INVESTMENT INSIGHTS

Megatrend investments—and their
potential to outperform
Why we believe the stock values of companies that successfully capitalize on
digital transformation, healthcare innovation and sustainability may exceed
the benchmarks and analysts’ current expectations.
Many market analysts agree that three major global megatrends—
digital transformation, healthcare innovation and sustainability—
may fuel high growth rates in companies that successfully take
advantage of them.
The Nasdaq tech, biotech and clean energy sectors are projected
to see earnings growth of 10%, 27% and 17% from 2019 to 2022.
If realized, this has the potential to outpace the projected S&P
earnings growth.
Yet, we think the megatrend beneficiaries have the potential to do
even better than these projections. That’s because today’s earnings
estimates, in our view, do not yet capture the additional upside we
believe is likely to come as new revenue streams go from concept
to reality.
Specifically, we think investors are underestimating in:
• Technology—The value of the new revenue streams that 5G and
artificial intelligence (AI) are offering
• Healthcare—The confluence of data and gene-based
technologies as well as a recent pick-up in biotech R&D, which
may push up new molecule approvals and therefore may help
increase earnings growth. (Indeed, we think it’s likely that biotech
performance may break out to the upside, after trading in a fiveyear sideways range)

• Sustainability—The speed of the move toward sustainable
economies, which are increasingly dictated by favorable economics
How will we find the potential winners? It won’t be easy. But here’s
why we’re convinced it is so worthwhile to make the effort.

WHAT DRIVES OUTPERFORMANCE?
Expected earnings
We find that the most significant factor driving outperformance
versus benchmark is a sector’s expected earnings growth
rate. Sectors and stocks with higher expected growth rates
have outperformed over the past 20 years, despite valuation
fluctuations and earnings revisions.
For example, since 2001, technology and biotech (S&P 500 sectors
with high levels of innovation and earnings growth rates that
outpaced the index) have cumulatively outperformed the SPX by
130% and 355%, respectively.1 Both tech and biotech delivered
earnings growth that outpaced the SPX over time—both in terms
of starting consensus earnings projections and subsequent upside
revisions. For biotech especially, a good deal of outperformance
came from better earnings revisions versus the benchmark. For
example, biotech delivered positive earnings revisions in 11 out of
the last 19 years—more than half the time—while earnings revisions
for SPX were positive only one-third of the time.

All market and economic data is as of May 2020 and sourced from Bloomberg Finance L.P. or FactSet unless otherwise stated.
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F rom 2001 to 2005, the average annual performance of tech trailed the SPX. Yet tech has been a consistent outperformer since 2006; in particular, it has widened its outperformance since 2016.
Biotech’s track record has been spottier. While it outperformed on average, a lot of that occurred from 2011 to 2015. Since 2016, its average returns have been lackluster. Past performance is no
guarantee of future results.

INVESTMENT AND INSURANCE PRODUCTS ARE: • NOT FDIC INSURED • NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY
• NOT A DEPOSIT OR OTHER OBLIGATION OF, OR GUARANTEED BY, JPMORGAN CHASE BANK, N.A. OR ANY OF ITS AFFILIATES
• SUBJECT TO INVESTMENT RISKS, INCLUDING POSSIBLE LOSS OF THE PRINCIPAL AMOUNT INVESTED

TECH AND BIOTECH HAVE CUMULATIVELY (THOUGH NOT ALWAYS CONSISTENTLY) OUTPERFORMED O
 VER THE PAST
TWO DECADES
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Multiples
Another factor that determines whether a sector outperforms is how much investors are willing to pay (in multiples) for expectations
of growth in earnings.
Following the bursting of the 1990s tech bubble, tech sector multiples contracted for a decade. Still, high earnings growth was enough
to sustain a marginal outperformance versus the SPX from 2001 to 2010.
Biotech experienced more meaningful contractions in valuations. Yet, given its 10%+ earnings excess over the SPX, biotech still performed
in line with SPX from 2001 to 2010. Overall, the persistent story in biotech has been downside pressure on valuations as drug approvals
stagnated and policy debates about drug pricing raged. This narrative continued except during the period from 2011 through 2015—when
earnings growth outperformance was exceptionally strong and multiples expanded. That boost was due to factors including the enactment
of the Affordable Care Act in 2010 and a pickup in the pace of new FDA drug approvals after five years of stagnation.
WHY TWO SECTORS OUTPERFORMED IN THE PAST TWO DECADES

The advantage of strong earnings growth was more than enough to offset multiple contractions and downward earnings revisions
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Because the most significant factor driving outperformance is a
high starting point for earnings, it pays to look at those sectors,
subsectors and companies that have high growth rates. What
we find—the earnings growth for tech, biotech and clean energy
indices is projected to run at a double-digit pace, well ahead of
the S&P 500.
EXPECTATIONS ARE HIGH FOR TECH, BIOTECH AND
CLEAN ENERGY
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Near-term earnings expectations are probably too lofty now.
Given the impact of COVID-19, there is likely a risk of downside
earnings revisions in the near term for the tech sector generally.
The impact will be felt by some parts of tech more than others.
For example, new bookings tied to small business demand are
at risk. However, spending should accelerate on computing—
especially in the cloud, security and connectivity.
According to our CIO survey,2 while only 17.6% of current IT
budget dollars are spent on public cloud, CIOs expect to devote
41.1% of their IT budgets to it in five years. That would be an
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DIGITAL TRANSFORMATION IS FUELING
ABOVE-BENCHMARK GROWTH IN THE TECH
SECTOR.
Nasdaq Computer Index’s 2019 to 2022 average annual earnings
growth is forecasted to be approximately 10%.
Short-term earnings estimates might be overly optimistic for some
sub-sectors of tech, but they are not optimistic enough for others.
Already, we see evidence that COVID-19 is accelerating adoption of
key technologies such as cloud computing. As for the long term,
we think analysts’ current projections underestimate the potential
of AI and 5G to deliver new streams of revenue and earnings.

Recently, there have been signs that the pandemic is speeding the
transition to the cloud: 89% of respondents to a survey in March
said they plan to accelerate cloud adoption this year, up from 54%
of respondents in February.3

Long-term earnings estimates may not be optimistic
enough.
5G is a $700 billion revenue opportunity that we believe is not
yet priced into stock values. The $700 billion is the total value of
the worldwide 5G-enabled market (beyond mobile broadband) for
service providers, including network developers, service enablers
and service creators. This market is projected to grow at 50%
CAGR through 2026, before tapering off.4
A significant opportunity may come from making 5G available for
enterprise. And the greatest potential for generating revenue lies
in automation and healthcare.
Right now, consensus estimates are not accounting for these new
revenue streams because current adoption is still conceptual or
low. Yet, there could be a 35% increase in revenue for service
providers. This is a significant opportunity not only for companies
in telecommunications and the 5G supply chain, but also for
enterprises that earn a return on investments in 5G connectivity
and applications.

J.P. Morgan CIO Survey 2019, J.P. Morgan North America Equity Research. June 2019.
Morgan Stanley. April 2, 2020.
4
“5G for business: a 2030 market compass,” Ericsson. October 2019. The Service Creator role encompasses the creation of new digital services and collaborates beyond
telecoms to establish digital value systems, in addition to providing digital platforms and infrastructure services.
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WE ARE STILL IN EARLY STAGES OF ADOPTION OF
NEW TECHNOLOGIES
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AI is potentially a $16 trillion opportunity that is not yet
priced into stock values. According to the market research firm
IDC, spending on AI systems will reach $97.9 billion in 2023, up by
more than two-and-a-half times the $37.5 billion that will be spent
in 2019. Given that most AI is done in the cloud, and increasingly
those who transition to the cloud want AI capabilities as well.
Therefore, to the extent there is an increase in cloud adoption due
to the COVID-19 crisis, AI adoption also will increase.
What’s more, spending on AI has a serious multiplier effect. The
potential value-add from AI to the global economy by 2030 is
estimated to be $16 trillion, as industries boost productivity and
develop personalized services.5 This figure is more than the size
of China’s GDP and more than half of the current market cap of
the S&P 500.
These are industry projections. In sharp contrast, analysts’ equity
model projections tend to be conservative. They capture the
revenue stream only when it becomes a meaningful contributor.
This is the reason why the considerable projected growth and
value-add are not yet reflected in consensus estimates. But as
adoption increases in line with the industry forecasts, there
should be upside earnings revisions and significant opportunities

for shareholder value creation. For example, note the sizable
opportunity from private value creation. We project that the top
100 AI startups6 (companies that are not widely heard of today,
but some of which could become household names) currently
have an aggregate value of approximately $31 billion. Assuming
60% of these companies have a successful exit (IPO or M&A) and
attributing no value to the remaining 40%, we estimate potential
value creation of approximately $22 billion in five years (1.7X
multiple on invested capital).

BIOTECH’S ACCELERATING INNOVATION
SHOULD DRIVE UPSIDE EARNINGS
REVISIONS.
Biotech’s 2019 to 2022 earnings are projected to grow at 27%
CAGR. Still, we believe the current consensus is not fully capturing
the long-term potential of healthcare R&D to produce sales for an
increasing number of new treatments.
A confluence of healthcare data and AI is accelerating the speed
of innovation in healthcare and shrinking the time to develop
a treatment. Breakthroughs in gene-based technologies and
significant increase in computational power and analytics are
helping identify new targets for drug development, leading to
innovative solutions to treat and maybe cure diseases. Regulatory
approvals of new treatments are expected to rise, and peak sales
from these treatments are yet to be fully reflected in company
and industry valuations.

Innovation is not new in healthcare—but the speed
of it is.
In 2003, it took 13 years to complete the first reference sequence
of the full human DNA blueprint. Today, we can sequence the full
human genome in less than 24 hours.7 We correctly sequenced
the full genome of COVID-19 less than one month after the first
case was identified.8
This faster pace means that scientists and biotechs can have a
more granular and real-time understanding of diseases and, with
that, a larger pool of potential drug targets to explore. They then
use AI computational capabilities to accelerate the “trial and
error” process of early-stage R&D. Many more new clinical trials
and FDA drug approvals are likely to follow.

“Sizing the prize: What’s the real value of AI for your business and how can you capitalise?” PwC. June 2017.
“AI 100: The Artificial Intelligence Startups Redefining Industries,” CB Insights. March 2020.
7
“Whole-genome sequencing plus AI yields same-day genetic diagnoses,” National Institutes of Health. May 7, 2019.
8
“How innovation is helping mitigate the coronavirus threat,” Stat News. March 4, 2020.
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Drug approvals are, of course, the key to biotech stocks
outperforming. The reason biotech underperformed early in
the decade, was a stagnant pace of new drug approvals, which
accelerated meaningfully from 2011 to 2015, fueling average
annual 27% EPS and revisions growth, well in excess of the SPX.

from 2019 to 2022 for healthcare. However, typically, the full
value of future sales are not recognized until they are a reality.
Expect upward revisions as drugs go through required stages,
from clinical trials to approvals, until the projected $255 billion in
additional revenue is realized.

The increasing pace of new treatment approvals in the
next five years could yield $255 billion in additional
revenues by 2024.9

Keep the vast potential in mind: The current revenues for
the Nasdaq Biotech Sector Index is $186 billion. If half of the
projected additional revenue can be attributed to biotechs, the
sector revenues could grow 1.7X—almost double by 2024.

This industry projection is based on the current level of R&D and
clinical trials, which have risen significantly in the last five years.
According to some estimates, the current clinical pipeline could
produce 431 new, FDA-approved molecules from 2019 to 2024.

Still, we recommend proceeding with caution. While some stocks
will surprise to the upside, many won’t. Failure rates are high. If
you want to invest in biotechs, you must be discerning.

Yet, we believe current valuations fail to capture this upside
potential. Consensus projections do see a 27% earnings growth
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Evaluate Pharma, World Preview 2019, Outlook to 2024. June 2019.
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SUSTAINABILITY WILL CHANGE THE WORLD SOONER THAN PEOPLE THINK.
Clean energy earnings are projected to grow 17% from 2019 to 2022.
Yet, we believe consensus is underestimating the speed at which sustainability practices will be adopted by governments, consumers—and
especially companies. Investing in sustainability is not only a responsible choice, but also, increasingly, an economic one.
Much like digital transformation and AI, the move to sustainability is still very early in its life cycle. For example, only 27% of our global
energy mix is from renewables.10, 11 In 2019, only 9% of the world’s companies and governments were designed for the circular economy.12
The opportunity to increase these percentages is immense.
While the opportunity has been well telegraphed, a historical look at forecasts reveals consistent underestimations of both capacity build
and generation. Moreover, these underestimations were made when the costs of renewables were much higher. Today, the costs for
wind and solar energy have converged with the cost of gas generation; it is increasingly becoming economical for companies to adopt
sustainability practices.
COST OF WIND, SOLAR, NATURAL GAS AND COAL
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New Energy Outlook 2019, Bloomberg New Energy Finance.
 nly 13% of plastic containers and packaging generated is recycled; only 50.1% of generated packaging and containers is recycled, according to the U.S.
O
Environmental Protection Agency.
12
“Our world is now only 8.6% circular…” Circle Economy. January 2020.
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NEXT STEPS
With high earnings growth rates and underappreciated long-term opportunities, we believe the beneficiaries of the megatrends
tailwinds may outperform and provide earnings for investors.
So how do you seek out potential winners?
We see three paths:
1. Sector—Identify emerging trends within each sector likely to have earnings growth rates that are above the average
2. Company—Analyze companies’ fundamentals and growth drivers to select those likely to surprise to the upside
3. Private opportunity—Invest in largely undiscovered private companies before they go public and become widely relevant
It will take a lot of research, analysis and monitoring to stay on top of subtrends and identify the companies most likely to benefit.
Speak with your J.P. Morgan team to hear our latest insights into opportunities and how investing in megatrends might fit into your
overall wealth plan.
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J.P. Morgan is committed to making our products and services accessible to meet the
financial services needs of all our clients. Please direct any accessibility issues to your
J.P. Morgan team.
Key Risks
This material is for information purposes only, and may inform you of certain
products and services offered by J.P. Morgan’s wealth management businesses, part
of JPMorgan Chase & Co. (“JPM”). Please read all Important Information.
General Risks & Considerations
Any views, strategies or products discussed in this material may not be appropriate
for all individuals and are subject to risks. Investors may get back less than they
invested, and past performance is not a reliable indicator of future results.
Asset allocation/diversification does not guarantee a profit or protect against loss.
Nothing in this material should be relied upon in isolation for the purpose of making
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Market Index that are classified in the GICS biotechnology sub-industry.
The iShares Global Clean Energy ETF seeks to track the S&P Global Clean Energy Index.
Non-Reliance
Certain information contained in this material is believed to be reliable; however, JPM
does not represent or warrant its accuracy, reliability or completeness, or accept any
liability for any loss or damage (whether direct or indirect) arising out of the use of
all or any part of this material. No representation or warranty should be made with
regard to any computations, graphs, tables, diagrams or commentary in this material,
which are provided for illustration/reference purposes only. The views, opinions,
estimates and strategies expressed in this material constitute our judgment based
on current market conditions and are subject to change without notice. JPM assumes
no duty to update any information in this material in the event that such information
changes. Views, opinions, estimates and strategies expressed herein may differ from
those expressed by other areas of JPM, views expressed for other purposes or in
other contexts, and this material should not be regarded as a research report. Any

projected results and risks are based solely on hypothetical examples cited, and actual
results and risks will vary depending on specific circumstances. Forward-looking
statements should not be considered as guarantees or predictions of future events.
Nothing in this document shall be construed as giving rise to any duty of care owed to,
or advisory relationship with, you or any third party. Nothing in this document shall
be regarded as an offer, solicitation, recommendation or advice (whether financial,
accounting, legal, tax or other) given by J.P. Morgan and/or its officers or employees,
irrespective of whether or not such communication was given at your request.
J.P. Morgan and its affiliates and employees do not provide tax, legal or accounting
advice. You should consult your own tax, legal and accounting advisors before
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CONFLICTS OF INTEREST
Conflicts of interest will arise whenever JPMorgan Chase Bank, N.A. or any of its
affiliates (together, “J.P. Morgan”) have an actual or perceived economic or other
incentive in its management of our clients’ portfolios to act in a way that benefits
J.P. Morgan. Conflicts will result, for example (to the extent the following activities are
permitted in your account): (1) when J.P. Morgan invests in an investment product,
such as a mutual fund, structured product, separately managed account or hedge fund
issued or managed by JPMorgan Chase Bank, N.A. or an affiliate, such
as J.P. Morgan Investment Management Inc.; (2) when a J.P. Morgan entity obtains
services, including trade execution and trade clearing, from an affiliate; (3) when
J.P. Morgan receives payment as a result of purchasing an investment product for a client’s
account; or (4) when J.P. Morgan receives payment for providing services (including
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Investment strategies are selected from both J.P. Morgan and third-party asset
managers and are subject to a review process by our manager research teams. From
this pool of strategies, our portfolio construction teams select those strategies we
believe fit our asset allocation goals and forward-looking views in order to meet the
portfolio’s investment objective.
As a general matter, we prefer J.P. Morgan managed strategies. We expect the
proportion of J.P. Morgan managed strategies will be high (in fact, up to 100 percent)
in strategies such as, for example, cash and high-quality fixed income, subject to
applicable law and any account-specific considerations.
While our internally managed strategies generally align well with our forward-looking
views, and we are familiar with the investment processes as well as the risk and
compliance philosophy of the firm, it is important to note that J.P. Morgan receives
more overall fees when internally managed strategies are included. We offer the
option of choosing to exclude J.P. Morgan managed strategies (other than cash and
liquidity products) in certain portfolios.
Legal Entity, Brand & Regulatory Information
In the United States, bank deposit accounts and related services, such as checking,
savings and bank lending, are offered by JPMorgan Chase Bank, N.A. Member FDIC.
JPMorgan Chase Bank, N.A. and its affiliates (collectively “JPMCB”) offer investment
products, which may include bank-managed investment accounts and custody, as part
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brokerage and advisory accounts, are offered through J.P. Morgan Securities LLC
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In Luxembourg, this material is issued by J.P. Morgan Bank Luxembourg S.A.
(JPMBL), with registered office at European Bank and Business Centre, 6 route de
Treves, L-2633, Senningerberg, Luxembourg. R.C.S Luxembourg B10.958. Authorized
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Luxembourg S.A., London Branch. Prior to Brexit (Brexit meaning that the United
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use your personal data for our marketing purposes without charge if you so request.
In Singapore, this material is distributed by JPMCB, Singapore branch. JPMCB,
Singapore branch is regulated by the Monetary Authority of Singapore. Dealing and
advisory services and discretionary investment management services are provided
to you by JPMCB, Hong Kong/Singapore branch (as notified to you). Banking and
custody services are provided to you by JPMCB Singapore Branch. The contents of
this document have not been reviewed by any regulatory authority in Hong Kong,
Singapore or any other jurisdictions. You are advised to exercise caution in relation
to this document. If you are in any doubt about any of the contents of this document,
you should obtain independent professional advice. For materials which constitute
product advertisement under the Securities and Futures Act and the Financial
Advisers Act, this advertisement has not been reviewed by the Monetary Authority
of Singapore. JPMorgan Chase Bank, N.A. is a national banking association chartered
under the laws of the United States, and as a body corporate, its shareholder’s liability
is limited.
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With respect to countries in Latin America, the distribution of this material may be
restricted in certain jurisdictions. We may offer and/or sell to you securities or other
financial instruments which may not be registered under, and are not the subject of a
public offering under, the securities or other financial regulatory laws of your home
country. Such securities or instruments are offered and/or sold to you on a private
basis only. Any communication by us to you regarding such securities or instruments,
including without limitation the delivery of a prospectus, term sheet or other offering
document, is not intended by us as an offer to sell or a solicitation of an offer to buy
any securities or instruments in any jurisdiction in which such an offer or a solicitation
is unlawful. Furthermore, such securities or instruments may be subject to certain
regulatory and/or contractual restrictions on subsequent transfer by you, and you
are solely responsible for ascertaining and complying with such restrictions. To the
extent this content makes reference to a fund, the Fund may not be publicly offered
in any Latin American country, without previous registration of such fund’s securities
in compliance with the laws of the corresponding jurisdiction. Public offering of any
security, including the shares of the Fund, without previous registration at Brazilian
Securities and Exchange Commission—CVM is completely prohibited. Some products
or services contained in the materials might not be currently provided by the Brazilian
and Mexican platforms.
JPMorgan Chase Bank, N.A. (JPMCBNA) (ABN 43 074 112 011/AFS Licence No:
238367) is regulated by the Australian Securities and Investment Commission and
the Australian Prudential Regulation Authority. Material provided by JPMCBNA in
Australia is to “wholesale clients” only. For the purposes of this paragraph the term
“wholesale client” has the meaning given in section 761G of the Corporations Act 2001
(Cth). Please inform us if you are not a Wholesale Client now or if you cease to be a
Wholesale Client at any time in the future.
JPMS is a registered foreign company (overseas) (ARBN 109293610) incorporated in
Delaware, U.S.A. Under Australian financial services licensing requirements, carrying
on a financial services business in Australia requires a financial service provider, such
as J.P. Morgan Securities LLC (JPMS), to hold an Australian Financial Services Licence
(AFSL), unless an exemption applies. JPMS is exempt from the requirement to
hold an AFSL under the Corporations Act 2001 (Cth) (Act) in respect of financial
services it provides to you, and is regulated by the SEC, FINRA and CFTC under
U.S. laws, which differ from Australian laws. Material provided by JPMS in Australia
is to “wholesale clients” only. The information provided in this material is not intended
to be, and must not be, distributed or passed on, directly or indirectly, to any other
class of persons in Australia. For the purposes of this paragraph the term “wholesale
client” has the meaning given in section 761G of the Act. Please inform us immediately
if you are not a Wholesale Client now or if you cease to be a Wholesale Client at any
time in the future.
This material has not been prepared specifically for Australian investors. It:
• May contain references to dollar amounts which are not Australian dollars;
• May contain financial information which is not prepared in accordance with
Australian law or practices;
• May not address risks associated with investment in foreign currency
denominated investments; and
• Does not address Australian tax issues.
References to “J.P. Morgan” are to JPM, its subsidiaries and affiliates worldwide.
“J.P. Morgan Private Bank” is the brand name for the private banking business
conducted by JPM. 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 team.
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