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7th inning stretch

• The big change since Jan 1: expelling a large producer of energy, industrial and

agricultural commodities (Russia) when COVID, deglobalization and fiscal/

monetary policy create unprecedented inflationary pressures

• Most of the stimulus driven surge in valuations has been completely reversed

• Markets pricing in meaningful likelihood of recession but not certainty

• Expect intermittent rallies due to buybacks and institutional rebalancing before a final

leg down later this year as full consequence of monetary/fiscal reset are clearer

• Profits recession more likely than growth recession

• Selling now would require excellent market timing and market breadth to benefit
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Global slowdown approaching

In 19 of the 21 market 

corrections since 1950, 

leading indicators bottomed 

before markets rebounded
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CEOs can sense it, confidence approaching levels seen before prior recessions
Typically followed by sharp decline in capital spending and in profits
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Inspecting the damage
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S&P decline already similar to some of the less damaging recessionary bear markets 
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COVID stimulus valuation premiums are gone
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COVID stimulus valuation premiums are gone (continued)
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Aesop’s Fables: meme stocks, innovation ETFs, hydrogen, Bitcoin and SPACs
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Growth stocks have been repriced, but only part of the way
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Same with the NASDAQ 100: hard to describe current valuations as “distressed”
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A lot more damage seen in smaller stocks within each universe
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Market pessimism is nothing like the selloff in early 2020…
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…when we noted in the Eye on the Market that equity markets were assuming a decade for earnings to 
recover.  Typical recovery: around 3 years
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Venture Capital returns will come down to earth as well, eventually
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The end of this journey was always going to be a rough one
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The market and the Fed have been wildly wrong on inflation so I take little comfort from the assumed 
terminal level of interest rates
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Tightest labor market on record
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Wage-price dynamics are getting away from the Fed pretty quickly
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Supply chains are still a mess

30

40

50

60

70

80

90

100

110

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

Time required for producers to acquire raw materials and 
intermediate inputs, Days

Source: ISM, JPMAM. April 2022.



20

If real interest rates reset to traditionally positive territory, valuations may have further to fall
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Other factors arguing against a quick V-shaped market rebound

• Highest food price inflation since the 1980’s

• Savings rates have plunged, and the US economy no longer benefits from 

unmet inventory demand
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And of course housing is on the way down too
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Now what?

• All things considered, a lot of the damage is priced in 

• Probably another leg down sometime this year as the full impact of 

monetary and fiscal stimulus withdrawal kicks in

• Profits recession more likely than a growth recession (US Q2 GDP tracking 

3%+ real growth)

• Beware of using economic and profit indicators as market timing indicators 

since they are usually lagging indicators

• Business surveys like the PMI/ISM have historically been the best 

predictors of where the economy and the markets are headed

• In 19 of the 21 market corrections since 1950, leading indicators 

bottomed before markets rebounded
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Be careful trying to time the next stage of this selloff
Equity markets tend to bottom well before economic growth does
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Equity markets also tend to bottom well before signs of an earnings rebound
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Business surveys are used for a reason
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Time capsule: 2000-2004 NASDAQ collapse and recovery
Stick with profitable companies and try to identify the ones which will become profitable
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US and EM have taken a hit this year relative to Europe and Japan, but the ongoing benefits from 
overweighting them have barely been dented
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In Hong Kong, this material is distributed by JPMCB, Hong Kong branch. JPMCB, Hong Kong branch is regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission of Hong Kong. In Hong Kong, we will cease to 
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For J.P. Morgan Wealth Management Clients:

Purpose of This Material: This material is for information purposes only. The views, opinions, estimates and strategies expressed herein constitutes Michael Cembalest's judgment based on current market conditions and are subject to change 

without notice, and may differ from those expressed by other areas of J.P. Morgan. This information in no way constitutes J.P. Morgan Research and should not be treated as such.

J.P. Morgan is committed to making our products and services accessible to meet the financial services needs of all our clients. If you are a person with a disability and need additional support, please contact your J.P. Morgan representative or 

email us at accessibility.support@jpmorgan.com for assistance.

J.P. Morgan Wealth Management is a business of JPMorgan Chase & Co., which offers investment products and services through J.P. Morgan Securities LLC (JPMS), a registered broker-dealer and investment advisor, member FINRA and 

SIPC. Annuities are made available through Chase Insurance Agency, Inc. (CIA), a licensed insurance agency, doing business as Chase Insurance Agency Services, Inc. in Florida. Certain custody and other services are provided by JPMorgan 

Chase Bank, N.A. (JPMCB). JPMS, CIA and JPMCB are affiliated companies under the common control of JPMorgan Chase & Co. Products not available in all states.

This material is intended for your personal use and should not be circulated to or used by any other person, or duplicated for non-personal use, without our permission. If you have any questions or no longer wish to receive these 

communications, please contact your J.P. Morgan representative.

LEGAL ENTITY, BRAND & REGULATORY INFORMATION

The views, opinions and estimates expressed herein constitute Michael Cembalest’s judgment based on current market conditions and are subject to change without notice. Information herein may differ from those expressed by other areas of

J.P. Morgan. This information in no way constitutes J.P. Morgan Research and should not be treated as such. The views contained herein are not to be taken as an advice or a recommendation to buy or sell any investment in any jurisdiction

and there is no guarantee that any of the views expressed will materialize. Any forecasts, figures, opinions or investment techniques and strategies set out are for information purposes only; based on certain assumptions, current market

conditions and are subject to change without prior notice. All information presented herein is considered to be accurate at the time of writing, 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, investors 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 investors may not get back the full amount invested. Both past performance and yield may not be a reliable guide to future performance.

Non-affiliated entities mentioned are for informational purposes only and should not be construed as an endorsement or sponsorship of J.P. Morgan Chase & Co. or its affiliates.

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

- For J.P. Morgan Private Bank Clients: Please read the Legal Disclaimer.
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- For Chase Private Client: Please read the Legal Disclaimer
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