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2017 Long‐Term Capital Markets Assumptions
 Economic growth forecasts trimmed again – poor demographics and weak productivity remain a drag

 Expected returns fall – loose monetary policy borrowed returns from the future; return outlook for most assets is tough

 Active investing critical – full valuations and reduced growth expectations make active investing a key source of return

 Duration premia collapsed to near zero – duration returns are now at, or below cash returns in major currencies

 Income seekers forced further into credit or equity – erosion of duration premia pushes capital into corporate assets

 Alternatives becoming more mainstream – scarce returns from mainstream assets focuses attention further on illiquid 
alternative assets where manager selection is a primary driver of returns

In a low return world successful investors will need to be more active, more diversified, 
and more inventive

The opinions and views expressed here are those held by the author at the date of publication which are subject to change and are not to be taken as or construed as investment advice. Diversification 
does not guarantee investment returns and does not eliminate the risk of loss. 
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Derisking has become increasingly unaffordable

Source: J.P. Morgan Asset Management’s assessment as at 21 March 2017 based on IAPF Investment Survey 2015.

Average Irish Defined Benefit Plan Asset Allocation 2011-2015Average Irish Defined Benefit Plan Asset Allocation 2011-2015 KEY OBSERVATIONS

 Bond plus cash allocations have varied between 40%-
45% since 2012, with increasing levels of cash 

 Bond allocations are 81% Euro denominated, 87% 
government bonds, 86% fixed and 59% longer-duration

 Derisking on the margin through diversification into 
alternatives
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Diversification does not guarantee investment returns and does not eliminate the risk of loss. 
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Slow growth and vanishing term premium to weigh on returns (EUR)

Source: J.P. Morgan Asset Management, estimates as of 30 September 2015 and 30 September 2016. 

Efficient frontiers: 2017 vs. 2016 assumptions (EUR)Efficient frontiers: 2017 vs. 2016 assumptions (EUR) KEY PORTFOLIO CONSIDERATIONS

 60/40 stock-bond returns down 70bps – static 
balanced allocation has run out of road

 Efficient frontier steepens further as return 
outlook for fixed income deteriorates

 Emerging Markets (EM) equity, high-yield 
bonds and EM debt are still attractive

 Real assets are relatively more attractive 
than last year

 Currency is a key driver of returns as 
expected EUR appreciation depresses 
returns 
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The above portfolio characteristics are shown for illustrative purposes only and are subject to change without notice. 
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The ‘missing middle’ – credit and real assets

Source: J.P. Morgan Asset Management’s assessment as at 21 March 2017 based on IAPF Investment Survey 2015. Return estimates based on ‘2017 Long-Term Capital Markets Assumptions’.

Representative Irish Defined Benefit Plan Asset AllocationRepresentative Irish Defined Benefit Plan Asset Allocation KEY OBSERVATIONS

 Expected return on this allocation based on our long-
term capital markets assumptions is 3.88%

 Representative fund would enhance efficiency by 
diversifying into credit and real assets in particular

 Funding new allocations primarily from equity is 
expected to reduce risk with little detriment to return

 Funding new allocations primarily from bonds is 
expected to enhance return with little impact on risk

Cash, 6% Euro Gvt 
Bonds 1-10 
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hedged, 7.80%European 
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Macro hedge 
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The Fund is an actively managed portfolio, holdings, sector weights, allocations and leverage, as applicable are subject to change at the discretion of the Investment Manager without notice. Past 
performance is not an indication of current and future performance. Forecasts, projections and other forward looking statements are based upon current beliefs and expectations. They are for illustrative 
purposes only and serve as an indication of what may occur. Given the inherent uncertainties and risks associated with forecasts, projections and other forward statements, actual events, results or 
performance may differ materially from those reflected or contemplated. 
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Using the missing middle to improve portfolio efficiency

Source: J.P. Morgan Asset Management, based on J.P Morgan ‘2017 Long-Term Capital Market Return Assumptions’. For illustrative purposes only. Base  portfolio as shown on slide 4.  
Marginal efficiency measured as marginal change in surplus Sharpe Ratio. 

Marginal change in Portfolio Efficiency for a 1 % allocation to:Marginal change in Portfolio Efficiency for a 1 % allocation to:
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Role can be to reduce risk, or to enhance return
Representative Pension PlanRepresentative Pension Plan

Source: J.P. Morgan Asset Management, based on ‘2017 Long-term Capital Markets Assumptions’, data as of September 30, 2016 

Opinions, estimates, forecasts, projections and statements of financial market trends that are based on current market conditions constitute our judgment and are subject to change 
without notice. There can be no guarantee they will be met. Expected returns are arithmetic returns. VaR95 is measured as the return that 5th percentile of the return distribution 
assuming returns follow a normal distribution. This means that the portfolio will generate a return less than the VaR95 return in 5% of outcomes.
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Taking a leaf from insurers
Representative Irish Defined Benefit Plan Asset AllocationRepresentative Irish Defined Benefit Plan Asset Allocation

Source: J.P  Morgan Asset Management. For illustrative purposes only.

Illustrative strategy for insured annuity bookIllustrative strategy for insured annuity book
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Source: J.P. Morgan Asset Management’s assessment as at 21 March 2017 based on IAPF Investment 
Survey 2015.  For illustrative purposes only. The Fund is an actively managed portfolio, holdings, sector 
weights, allocations and leverage, as applicable are subject to change at the discretion of the Investment 
Manager without notice. Past performance is not an indication of current and future performance. 
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The missing middle is the seed of a portfolio that should 
be grown through time

LDI Growth LDI GrowthMissing 
middle

LDI Growth

LDI Growth

LDI GrowthMissing middle

LDI Target portfolio
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Solvency focus

Mid stage: 
Transition

End stage: Cashflow
focus

Existing paradigm Funding-led Investment
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In conclusion
 The ‘missing middle’ can improve portfolio efficiency – credit and real assets offer yield and diversification

 Funding Risk Reserve has created a barrier to investing in the missing middle – only Euro denominated 
bonds count

 LDI assets can be reshaped  to form better match to liabilities - creates room for missing middle 

 Missing middle is the seed that can grow to a self-sufficiency portfolio – taking a leaf from insurers
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J.P. Morgan Asset Management – Risks & Disclosures
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.

JPMAM Long-Term Capital Market Assumptions: Given the complex risk-reward trade-offs involved, we advise clients to rely on judgment as well as quantitative optimization approaches in setting strategic allocations. Please note that
all information shown is based on qualitative analysis. Exclusive reliance on the above is not advised. This information is not intended as a recommendation to invest in any particular asset class or strategy or as a promise of future
performance. Note that these asset class and strategy assumptions are passive only–they do not consider the impact of active management. References to future returns are not promises or even estimates of actual returns a client
portfolio may achieve. Assumptions, opinions and estimates are provided for illustrative purposes only. They should not be relied upon as recommendations to buy or sell securities. Forecasts of financial market trends that are based on
current market conditions constitute our judgment and are subject to change without notice. We believe the information provided here is reliable, but do not warrant its accuracy or completeness. This material has been prepared for
information purposes only and is not intended to provide, and should not be relied on for, accounting, legal or tax advice. The outputs of the assumptions are provided for illustration/discussion purposes only and are subject to significant
limitations. “Expected” or “alpha” return estimates are subject to uncertainty and error. For example, changes in the historical data from which it is estimated will result in different implications for asset class returns. Expected returns for
each asset class are conditional on an economic scenario; actual returns in the event the scenario comes to pass could be higher or lower, as they have been in the past, so an investor should not expect to achieve returns similar to the
outputs shown herein. References to future returns for either asset allocation strategies or asset classes are not promises of actual returns a client portfolio may achieve. Because of the inherent limitations of all models, potential investors
should not rely exclusively on the model when making a decision. The model cannot account for the impact that economic, market, and other factors may have on the implementation and ongoing management of an actual investment
portfolio. Unlike actual portfolio outcomes, the model outcomes do not reflect actual trading, liquidity constraints, fees, expenses, taxes and other factors that could impact the future returns. The model assumptions are passive only—they
do not consider the impact of active management. A manager’s ability to achieve similar outcomes is subject to risk factors over which the manager may have no or limited control.

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 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, 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 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 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.
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