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 The Fed made a 
bad mistake

 Regaining 
credibility is key

 Current policy is 
logical

 Patience is 
necessary

Inflation and the 
Federal Reserve

Today’s session

 Rising rates and 
an inverted curve

 Volatility around 
the Fed’s path

 Limited signs of 
a credit cycle

 Levered balance 
sheets are 
vulnerable

Impact on financial 
markets

 Fixed liabilities 
have gotten 
cheaper

 Real liabilities 
have gotten 
more expensive

 Better to hedge, 
or out-earn, 
liabilities?

Adapting pension 
strategy

 Global 
considerations

 Investment 
opportunities

 Actuarial risks

Panel 
Discussion
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U.S. inflation since the 1970s
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What went wrong this time?

1
Pre-COVID Complacency

 40 years of disinflation
 Fear of Japan

 Absence of fiscal stimulus

 Flat Phillips curve

 “Permanent” QE

Result: easy monetary 
policy became embedded

2
Slow policy mechanics

 F.A.I.T. delayed response
 Pace of forward guidance

 Fear of a Taper Tantrum

 Sequencing with QE

 COVID response

Result: The Fed was 
unprepared to act

3
Missed signals

 Early CPI supply driven
 Fiscal surge worked

 Demand remained strong

 Unemployment fake-out

 Forecasters failed

Result: Inflation hit more 
quickly than expected
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Different approaches to inflation fighting

HIKE RAPIDLY 
TO A VERY HIGH 
REAL RATE…

CRUSH THE 
ECONOMY, AND 
INFLATION…

CUT RATES 
RAPIDLY BACK 
TO NEUTRAL.

Paul Volker: The “brute force” method

The verdict: effective, but with a lot of economic pain

HIKE UNTIL 
REAL RATES 
ARE POSITIVE…

HOLD STEADY 
AS INFLATION 
COMES DOWN…

CUT RATES 
SLOWLY BACK 
TO NEUTRAL.

Jerome Powell: The “finesse” approach

The verdict: TBD…
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The “Powell Method” in practice

The Pause PivotPeak

Terminal 
Rate

Core Inflation

Fed Funds

KEY QUESTIONS BEST GUESS CRITICAL DATA

How high is the peak? Currently 5.25%, but data dependent
 ISM PMI Data sets
 Rolling measures of core inflation
 Trends in job openings and quits

How long is the pause? Fed says 2024, markets think sooner
 The “dot plot”
 Fed funds futures
 2-year note rate

How low is the terminal rate? Fed says 2.0%, markets think a bit higher
 Fed rhetoric
 Longer term bond yields
 Estimates of potential growth rate
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Cost of capital is much higher

Why inflation will eventually be brought under control

Central banks are withdrawing liquidity

Source: BIS, Bloomberg, FactSet, J.P. Morgan Asset Management.  As of June 7, 2023
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The first-order effect of monetary policy is on interest rates

Source: FactSet, Federal Reserve, J.P. Morgan Asset management.  Data are as of June 7, 2023

High volatility around 
Fed policy path
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Corporate credit markets have not felt much impact

Source: J.P. Morgan Asset Management, Bloomberg.  Data are as of March 31, 2023

The high yield bond market is a useful “canary in the coal mine” for broader trends in credit risk

Spreads and 
defaults are low
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Weaker balance sheets will likely be hurt by higher rates

Office real estate refinancing risk Loan markets are under stress

Source: Pitchbook, LCD, Morningstar, J.P. Morgan Asset Management
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Pensions and the bond market

Discount 
Rate

Hedge 
Portfolio

Investment 
Opportunity

The bond market exerts a powerful influence on pension strategy

Liability valuation
 Accounting standards
 Funding rules
 Insurance premiums

Risk factor alignment
 Duration, curve, inflation
 Credit spread risk
 Cash flow matching

Vast global asset class
 Risk diversification
 Stability and income
 Alpha potential
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Inflation risk in 
liabilities

2
Payment and 
liquidity risk

3
Liability mark-
to-market risk

Which risks should be hedged…

1

…and which should be out-earned?  Understanding the difference is key.
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When it comes to hedging, accuracy and precision are not the same thing

Why bring this up?

 Liabilities become less certain the longer their time horizon
 Adding inflation risk makes liabilities a moving target
 Assets that offer long term precision generally deliver low returns
 Assets that deliver high long-term returns offer limited precision 

Generally accurate,
but imprecise…

Highly precise,
but inaccurate…
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Out-earning a long term “CPI-plus” benchmark efficiently

US
Equity

Int’l
Equity

Core 
Bonds TIPS Core 

Infra
Core 
RE

Private
Credit

Private 
Equity

MORE 
IMPORTANT

Total 
Return

Inflation 
resilience

Absolute 
volatility

LESS 
IMPORTANT

Access to 
Liquidity
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Hedging short-term liabilities effectively with an active cash flow match

KEY CONSIDERATIONS

1. TIME IS YOUR ENEMY
There is no longer time to 
make up losses

2. PRICE STABILITY IS KEY
Low absolute volatility and 
downside tail risk

3. LIQUIDITY AT THE FINISH
Zero or very low frictional 
cost to settle liabilities as 
they come due

Short term liabilities 
(Years 1-4)

MONEY
MKT

FUND

ULTRA 
SHORT 
BOND

SHORT 
CORE

SHORT
CORE 
PLUS

LONG TERM
PORTFOLIO

Multi-layered Active Fixed Income
Risk approaches zero 
as liabilities come due

Long-term 
Liabilities
(Years 5+)
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Inverted yield curve

Managing hedge portfolios in different curve environments

Traditional LDI Portfolio
Blended Yield

Positive carry 
versus 
liabilities

Negative carry versus liabilities
Normal yield curve

Traditional LDI Portfolio
Blended Yield

Negative carry 
versus liabilities

Positive carry versus liabilities

Short/Intermediate
(Yield/Curve)

Core LDI
(Risk Factor)

Ultra-long
(Disinflation)
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Disclaimer
NOT FOR RETAIL DISTRIBUTION: This communication has been prepared exclusively for institutional, wholesale, professional clients and qualified investors only, as defined
by local laws and regulations.

The views contained herein are not to be taken as 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. 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. It should be noted that investment involves risks, the value of investments and the income from them may fluctuate in accordance with market
conditions and taxation agreements and investors may not get back the full amount invested. Both past performance and yields are not reliable indicators of current and future results.

J.P. Morgan Asset Management is the brand 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.,
which is a registered Portfolio Manager and Exempt Market Dealer in all Canadian provinces and territories except the Yukon and is also registered as an Investment Fund Manager in
British Columbia, Ontario, Quebec and Newfoundland and Labrador. In the United Kingdom, by JPMorgan Asset Management (UK) Limited, which is authorized and regulated by the
Financial Conduct Authority; in other European jurisdictions, by JPMorgan Asset Management (Europe) S.à r.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 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
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 U.S. 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.

Copyright 2023 JPMorgan Chase & Co. All rights reserved.
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