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In brief

e Corporate profits continue to boom around the world. Although the pace
of revisions is cooling, we see almost 30% earnings growth this year and
20% in 2027. We have rarely seen such a strong profit cycle.

o The artificial intelligence (Al) investment boom is of course the biggest
driver, and we see no letup in spending here (although rising funding
costs bear watching). Profit growth outside the Al boom is robust, but
rising interest rates are a potential drag here too.

e Ourinvestors are more neutral than positive on the outlook for market
returns. Given strong earnings growth, we recommend staying invested
and diversifying by style and geography to help manage the concentration
risks created by Al enthusiasm. After significant underperformance, higher
quality stocks may well deliver solid returns.

Taking stock

Our research team’s near-term profit forecasts have been rising all year, and that
dynamic is still in place. Inevitably, though, the pace of gains has cooled a little now
that investors have come to grips with the full impact of the Al investment boom.
Inthe U.S., our team sees 27% growth in operating profits this year, and that’s
excluding the additional mark-to-market gains reported on investments in the

likes of Anthropic and OpenAl. At the start of the year, the team forecast just 13% in
operating profit gain; by June, the target was up to 26% growth (so our forecast rose
only 1% in the last three months).

The driving force is ho mystery: Massive Al investment spending is clearly the
biggest driver and those investments are still accelerating. We expect robust
spending well into 2028, but we acknowledge a few key points. First, the market

has already largely discounted another strong year of investment spending in 2027.
Second, we’re beginning to see the strains of funding all this Al growth. Hyperscalers
have increasingly turned to the debt markets (Exhibit 1), as spending now outstrips
cash flow; with higher interest rates, borrowing costs have become more onerous.

Recently the bonds and equities of some of the most aggressive Al spenders (for
example the neocloud companies) have come under pressure, and this trend

bears watching. In our recent Global Equity Investors Quarterly, we discussed

the messages from Robert Merton’s classic “distance to default” measure, which
highlights the risk of a serious financial problem for each company. It’s been a while
since we've had reason to consult that measure, and some of the stocks most under
pressure in recent days do indeed look vulnerable. We remain constructive on the Al
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Hyperscalers’ free cash flow has become semiconductors’ free cash flow

Exhibit 1: Free cash flow for the hyperscalers (Amazon, Google, Meta, Microsoft, Oracle)
vs. the semiconductor names (Nvidia, Micron, Broadcom, Applied Materials)
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Source: J.P. Morgan Asset Management; data as of October 9, 2026.

theme, but with a strong preference for higher quality
names. We are carefully managing overall Al exposures
and individual stock risks.

Beyond Al, the energy sector delivered exceptional
profit growth this year, with earnings up over 80%. For
the remainder of the S&P 500 outside Al and energy,
we estimate annual 10% profit growth this year and
next. We see a much broader mix of profit growth than
in the previous three years. In fact, almost 90% of the
companies in the S&P 500 are growing their earnings,
a statistic right at the top of the historical range. This
suggests a wider set of opportunities and plenty of
chances to diversify portfolio exposure to technology
and the Al theme.

Valuations have actually declined a little this year in
most markets as profits have risen faster than stock
prices. Our research work suggests that markets
are still slightly expensive but not remarkably so. U.S.
stocks trade at higher price/earnings multiples than
most global equities, which we believe is justified by
U.S. corporations’ superior profit growth.

However, other valuation measures are sending a much
more negative message. For example, our emerging
market team underscores that price/book ratios

have rarely been this high. This shines a light on both
exceptional profitability (thanks to the Al boom) and

the downside risks should profit growth fade. We note
that after yet more underperformance, Chinese equity
valuations look increasingly interesting. And software
stocks, generally perceived as “Al losers,” still offer
good value as well despite a rally from recent lows.

What happens after a momentum meltdown?
The lessons of history.

As equity investors we are always interested in
insights from both our fundamental and systematic
research teams. At our Quarterly, the systematic team
discussed recent swings in performance from the
momentum factor. As investors rushed to discount
the impact of Al investment spending, the momentum
factor proved exceptionally powerful across global
equity markets over the past year. The shares of Al
spending beneficiaries soared and the stocks of
perceived victims were shunned, a trend that reached
a crescendo in late June. In July momentum collapsed,
with monthly performance ranked in the bottom 1%
over the last 100 years; this is especially unusual in
arising market.

So what happens next? In the past, those stocks that led
the previous momentum wave have tended to recover
from the drawdown, albeit modestly. But the biggest
lesson is that the laggards from the momentum phase
tend to perform very well, as the market realizes that
their underperformance was exaggerated (Exhibit 2).
That gives us another reason to take a good look at
perceived Al losers, the big underperformers during
the hot streak for momentum, to see if fundamentals
are indeed more attractive than the market thinks.

We can find many opportunities in software and other
sectors offering attractive valuations and supported

by businesses that we expect will hold up well as Al

is rolled out. In many cases the “losers” may actually
benefit from the new technology. As always, momentum
will matter for stock pickers, but leadership is changing.
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The forward-looking case for momentum has improved; within tech, extremes in sentiment have cooled

Exhibit 2: Within the Technology sector, the relative performance of the semiconductors vs software over the past year
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Source: Bloomberg, J.P. Morgan Asset Management; data as of October 2, 2026.

Japan: An equity market with strong earnings
and a source of diversification

Japanese stocks have performed well again this year.
Indeed, over the past five years, we’ve seen more
positive surprises and reasons to raise our forecasts
in Japan than anywhere else (Exhibit 3). The economy
has started growing again after a long hiatus, prices
have been rising and the low value of the yen has
boosted exports. But the macro backdrop is just part
of the picture; encouraged by the government and
the Tokyo Stock Exchange, Japanese companies have
sharpened capital allocation, improved governance
and boosted profitability. This story isn’t new, but our

Tokyo team still sees plenty of potential for companies
to achieve higher profitability. All in all, Japan’s equity
market reminds investors that investing beyond the
popular U.S. stock market and into markets like Japan
can continue to help portfolio returns as well as reduce
overall risk through diversification.

Earnings revisions in Japan have outpaced the rest of the world over the last five years

Exhibit 3: J.P. Morgan Asset Management Equity research cumulative expected return revision by region
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Source: J.P. Morgan Asset Management; data as of October 9, 2026.
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Exhibit 4 shows the views of our team members. Many like industrial and financials and favor quality and select
“Al losers” while avoiding consumer staples and leverage.

Views from our Global Equity Investors Quarterly, October 2026

Exhibit 4 : What’s top of mind for our investors?
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A subset of survey results are shown for Global Equity Investors Quarterly participants taken in October 2026. These responses are taken from a quarterly
survey representing 48 ClOs and portfolio managers across Global Equities. Opinions, estimates, forecasts, projections and statements of financial market
trends are based on market conditions at the date of the publication, constitute our judgment and are subject to change without notice. There can be no
guarantee they will be met. Past performance is not a reliable indicator of current and future results.

Outcome-oriented active management:

o Benefit from the local market expertise and deep
resources of our globally integrated team of
experienced equity investment professionals.

Build stronger equity portfolios with J.P. Morgan

Our equity expertise is founded on deep resources across regions and sectors, and a commitment to nurture the brightest
talent. Delivering consistent results is at the heart of everything we do.

e Gain a broader view on equity markets with our timely o Partner with one of the world’s leading equity
macro and market views, and be guided by our
proprietary portfolio insights and equity analytic tools.

e Invest across a broad range of actively managed
equity strategies, covering multiple investment styles
and geographies.

managers and benefit from our long history of
innovation and success.
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Next steps

For more information, contact your
J.P. Morgan representative.

IMPORTANT DISCLAIMER

For the purposes of MiFID Il, the JPM Market Insights and Portfolio Insights
programs are marketing communications and are not in scope for any
MiFID Il / MiFIR requirements specifically related to investment research.
Furthermore, the J.P. Morgan Asset Management Market Insights and
Portfolio Insights programs, as non-independent research, have not been
prepared in accordance with legal requirements designed to promote

the independence of investment research, nor are they subject to any
prohibition on dealing ahead of the dissemination of investment research.

This document is a general communication being provided for informational
purposes only. It is educational in nature and not designed to be taken as
advice or a recommendation for any specific investment product, strategy,
plan feature or other purpose in any jurisdiction, nor is it a commitment from
J.P. Morgan Asset Management or any of its subsidiaries to participate in
any of the transactions mentioned herein. Any examples used are generic,
hypothetical and for illustration purposes only. This material does not contain
sufficient information to support an investment decision and it should not
be relied upon by you in evaluating the merits of investing in any securities
or products. In addition, users should make an independent assessment of
the legal, regulatory, tax, credit, and accounting implications and determine,
together with their own financial professional, if any investment mentioned
herein is believed to be appropriate to their personal goals. Investors should
ensure that they obtain all available relevant information before making

any investment. Any forecasts, figures, opinions or investment techniques
and strategies set out are for informational purposes only, based on certain
assumptions and current market conditions and are subject to change
without prior notice. All information presented herein is considered to be
accurate at the time of production, but no warranty of accuracy is given and
no liability in respect of any error or omission is accepted. It should be noted
that investment involves risks, the value of investments and the income
from them may fluctuate in accordance with market conditions and taxation
agreements and investors may not get back the fullamount invested.

Both past performance and yields are not reliable indicators of current

and future results.

J.P. Morgan Asset Management is the brand name for the asset
management business of JPMorgan Chase & Co. and its affiliates worldwide.

To the extent permitted by applicable law, we may record telephone calls
and monitor electronic communications to comply with our legal and
regulatory obligations and internal policies. Personal data will be collected,
stored and processed by J.P. Morgan Asset Management in accordance
with our privacy policies at https://am.jpmorgan.com/global/privacy.

This communication is issued by the following entities: In the United States,
by J.P. Morgan Investment Management Inc. or J.P. Morgan Alternative
Asset Management, Inc., both regulated by the Securities and Exchange
Commission; in Latin America, for intended recipients’ use only, by local
J.P. Morgan entities, as the case may be.; in Canada, for institutional clients’
use only, by JPMorgan Asset Management (Canada) Inc. is a registered
Portfolio Manager and Exempt Market Dealer in all Canadian provinces and
territories except the Yukon, and an Investment Fund Manager in British
Columbia, Ontario, Quebec, and Newfoundland and Labrador. It is also a
Derivatives Adviser in Manitoba, a Commodity Trading Manager in Ontario,
and a Derivatives Portfolio Manager in Quebec. In the United Kingdom,

by JPMorgan Asset Management (UK) Limited, which is authorized and
regulated by the Financial Conduct Authority; in European jurisdictions,

by JPMorgan Asset Management (Europe) S.ar.l. In Asia Pacific (“APAC”),

by the following issuing entities and in the respective jurisdictions in

which they are primarily regulated: JPMorgan Asset Management (Asia
Pacific) Limited, or JPMorgan Funds (Asia) Limited, or JPMorgan Asset
Management Real Assets (Asia) Limited, each of which is regulated by

the Securities and Futures Commission of Hong Kong; JPMorgan Asset
Management (Singapore) Limited (Co. Reg. No. 197601586K), which this
advertisement or publication has not been reviewed by the Monetary
Authority of Singapore; JPMorgan Asset Management (Taiwan) Limited;
JPMorgan Asset Management (Japan) Limited, which is a member of the
Investment Trusts Association, Japan, the Japan Investment Advisers
Association, Type 11 Financial Instruments Firms Association and the
Japan Securities Dealers Association and is regulated by the Financial
Services Agency (registration number “Kanta Local Finance Bureau
(Financial Instruments Firm) No. 330”); in Australia, to wholesale clients
only as defined in section 761A and 761G of the Corporations Act 2001
(Commonwealth), by JPMorgan Asset Management (Australia) Limited (ABN
55143832080) (AFSL 376919). For all other markets in APAC, to intended
recipients only.

JPMorgan Distribution Services, Inc., member FINRA.

For United States only: If you are a person with a disability and need
additional support in viewing the material, please call us at 1-800-343-1113
for assistance.

© 2026 JPMorgan Chase & Co. All rights reserved.
PROD-1026-7436444-AM-GEV-4Q26
46e52be0-1623-11€7-a6¢c0-005056960c63

JPMorgan

ASSET MANAGEMENT



