 Portfolio Managers

As of 30 September 2016
SOURCE: PIMCO

Emerging Markets

Michael Gomez, MD

21 Portfolio Managers

Securitized

Dan Ivascyn, Group CIO, MD

41 Portfolio Managers

Insurance

David Braun, MD

4 Portfolio Managers

Municipals

David Hammer, EVP

6 Portfolio ManagersSonali Pier, EVP
North America

Yacov Arnopolin, EVP
Pan-Europe
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PIMCO’s credit research team

credit_orga_analyst_02

Newport Beach

Christian Stracke, 
Head of Global Credit Research

Del Anderson Ronald Jin

Suhasini Bhargava Joe Pattaphongse

Mark Chin Steve Pawliczek

John Devir Laura Robinson 

David Gluckman Joseph Silva

Brendan Hanley Scott Striegel

Richard Hofmann Jackson Thies

Jiaying Huang Elizabeth Wegener

Ray Huang Jinhy Yoon

New York

Mirette Kouchouk

Sean McCarthy

Jules Naters

Michael O’Connor 

John Pollakowski

Matthew Sinni

Jessica Tom

London

Philippe Bodereau
Head of European 
Credit Research

Matteo Bertolo

Matthieu Loriferne

Maren Proeve

Charles Watford

David Werthan

Alexis Yannas

Munich

Juergen Dahlhoff

Christian Schuetz

Christian Wild

Tokyo

Maiko Tamura

Takanori Miyoshi 

Rio De Janeiro

Alessandro Baldoni

Natalia Lima

Special Situations

Zubin Kapadia

Hong Kong

Raja Mukherji
Head of Asian 
Credit Research

Emily Au-Yeung

Yishan Cao

Dorris Chen

Frank Chen

Taosha Wang 

As of 9 September 2016

Managing Director, Head of Global Credit Research

Christian Stracke
50+
CREDIT RESEARCH ANALYSTS

40+
INDUSTRIES COVERED

10+
LANGUAGES SPOKEN

24
HOUR GLOBAL CREDIT COVERAGE

Weekly
MEETING WITH PORTFOLIO MANAGERS AND 
ANALYSTS

Distressed Credit

Sai Devabhaktuni, 
Head of Distressed Credit

Adam Gubner Chris Neumeyer

Greg Kennedy Ben Petkevicius

Lionel Laurant Ethan Schwartz 

Manon Medez
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Key tenets of PIMCO’s diversified income investment process

Refer to Appendix for additional investment strategy and risk information.

mk_DI_strat_01_sep

Focus on risk-adjusted 
returns

• We construct portfolios to provide attractive risk-adjusted returns across a range of economic 
scenarios

Leverage top down 
process

• Leverage PIMCO’s top-down macroeconomic process to identify the most attractive credit 
opportunities within the context of our macroeconomic outlook

Maintain risk factor 
diversification

• Portfolio construction is based on a risk-factor diversification, helping to ensure that no single risk 
factor dominates the volatility of the strategy

Employ granular security 
selection

• PIMCO’s team of ~55 credit analysts helps to identify issuers with robust business models, competent 
management teams, and solid growth potential

Collaboration across 
credit specialty desks

• PIMCO’s multi-sector credit team leverages  portfolio management specialists spanning all facets of 
corporate, emerging market, municipal and securitized credit
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Common credit investing pitfalls…What can go wrong?

diversified_income_phil_59

PIMCO’s Approach

Refer to Appendix for additional investment strategy and risk information.

Concentrated Risk • We scale investments based on valuation and conviction. This serves as an embedded risk management 
tool and helps ensure that no single investment dominates returns

Limited sector specific 
expertise

• Our multi-sector credit investment process leverages teams of sector specialists across corporate, 
securitized, emerging market and municipal credit markets

Style bias • Strong team of multi-sector credit specialists with experience managing flexible credit strategies across 
the liquidity and return spectrum

Under-emphasizing 
the macro

• Macroeconomic factors cannot be ignored. We focus on the best credit opportunities within the 
context of our macroeconomic views

Reaching for yield • PIMCO has always focused on maintaining responsible levels of risk across market cycles. This is 
especially critical during periods of historically low volatility
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Tucson Supplemental Retirement System performance review

2446_perf_sep

Tucson Supplemental Retirement System

Market value as of Sep '16 $ 126,749,571

As of 30 September 2016
All periods longer than one year are annualized
Benchmark: BC25%(Morg Ind,CreInd,H Yid);25%JPMEMBI
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Portfolio (before fees) Benchmark

S.I. YTD

30 Jun '02 10 yrs. 5 yrs. 3 yrs. 1 yr. 6 mos. 3 mos. 30 Sep '16

Before fees (%) 6.8 6.6 6.4 6.2 12.6 8.4 3.6 12.0

After fees (%) 6.3 6.2 5.8 5.7 12.0 8.2 3.4 11.6

Benchmark (%) 6.1 6.2 5.5 5.5 10.3 6.8 2.8 10.6
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Strategic outlook
Current top four investment themes in Diversified Income

Position Rationale

Investment grade Overweight

• Financial institutions in the U.S. and Europe continue to de-lever and build capital amid regulatory scrutiny; falling 
supply also reinforces positive market technicals; recent sell-off has created additional pockets of opportunity

• We continue to find value in securities throughout the capital structure of de-leveraging, de-risking financial 
issuers with attractive long-term prospects.

High yield Overweight

• HY corporates offered compelling relative value amid the selloff early in the first quarter, although the 
retracement in credit spreads has reduced its attractiveness

• With the exception of the energy sector, we do not expect a broad based increase in HY market default rates.

• We continue to focus on controlling risk through security selection and diversification

Emerging 

markets
Underweight

• Emerging markets continue to outperform broader high yield markets, due to weaker links to energy-related 
weakness and country-specific outperformance

• We expect volatility to continue, but are positioning the portfolio to benefit from continued EM outperformance 
relative to developed credit markets

MBS/Securitized Overweight
• We continue to focus on non-agency mortgages as a complement to traditional high yield corporates, while 

adding exposure to high quality CLO debt and senior student loan issues

As of 30 September 2016
SOURCE: PIMCO

3cs_TR_strat_01
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2cs_DI_review_04

Tucson Supplemental Retirement System portfolio structure

MUST BE CUSTOMIZED FOR SEP ACCOUNTS SEE NOTES VIEW

• On a market value basis, the portfolio has seen a 
modest decline in HY exposure, and we maintain 
an underweight in emerging markets

• The portfolio continues to maintain a carry 
advantage versus the benchmark, boosted by 
tactical allocations to sectors such as non-agency 
mortgages and subordinated debt

• HY spread duration3 has been gradually reduced, 
reflecting an up-in-quality bias amid the credit 
market’s broad YTD rally

As of 30 September 2016
SOURCE: PIMCO
1Others: Treasuries, MBS, non-agency mortgages
2Equally weighted blend of the following four indices: Barclays Mortgage Index, Barclays Credit Index, Barclays High Yield Index, JP Morgan EMBI Global
We reclassify IG and HY corporate issues issued by EM countries into the EM bucket and government related issues in the Global Aggregate Credit Index into “Others.”
3Spread duration represents a fund’s sensitivity to credit spreads movement. Underweight spread duration when spreads widen will lead the fund outperform the benchmark.
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Tucson Supplemental Retirement System portfolio structure

MUST BE CUSTOMIZED FOR SEP ACCOUNTS SEE NOTES VIEW

• The Fund’s total duration is currently modestly below 
benchmark levels given the rally in global yields this 
year

• During the quarter the portfolio reduced its 
exposure to Russian sovereign debt

• The Fund continues to favor financial issuers, with a 
focus on subordinated bank debt poised to benefit 
from ongoing deleveraging
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Credit sectors relative to benchmark² HY IG

As of 30 September 2016
SOURCE: PIMCO
1Equally weighted blend of the following four indices: Barclays Mortgage Index, Barclays Credit Index, Barclays High 
Yield Index, JP Morgan EMBI Global
²Credit sectors excluding EM issuers
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StocksPLUS aims to outperform market by transporting extra return from 
independent, structurally-based sources

Own full equity market exposure through forward instruments, such as futures,  and then 
enhance equity returns with a bond strategy designed to add alpha

Receive equity 
portfolio return 1

Pay short-term 
money market rate2

Potential return from 
alpha strategy3

Portfolio return3

+ =

Incremental return from 
alpha strategy

ABSOLUTE 
RETURN

HYPOTHETICAL EXAMPLE

1Equity index  or reference portfolio as specified by the investment guidelines
2Short-term interest rate paid generally constrained to LIBOR by short, uncertain time horizon of majority of buyers of stock index futures; total return swaps generally specify a cost of LIBOR +/- a spread
3The return on the alpha strategy may be less than the short term money market financing rate, which would result in negative excess returns
Sample for illustrative purposes only

+

stocksplus_phil_06
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Structural yield advantage*

Agency MBS Non-Agency MBS Corporates Treasuries Emerging Markets Developed Non-U.S.
Agencies/Swaps Money Markets Municipals FX strategies Other

84

159

Opportunities to capture high quality sources of structural yield persist

As of 30 September 2016
*“Structural yield advantage” is a proprietary PIMCO measure of potential total return in excess of LIBOR associated with the amount of extra yield  earned by a portfolio plus any additional return 
garnered (or given up) through yield curve roll down, option positions, and financing

3cs_SP_review_04_400

PIMCO STOCKSPLUS®, L.P. FUND B
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PIMCO StocksPLUS® LP Fund B performance review

400_perf_sep

S.I.

30 Sep '87 10 yrs. 5 yrs. 3 yrs. 1 yr. 9 mos. 6 mos. 3 mos.

Before fees (%) 10.5 9.3 18.8 11.9 16.4 8.6 7.6 4.6

After fees (%) 10.1 8.6 18.3 11.6 16.3 8.5 7.5 4.5

Benchmark (%) 9.2 7.2 16.4 11.2 15.4 7.8 6.4 3.9

As of 30 September 2016
All periods longer than one year are annualized
Benchmark: S&P 500 Index
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Performance

Portfolio (before fees) Benchmark

Tuscon Supplemental Retirement System

Market value as of Sep '16 $ 28,985,949



Economic outlook



22

Change relative to 
2016 forecast

Forecasts GDP Inflation

2016 2017 2016 2017

Developed Markets 1.50 1.50 0.60 1.75

Emerging Markets 4.50 5.00 3.30 2.50

World 2.50 2.75 1.60 2.00

PIMCO’s 2017 cyclical outlook

PIMCO forecast ranges as of September 2016.
Real GDP and inflation projections reflect the midpoints of PIMCO’s forecast ranges for 2017.

3cs_intl_outlook_01

U.S.
GDP: 2.25%    | CPI: 2.25%

MEXICO
GDP: 2.25% 

CPI: 3.25%

U.K.
GDP: 0.50% 

CPI: 2.25%

RUSSIA
GDP: 1.00% 

CPI: 5.75%

JAPAN
GDP: 0.75% 

CPI: 0.25%

BRAZIL

GDP: 0.50%    | CPI: 6.00%

EUROZONE
GDP: 1.25%    

HICP: 1.25%

INDIA
GDP: 7.75% 

CPI: 5.25%

CHINA
GDP: 6.00%    | CPI: 1.50%

% of world GDP
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Key swing factors for 2017: The “3 Ps”

8 Nov: 
U.S. presidential 
election

4 Dec: Italian 
Constitutional 

referendum

March: 
Netherlands
General election

Sep: German 
general election

4 Dec: Austria 
re-run of 
presidential 
election

Q1 ’17: UK to 
invoke Article 50

Apr-May: French 
Presidential 

election

Oct-Nov: 
China 19th 

National Party 
Congress

As of 30 September 2016
*Change in the structural deficit as % of potential GDP
SOURCE: PIMCO, Bloomberg, IMF, JPMorgan

Productivity PolicyPolitics
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Ongoing developments in politics, (fiscal and monetary) policy and productivity will be key drivers of the outlook ahead

Low productivity has weighed on potential growth, 
but any recovery could bolster the outlook

Political events could materially affect the 
global landscape over the next year

Less drag from fiscal policy could ease the 
burden of monetary policy in boosting growth
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BoJ throws a curve ball

Following dramatic curve flattening, the BoJ shifted its framework 
from base-money targeting to yield curve targeting

Long-term Unempl.

Wage Growth (Atl. Fed)

Hires Rate

U6 Unempl. Rate

Nonfarm Payrolls

Unemployment Rate

Quits Rate

Layoff/Discharge Rate

Job Openings Rate

Better than pre-2008 
average

Better than recession
trough

Global growth rests on still-solid fundamentals in the U.S. and evolving monetary 
policy globally

3cs_intl_outlook_03

U.S.: Labor market tightening

As of 30 September 2016
SOURCE: PIMCO, Bloomberg, Haver Analytics, Bureau of Labor Statistics, Federal Reserve Bank of Atlanta

Labor market trends suggest Fed on track for normalization, while other central banks confront the limits of policy effectiveness

Labor market indicators continue to show robust gains, with 
many exceeding pre-2008 levels

Flattening 
pre-curve 
targeting

3m
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Emerging Markets: A more constructive turn in fundamentals along with resurgent 
flows have buoyed the asset class

3cs_intl_outlook_04

As of 30 September 2016. 
SOURCE: PIMCO, Haver Analytics, Bloomberg, JPMorgan
* GDP-weighted current account balance of Brazil, Chile, China, Colombia, Czech Republic, Hong Kong, Hungary, India, Indonesia, Malaysia, Mexico, Peru, Philippines, Poland, Russia, Singapore, South 
Africa, South Korea, Taiwan, Thailand and Turkey as calculated by PIMCO
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Improved trade dynamics have helped stabilize current account 
balances, mitigating a key source of external vulnerability

Strength in both flows and performance have provided a self-
reinforcing dynamic

Striking a better balance Improved performance

Improving fundamentals and compelling valuations have restored the perception of EM’s value proposition
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PIMCO: Focused on delivering returns and managing risks

PIMCO_Update_02

Firm snapshot PIMCO’s value proposition “What’s new?”

Assets under management

• $1.51 trillion¹

Deep global resources

• 13 offices across five continents

• Over 2,200 total employees

– 240+ portfolio managers

– 115+ analysts

– Promoted 229 officers in 2015

Comprehensive investment solutions 

• Alternatives

• Asset allocation

• Equities

• Fixed income

• Real Assets

Diversified global business

• One of the largest alternatives platforms 

• Global AUM

− Americas: 64%, EMEA: 22%, APAC: 14%

Time-tested investment philosophy 

• Diversified set of alpha engines
– Top down
– Bottom up
– Structural tilts

Client-focused culture

• Board education programs

• Client seminars

• Solutions capabilities

Thought leadership

• Global market dynamics

• Economic analysis

• Central bank policy

• Industry trends

Access to our latest views: Blog.PIMCO.com
• Now Available: 

− “Investing in a Stable But Not Secure Global 
Economy” by Daniel J. Ivascyn and Andrew 
Balls

− “Brexit Aftermath: Outlook for the UK” by 
Mike Amey

Strategic new hires

• Emmanuel Roman: PIMCO CEO (starting Nov ‘16)

• Jamil Baz: MD, Head of Client Analytics

• Gene Frieda: EVP, Global and EM Strategist 

• Yacov Arnopolin: EVP, Emerging Markets PM

• Paul Vosper: EVP, Real Estate Strategist 

New product launches

• Opportunistic, PE-style ‘follow on’ fund to capitalize 
on regulatory reform dislocations

• Opportunistic PE-style ‘follow on’ fund to capitalize 
on corporate stressed/distressed middle-market 
opportunities

Industry recognition

• Morningstar Awards

– 2015 Fixed Income Manager of the Year award 
(US) – Jerome Schneider & team

– Third time in four years; testament to PIMCO’s 
time-tested investment process²

• 2016 Civic 50 Award

− PIMCO recognized as one of the 50 most 
community-minded companies in America

As of 30 June 2016. SOURCE: PIMCO.
¹ Effective 31 March 2012, PIMCO began reporting the assets managed on behalf of its parent’s affiliated companies as part of its assets under management. 
² The Morningstar Fixed  Income Fund Manager of the Year (U.S.) award is based on the strength of the manager, performance, strategy, and firm's stewardship. Awarded to Jerome Schneider and team 
(2015), Daniel Ivascyn and Alfred Murata (2013) and Mark Kiesel (2012). Morningstar Awards 2016©. Morningstar, Inc. All Rights Reserved.
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Assets under management by strategy
PIMCO manages $1.51 trillion in assets, including $1.1 trillion in third-party client assets

asst_summary_01_USD

Alternatives Billions ($)

Hedge Funds Global macro, long/short credit, multi-asset volatility arbitrage strategies, relative value commodities 17.47

Liquid Absolute Return Unconstrained bond strategies, credit absolute return, other absolute return strategies 14.42

Opportunistic/Distressed Opportunistic strategies focusing on real estate related assets (residential, commercial), corporate credit 6.54

Asset Allocation

Asset Allocation Strategies Global Multi Asset, All Asset, EM Multi Asset, RealPath, Inflation-Response Multi Asset, DRA 38.14

Equities

Equity Strategies Combines enhanced equities and active equities 22.37

Real Return

Real Return Strategies Combines inflation linked strategies, actively managed commodities, and real-estate linked exposure 58.37

Fixed Income

Total Return
1 Total Return 106.50

Intermediate
2 Core Strategies, Moderate Duration 111.91

Credit Investment Grade Corporates, Bank Loans, High Yield Corporates, Convertibles 184.92

Long Duration Focus on long-term bonds; asset liability management 125.99

Income Income-oriented, insurance income 108.84

Global Non-US and global multiple currency formats 96.43

Cash Management
2 Money Market, Short-Term, Low Duration 87.31

Emerging Markets Local debt, external debt, currency 43.40

Mortgages Agency MBS, structured credit (non-Agency MBS, CMBS, and ABS) 33.54

Diversified Income Global credit combining corporate and emerging markets debt 19.82

Municipals Tax-efficient total return management 15.34

Other Custom mandates 14.42

Total assets under management $ 1,105.73 B

Stable Value
2 Stable income with emphasis on principal stability 19.97

Tail-Risk Hedging
3 Pooled and customized portfolios of actively managed tail-risk hedges 33.79

As of 30 June 2016. SOURCE: PIMCO
Assets reflect those managed on behalf of third-party clients and exclude affiliated assets. Fund of funds assets have been netted from each strategy. 
Potential differences in asset totals are due to rounding. Represents assets of strategy group in dedicated and non-dedicated portfolios.

¹ Total Return has been segregated to isolate the assets of PIMCO sponsored U.S. Total Return 1940-act fund and foreign pool fund accounts. All other U.S. Total Return portfolios are included in the 
Intermediate category.

² Stable value assets have not been netted from U.S. Total Return, U.S. Moderate Duration and U.S. Low Duration assets.
³ Tail-risk hedging assets reflect total notional value of dedicated mandates and are not counted towards PIMCO total assets under management.



Appendix



Case for active

Investors should consider the investment objectives, risks, charges and expenses of the funds carefully before investing. This and other 

information are contained in the fund’s prospectus and summary prospectus, if available, which may be obtained by contacting your investment 

professional or PIMCO representative or by visiting www.pimco.com. Please read them carefully before you invest or send money.

PIMCO Investments LLC
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Equities Bonds

• Does the index carry risks that offer attractive relative value? 

• Is it feasible to own all index holdings?

• Do active managers consistently underperform?

• Are transaction costs low and liquidity high? 

• Is there a lack of structural market inefficiencies?

• Is economic uncertainty and market volatility persistently low?

When does passive investing make sense?

U.S. passive core bond funds have historically shown significant performance dispersion

SOURCE: Morningstar
Ranges are based on the institutional share class of all passive funds as determined by Morningstar in the Intermediate-Term Bond and US Large Cap equity categories that have a maximum expense ratio 
of 0.10%.
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Investors have been compensated over time for investing actively within 
fixed income

• The median active manager in the intermediate-term bond category has outperformed (after-fees) both the Barclays US Aggregate Index and the 
median passive manager over the last 10 years

• Over the long-run, these differences in performance can lead to large differences in investor wealth

4cs_TR_review_06

[Per compliance, this slide can only be used in servicing presentations, not marketing]

Intermediate-Term Bond Category 
10-year annualized returns1

Growth of $100 over 10 years2

6.29%

5.40%
5.13% 4.94%
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As of 30 June 2016
SOURCE: Morningstar, Bloomberg, PIMCO
¹ Returns are based on the institutional share class of all active and passive funds as determined by Morningstar  in the Intermediate-Term Bond category that have at least 10-years of performance 
history. Returns over different time periods or of different share classes may not show the same results.
² Growth of $100 reflects the total return performance of the respective categories shown in the 10yr Annualized Returns chart, and reflects changes in share price and reinvestment of dividend and capital 
gain distributions.
* The “top quartile active manager” reflects the average return of active institutional shareclasses in the top quartile.
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BCAG yield per year of duration*
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Credit share of the Barclays 

U.S. Aggregate Index 

All other credit

BBB credit

Investors are taking on more and more risk with less and less compensation

• The duration of the Barclays Agg has extended as yields have 
declined

• Thus, compensation per unit of interest rate risk (i.e., yield per 
unit of duration) has declined dramatically

• In addition, the climbing share of credit—and in particular, 
BBBs—means that investors are taking on even more credit risk

As of 30 June 2016
SOURCE: Bloomberg
* Yield to worst
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Passive indices can exclude several sectors of the bond market that may offer 
attractive value

U.S. Gov't
47%

U.S. IG Credit
21%

U.S. Securitized
32%

Sector decomposition – Barclays U.S. Aggregate

Canada
1%

France
2%

Germany
2%

Italy
2%Japan

1%
United Kingdom

2%
Australia

0% Other 
eurozone/developed 

Europe

6%
Other Treasuries

6%

Global other gov't 
related

7%

Global IG corporate
5%
Global securitized

3%Global inflation-linked 
non USD

2%
Global HY Corporate

1%

EM local sovereign
11%

EM local corporates
8%

U.S. TIPS
2%

ABS floating rate
0%

High yield
3%

EM external sovereign
1%

EM external corporate
2%

U.S. gov't
15%

U.S. IG credit
7%

U.S. securitized
10%

Global fixed income market
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Market volatility has historically led to alpha-rich environments

Volatility ahead?

• Since 2012, market volatility has trended below its long term 
average

• Central bank quantitative easing programs have been a 
significant factor behind the low volatility

• As monetary policies diverge, bouts of higher volatility are likely 
going forward

PIMCO’s alpha tends to increase following 
more volatile periods

• While PIMCO has consistently generated alpha over time, more 
volatile markets have typically led to stronger outperformance
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Total Return Fund - Average forward 12 months excess returns (after fees)

Market volatility (VIX index level) ------------>    Increasing

Overall average alpha 

(after fees) 1.03%

Performance quoted represents past performance. Past performance is 
not a guarantee or a reliable indicator of future results. Investment 
return and the principal value of an investment will fluctuate. Shares 
may be worth more or less than original cost when redeemed. Current 
performance may be lower or higher than performance shown. For 
performance current to the most recent month-end, visit 
www.PIMCO.com or call (888) 87-PIMCO.

As of 30 June 2016
SOURCE: PIMCO
PIMCO Total Return (TR) performance reflects the institutional share class (PTTRX).
Refer to Appendix for additional performance and fee, index and risk information.
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Performance quoted represents past performance. Past performance 
is not a guarantee or a reliable indicator of future results. Investment 
return and the principal value of an investment will fluctuate. Shares 
may be worth more or less than original cost when redeemed. Current 
performance may be lower or higher than performance shown. For 
performance current to the most recent month-end, visit 
www.PIMCO.com or call (888) 87-PIMCO.

As of 30 June 2016.  SOURCE: Morningstar, PIMCO.
Equities are represented by the S&P 500 Total Return Index. High Yield is represented by the Barclays U.S. Corporate High Yield Index. Peer group based on all share classes of funds in Morningstar’s 
OE Intermediate-Term Bond Category. PIMCO Total Return (TR) performance reflects the institutional share class (PTTRX). The current top quartile reflects those share classes currently in the top quartile 
based on three-year returns. Monthly returns are calculated from January 1994, the earliest available date for the HY index
* The worst equity returns are identified as the worst 25% of months with negative S&P 500 returns
** The most HY spread-widening months are identified as the widest 25% of months with spread widening
Performance shown is for the institutional share class.
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Average monthly return (since 1994)

0.45

0.19

0.11

Months with the worst 
equity returns*

0.33

0.03

-0.05

Months with the most HY
Spread-widening**

PIMCO’s diverse set of alpha strategies leads to strong performance through times 
of market stress

• PIMCO doesn’t structurally overweight credit in an effort to 
outperform 

• As a result, relative returns are less impacted by equity and 
credit market sell-offs

• This has enabled PIMCO to be more effective in  preserving 
capital and avoiding large market drawdowns

mk_1cs_TR_review_03
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Appendix

PERFORMANCE AND FEE
Past performance is not a guarantee or a reliable indicator of future results. The performance figures presented reflect the total return performance for Institutional Class shares (after fees) and reflect 
changes in share price and reinvestment of dividend and capital gain distributions. All periods longer than one year are annualized. The minimum initial investment for iclass shares is $1 million; however, 
it may be modified for certain financial intermediaries who submit trades on behalf of eligible investors.

CHART
Performance results for certain charts and graphs may be limited by date ranges specified on those charts and graphs; different time periods may produce different results. 

INVESTMENT STRATEGY
There is no guarantee that these investment strategies will work under all market conditions or are suitable for all investors and each investor should evaluate their ability to invest long-term, especially 
during periods of downturn in the market.

MORNINGSTAR RANKING
Past rankings are no guarantee of future rankings. Morningstar Ranking as of 31 March 2016 for the Institutional Class Shares; other classes may have different performance characteristics. The 
Morningstar Rankings are calculated by Morningstar and are based on the total return performance, with distributions reinvested and operating expenses deducted. Morningstar does not take into 
account sales charges.

OUTLOOK
Statements concerning financial market trends are based on current market conditions, which will fluctuate. There is no guarantee that these investment strategies will work under all market conditions, 
and each investor should evaluate their ability to invest for the long-term, especially during periods of downturn in the market. Outlook and strategies are subject to change without notice. 

PORTFOLIO STRUCTURE
Portfolio structure is subject to change without notice and may not be representative of current or future allocations.

STANDARD DEVIATION 
Standard deviation is a statistical measure of dispersion about an average which, for a mutual fund, depicts how widely the returns varied over a certain period of time. The greater the dispersion, the 
greater the risk. 

RISK
Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The value of most bonds and bond strategies are impacted by changes in 
interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and volatile than those with shorter durations; bond prices generally fall as interest rates rise, and the current low 
interest rate environment increases this risk. Current reductions in bond counterparty capacity may contribute to decreased market liquidity and increased price volatility. Bond investments may be worth 
more or less than the original cost when redeemed. Investing in foreign denominated and/or domiciled securities may involve heightened risk due to currency fluctuations, and economic and political 
risks, which may be enhanced in emerging markets. Mortgage and asset-backed securities may be sensitive to changes in interest rates, subject to early repayment risk, and their value may fluctuate in 
response to the market’s perception of issuer creditworthiness; while generally supported by some form of government or private guarantee there is no assurance that private guarantors will meet their 
obligations. High-yield, lower-rated, securities involve greater risk than higher-rated securities; portfolios that invest in them may be subject to greater levels of credit and liquidity risk than portfolios that 
do not. Derivatives may involve certain costs and risks such as liquidity, interest rate, market, credit, management and the risk that a position could not be closed when most advantageous. Investing in 
derivatives could lose more than the amount invested.  Diversification does not ensure against loss.
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Appendix

This material contains the current opinions of the manager and such opinions are subject to change without notice. This material has been distributed for informational purposes only and should not be 
considered as investment advice or a recommendation of any particular security, strategy or investment product. Information contained herein has been obtained from sources believed to be reliable, but 
not guaranteed. No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission. PIMCO is a trademark of Allianz Asset Management of 
America L.P. in the United States and throughout the world. ©2016, PIMCO

PIMCO Investments LLC, distributor, 1633 Broadway, New York, NY, 10019, is a company of PIMCO. 

INDEX DESCRIPTIONS
Barclays U.S. Aggregate Index represents securities that are SEC-registered, taxable, and dollar denominated. The index covers the U.S. investment grade fixed rate bond market, with index components for 
government and corporate securities, mortgage pass-through securities, and asset-backed securities. These major sectors are subdivided into more specific indices that are calculated and reported on a 
regular basis.

It is not possible to invest directly in an unmanaged index.
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Agenda

● Overview of fixed income
– The role of fixed income at the overall portfolio level
– Commonly employed fixed income strategies
– Challenges currently faced by fixed income investors

● Overview of TSRS’s current fixed income structure
– Characteristics 
– Evaluation of fixed income sector correlations with the broader plan
– Active vs. passive considerations



Overview of Fixed Income
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The ABC(&D)s of Bonds

Bonds are debt securities whereby the purchaser of the bond is lending money to the issuer in 
exchange for specified rate of interest during the life of the bond and for the face value (or, principal 
amount) to be repaid upon maturity.

● Maturity – the number of years before the bond comes due and the bond issuer must repay the 
principal to the bond holder.

● Coupon rate – the interest rate that the issuer pays the lender (calculated as a percentage of the 
face value of the bond).

● Bond prices – have an inverse relationship with interest rates.  If interest rates rise, a bond’s 
price must fall to keep the yield constant.

● Duration – expressed as a number of years, tells you how much a bond’s price will change given 
a 1.00% change in interest rates.  

 For example, if interest rates rise (fall) 1.00%, the price of a bond with a duration of five years will fall 
(rise) by 5.00%. 

● Bond Managers seek to add value with three basic levers:
 Duration management
 Sector rotation
 Issue selection
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Types of Fixed Income Investors

● Fixed income investors can be categorized into three types depending on investment objectives, 
time horizon, liquidity needs, risk tolerance, and regulatory framework among many other factors.

● TSRS is a total return investor.

Income Oriented 
Investor

Total Return
Investor

Liability Driven Investor 
(LDI)

● Retirees
● Insurance Companies

● Public Pension Plans
● Taft-Hartley Plans
● Corporate Pension Plans
● Endowments
● Foundations

● Corporate Pension Plans

● Income Generation
● Capital Preservation
● Liquidity
● Meet Solvency 

Requirements

● Diversification
● Flight to Quality/Deflation 

Hedge
● Liquidity
● Additional Return

● Hedge Liabilities
● Additional Return

Ty
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Fixed Income

● Within a total return strategy the role of fixed income is to serve as a low-risk, diversifying anchor 
against which an investor takes on riskier investments in assets such as equity.

Role as the “Anchor to Windward”
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Overview of Fixed Income Strategies

● Fixed income is typically a low risk, diversifying asset for the equity allocation rather than a primary 
source of additional return to a fund.
– Bonds offer protection in the short run.
– Dependable income provides comfort in economic downturns or sudden market corrections.

● The three main factors that define fixed income strategies are:
– Active versus passive implementation.
– Use of tactical “core plus” mandates versus dedicated allocations to securities outside of the benchmark, 

primarily high yield (in the case of the Barclays Aggregate) and non-U.S. bonds.
– Broad market exposure versus one narrowed by sector or duration.

● The most commonly employed strategies include:
– Passive (benchmarked to the Barclays Aggregate)
– Active core
– Active core plus
– Global/Non-US
– Specialty
– Unconstrained
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Fixed Income Strategies

● Passive Core: Replicates the return of the underlying index 
– Pros

– Virtually no tracking error
– Low cost
– Large Treasury allocation expected to perform well when equities perform poorly
– Provides liquidity for cash flows, rebalancing, and transitions
– Simple to monitor

– Cons
– Lacks the potential to add value over the index
– Large Treasury allocation likely to be a drag on returns in normal markets due to low yields

BlackRock US Debt  Index is an example of this style in TSRS’s portfolio

● Active Core: Attempts to add modest amounts of value over the return of the Aggregate index 
while experiencing a limited amount of tracking error
– Pros

– Expectation of value added by modest interest rate, sector, and security management
– Low tracking error

– Cons
– Outperformance over the index can be difficult to achieve net of fees
– Active core managers can underperform during times of equity market stress due to low Treasury allocations

Descriptions, Pros and Cons
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Fixed Income Strategies

● Core Plus: Attempts to add significant value over the Aggregate with relatively high tracking error 
due in part to the use of non-index securities such as high yield and emerging market bond debt
– Pros

– Managers have generally added value over the index net of fees
– Tactical allocation to non-index securities when their valuations make them attractive

– Cons
– Higher tracking error may not be consistent with stabilizing role of fixed income
– Non-index securities tend to have higher correlations to equities limiting the amount of overall portfolio diversification

PIMCO’s custom strategy (¼ high yield, ¼ emerging market debt, ¼ mortgages, and ¼ investment  grade credit) is an 
example of this style in TSRS’s portfolio

● Global/Non-U.S: Broadly diversified allocations to bonds across the globe; can be active or 
passive, hedged or unhedged, with varying degrees of risk and use of non-benchmark securities
– Pros

– Managers have the ability to move between under and over-valued markets
– Can reduce the complexity of the structure

– Cons
– Similar to the U.S., yields overseas are at historical lows
– Government securities dominate the non-U.S. debt market 
– Requires a well-resourced firm to adequately cover the markets
– Currency volatility can overwhelm return expected from underlying bond holdings

Descriptions, Pros and Cons
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Fixed Income Strategies

● Specialty: Separate, dedicated allocations to fixed income sectors such as credit, high yield and 
emerging markets debt
– Pros

– Managers focused on specific markets tend to add more value due to specialization
– Cons

– No ability to move tactically between under and over-valued markets
– Committee must set target allocation and rebalancing ranges
– Leads to complex structures which are difficult to maintain
– Lower allocation sizes in specialized areas can lead to higher fees

● Unconstrained Global: Attempts to add value by scanning the global fixed income market for the 
most attractive investment opportunities; generally not constrained to a benchmark
– Pros

– Increased return expectations
– Allows for more active duration management across global fixed income sectors
– Potential diversification benefits depending on regional/currency exposure
– Removes the allocation and rebalancing decisions from the plan sponsor

– Cons
– Correlation to equities may be higher due to greater use of credit and active duration management
– Limited peer group
– Many managers have short track records

Descriptions, Pros and Cons
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Major Issues Facing Fixed Income Investors Today

Issue Consequence

Low Yield Environment Difficult for investors to achieve return targets.

Potential for Rising Rates Investors are grappling with the reality of potentially negative 
returns on their fixed income portfolios.

Dysfunctional Political System and 
Uncertain Macro Environment

Global government intervention and uncertain policy make it 
difficult for investors to position their portfolio.
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Fixed Income

● Interest rates have reached 
lows not seen in many 
decades, for a number of 
reasons including:
– Central bank intervention 

including quantitative easing 
(“QE”)

– Low inflation
– Flight to quality investments
– Expanded or new roles for 

debt (bank capital, long-term 
liability hedging)

● US government bond rates 
are higher than other 
developed markets
– Makes global benchmark 

centric strategies look 
relatively unattractive

Government Interest Rates
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Are Rising Rates Necessarily A Bad Thing?

● Fixed income returns 
derive from income, capital 
gains/losses and 
reinvestment of interim 
cash flows.
– A rise in yields may lead to 

higher returns if the time 
horizon is long.

– A prolonged period of low 
rates is not a good 
environment for long-term 
investors.

0%

1%

2%

3%

4%

5%

6%

Year X Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8 Year 9 Year 10
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d

Rising Rates Gradual Rise Remain Level Declining Rates

1-Year* 3-Year* 10-Year*

Rising Rates -2.60% -1.70% 3.00%

Gradually Rise 0.60% 0.90% 1.90%

Remain Level 2.00% 2.00% 2.00%

Declining Rates 6.60% 2.80% 1.50%

* Assumes constant five-year duration, parallel shift in the yield curve and 100% reinvestment at new yield every year.
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Source: Callan. Callan’s database includes the following groups: public defined benefit, corporate defined benefit, endowments/foundations, and Taft-Hartley plans. Approximately 10-15% of the 
database constituents are Callan’s clients. All database group returns presented gross of fees. Past performance is no guarantee of future results. 

Public Funds Corporate Funds

Endowment/Foundations Taft-Hartley

Other Alts

Global Equity

Non-U.S. Equity

U.S. Equity

Real Estate 

Global Balanced

U.S. Balanced

Hedge Funds

Non-U.S. Fixed

U.S. Fixed

Cash

Except corporate defined benefit plans, due to LDI considerations

Plan Sponsors Have Been Reducing Fixed Income for 20 Years



Current  Fixed Income 
Structure
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TSRS’s Current Strategic Asset Allocation

● The target asset allocation is well 
diversified with exposure to both 
public and private asset classes 

● Fixed income represents 27% of the  
portfolio
– 27% fixed income equates to 

approximately $200 million as of 
September 30, 2016

– The median allocation to fixed income 
for Public DB plans as of 6/30/16 was 
27% with a range of 14% - 40%.

● In the 2014 asset allocation study, 
fixed income was benchmarked to 
the Barclays Aggregate
– TSRS’s actual fixed income composition 

has a greater allocation to higher risk 
bond sectors

Current Target Asset Allocation

As of September 30, 2016

US Stocks, 34%

International 
Stocks, 25%

Infrastructure, 5%

Fixed Income, 
27%

Real Estate, 9%
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TSRS’s Target Fixed Income Structure

● The current target structure 
employs two managers, with 
PIMCO at a 63% target allocation

● The PIMCO active mandate has a 
custom benchmark (25% each to  
high yield, emerging market debt, 
mortgages and investment grade 
credit).  It can at times be highly 
correlated with the equity markets, 
particularly in periods of market 
stress

● The BlackRock portfolio is 
passively managed and replicates 
the Barclays Aggregate index

As of September 30, 2016

Current Target Fixed Income 
Structure

BlackRock Index, 
37%

PIMCO Active, 
63%
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Comparison of TSRS’s Structure to the Barclays Aggregate

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

G
ov

er
nm

en
ts

In
ve

st
m

en
t G

ra
de

 C
re

di
t

M
or

tg
ag

es

H
ig

h 
Y

ie
ld

E
m

er
gi

ng
 M

ar
ke

t D
eb

t

TSRS

Barclays Aggregate

● TSRS has exposure to high yield, and emerging market debt outside of the Barclays Aggregate

● TSRS is underweight governments relative to the Barclays Aggregate

● Investment grade credit and mortgage exposure are comparable to the benchmark
As of 9/30/2016.  TSRS exposures are based on  the  underlying benchmarks for PIMCO and BlackRock combined at policy weights.
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Introduction to Correlation

● Correlation measures the degree to which two variables, such as asset classes, move in relation to 
each other. Correlations range from -1 to +1.

● -1 correlation:
– Returns of two investment move in precisely opposite directions. 
– Good returns of one investment cancel out bad returns of other investment.
– Maximum reduction in volatility.

● 0 correlation:
– The relationship between the returns of two investments is unrelated.
– Substantial, but not complete, reduction in volatility.

● +1 correlation:
– Returns are completely synchronized.
– Said to be “perfectly correlated.”
– No diversification/volatility reduction.
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Correlation of Fixed Income Sectors with Equity

● High yield, emerging market debt and investment grade credit can be highly correlated with stocks

● Mortgages and governments have exhibited zero or negative correlations with equity 
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TSRS’s Manager Correlations with Equity

● PIMCO is significantly more correlated with equity than BlackRock
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Return and Risk
Bond portfolios and sectors in which TSRS is invested
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Investment Grade Credit
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High Yield

Mortgages

BB Barclays:Aggregate Idx

PIMCO Custom Benchmark

EM Debt

TSRS Bond Portfolio

● The TSRS Bond Portfolio shown is 63% PIMCO benchmark and 37% Barclays Aggregate.
– Benchmarks were used to show longer history. The PIMCO benchmark is 25% each to mortgages, high yield, 

EMD and Investment Grade Credit.
– The PIMCO custom benchmark has displayed greater risk and return historically then the median core plus 

fixed income manager (represented by the cross hair). This has been partially offset by diversified exposure to 
the Barclays Aggregate Index.
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Calendar Year Returns

● Riskier segments of the bond market have larger drawdowns and swings in performance year-to 
year. 

● The TSRS Bond Portfolio is constructed using indices to show longer history.

10 Years Ended June 30, 2016
for Calendar Years
Returns

2016
2 Qtrs.

2015 2014 2013 2012 2011 2010 2009 2008 2007
BB Barclays:Aggregate Idx 5.31 0.55 5.97 (2.02) 4.21 7.84 6.54 5.93 5.24 6.97

PIMCO Custom Benchmark 7.65 0.39 6.33 (1.76) 10.97 7.74 10.04 22.78 (5.58) 5.39

EM Debt 12.29 1.82 6.15 (8.32) 18.04 9.20 11.83 25.95 (9.70) 6.45

High Yield 7.72 (1.13) 5.40 4.95 14.31 6.90 13.94 45.93 (17.26) 3.05

Investment Grade Credit 7.54 (0.77) 7.53 (2.01) 9.37 8.35 8.47 16.04 (3.08) 5.11

Mortgages 3.10 1.51 6.08 (1.41) 2.59 6.23 5.37 5.89 8.34 6.90

U.S. Government 5.69 (0.39) 6.14 (2.71) 4.90 6.67 5.02 2.48 8.51 7.96

TSRS Bond Portfolio 6.78 0.46 6.20 (1.85) 8.44 7.79 8.75 16.30 (1.64) 5.98
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Active vs. Passive Considerations

● Active and passive strategies can be 
complementary and can both play important roles 
in a portfolio

● Passive mandates provide low-cost exposure to 
the market

● Passive allocations are good liquidity vehicles for 
rebalancing, transition management, and making 
cash contributions/distributions

● Passive allocations are simple to monitor with less 
manager (and business) risk

● Passive mandates provide competitive 
performance in efficient markets and lower the 
tracking error for the total portfolio

● There are active managers who outperform the 
index – the challenge is to identify and hold them 
throughout their full performance cycle

● Like any style of investing, passive management 
will go in and out of favor over time

Percent of 3-Year periods where the 
median manager beat the benchmark after 
fees, for 20 years ended June 30, 2016

46%

68%

Core Core Plus

U.S. Fixed Income

Fee Assumptions: Core = 0.25%, Core Plus = 0.30%
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Questions for the Board

● What is the role of fixed income in the TSRS portfolio?
– Should it act solely as an anchor to windward and a flight to quality asset?
– Should it seek higher yield in this low return environment?
– Is there a way to accomplish both objectives?

● How much risk is the Board willing to take in fixed income?
– More risk results in higher correlation to growth assets.

● Is there a place for active and passive management? Does the Board favor one approach?

● At our next meeting, Callan will present alternative fixed income portfolio structures for the Board’s 
consideration. 
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Disclaimers

This report is for informational purposes only and should not be construed as legal or tax advice on any matter. Any decision you make on the basis of this content is your sole 
responsibility. You should consult with legal and tax advisers before applying any of this information to your particular situation. 

This report may consist of statements of opinion, which are made as of the date they are expressed and are not statements of fact. 

Reference to or inclusion in this report of any product, service or entity should not be construed as a recommendation, approval, affiliation or endorsement of such product, service 
or entity by Callan.

Past performance is no guarantee of future results. 

The statements made herein may include forward-looking statements regarding future results. The forward-looking statements herein: (i) are best estimations consistent with the 
information available as of the date hereof and (ii) involve known and unknown risks and uncertainties such that actual results may differ materially from these statements. There is 
no obligation to update or alter any forward-looking statement, whether as a result of new information, future events or otherwise. Undue reliance should not be placed on forward-
looking statements.




