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Key Takeaways
 While some investors are worried about the prospects of stagflation and a “Great Resignation,” the economy
appears more robust with companies delivering solid third quarter earnings results so far and the ClearBridge
Recession Risk Dashboard continuing to flash an overall green signal.
 The Wage Growth indicator has worsened to yellow from green with wage gains elevated and accelerating
recently. However, expectations are for hiring to re-accelerate and we would not be surprised to see wage
gains cool in 2022.
 Seasonality favors staying invested as November and December tend to be among the best periods for stocks,
especially when the first 10 months of a year have been strong.

Stakes for Expansion Not at Squid Game Levels
The series Squid Game has taken the world by storm, reaching over 100 million viewers and becoming the biggest
launch in streaming history. Although the consequences are less dire, investors are currently faced with several
Red Light, Green Light dilemmas regarding the health of the current economic expansion and market rally. These
include the potential of stagflation and the “Great Resignation.” Importantly, the overall green signal emanating
from the ClearBridge Recession Risk Dashboard remains despite one indicator (Wage Growth) deteriorating from
green to yellow this month.
Exhibit 1: ClearBridge Recession Risk Dashboard

Source: ClearBridge Investments.
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The first potential red light is the specter of stagflation. Stagflation was a term born in the 1970s to characterize
the high inflationary decade which in turn caused persistently anemic (and at times negative) real economic
growth and high unemployment. While this backdrop scarred a generation, today bears little resemblance with
elevated near-term inflation co-existing alongside solid real economic growth and a healthy labor market. Even
though inflation readings are currently raised with September’s Consumer Prices’ Index (CPI) reading coming in at
5.4%, real gross domestic product (GDP) continues to be positive albeit at lower levels than seen earlier this year.
For example, GDP slowed in the third quarter to 2.0% from 6.7% in the second quarter.
While this may seem worrisome relative to the high inflation reading, it can be explained by how the two
measures are calculated. GDP is reported as a quarterly rate of change that is then annualized, while CPI is
typically quoted year-over-year (YoY). Recalculating CPI using the same mathematical calculation applied to GDP,
CPI also slowed in the third quarter to 4.7% from 9.7%. If we were to look at core CPI in the same way, the
slowdown is even more dramatic: to 2.7% from 10.6%. This decline in both real growth and inflation suggests that
a broader Delta-induced slowdown, rather than stagflation, was the culprit in the third quarter. Comments from
both the Federal Reserve’s (Fed) Beige Book as well as corporate management teams reporting third quarter
results suggest that activity slowed meaningfully in late summer as Delta cases surged but re-accelerated in late
September as this latest wave of the pandemic receded.
Although inflationary pressures are unlikely to abate in the near term, some pressures may be peaking such as
supply chain bottlenecks while commodity prices are beginning to roll over. Perhaps most importantly, 3Q
earnings results have been robust despite ample worry. With over half of the S&P 500 by market cap having
reported, aggregate margins are set to expand and contribute 21% to bottom-line results. Equally important,
demand remains robust with constituent company revenues set to grow 15% YoY, suggesting little demand
destruction has occurred thus far. Finally, earnings surprises remain robust, a welcome development that has
helped drive the rally from early October lows.
Exhibit 2: Historic Earnings Surprise
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Data as of Sept. 30, 2021. Source: FactSet.

A second potential red light is the Great Resignation. The Job Openings and Labor Turnover Survey (JOLTS) shows
a record number of Americans left their jobs in August, nearly 4.3 million of them. Many firms are reporting
difficulty finding workers and the news is full of stories about companies having to raise wages in order to attract
workers. What is less reported, however, is that the same survey showing 4.3 million quits in August shows even
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more job hires/offers: 6.3 million. These data do not delineate between workers leaving a job and exiting the
workforce and those leaving a job because they have another one (often more attractive) lined up. With the survey
showing 2 million more hires than quits, we believe the Great Resignation narrative to be somewhat misplaced.

A Buyer’s Market for Job Seekers
What might be happening is elevated churn within the labor market, as some workers leave their jobs in pursuit of
higher wages. While this has consequences for corporate earnings (hiring and training workers is not inexpensive),
it paints a less dire picture of economic health. Wage gains have been accelerating in recent months, which has
led to the Wage Growth indicator on the dashboard moving from green to yellow this month. Average hourly
earnings are up 4.6% YoY, and while this metric is susceptible to distortions from compositional changes in the
labor force (mix-shift), other metrics such as the Atlanta Fed’s median wage tracker (+4.2% YoY) and the
Employment Cost Index (+3.7%) are also accelerating.
Although wage growth is not currently pressuring margins, this remains a risk. Wage growth historically has been
one of the longest leading indicators on the dashboard, however, given the unique drivers of wage gains right
now in light of the pandemic, we would not be surprised to see easing wage pressures in 2022. To that end,
current expectations for this Friday’s jobs report are for a re-acceleration of hiring following the last two weaker
prints and a slower pace of monthly wage gains (annual gains should continue to rise given easy comps). This
seems a reasonable expectation given the substantial decline in continuing jobless claims in recent weeks, a sign
that more unemployed workers may be finding work.

JOLTS Total U.S. Nonfarm Employment (Millions)

Exhibit 3: JOLTS Quits and Hires
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One potential reason to disregard these red lights is seasonality. Since 1950, November represents the best month
for S&P 500 Index performance, while December ranks third best overall. Further, history suggests that strength
begets strength. When price returns through the first 10 months of a calendar year are in the top quintile (as is the
case in 2021), the index typically rises an additional 5% on average over the remaining two months of the year
with a positive return 92% of the time. Regardless of how the near term plays out, we believe these potential redlight fears will dissipate as we move through 2022, providing a green light for further market upside as this new
bull market matures.
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IMPORTANT LEGAL INFORMATION
All investments involve risk, including possible loss of principal.
Past performance is no guarantee of future results. Please note that an investor cannot invest directly in an index.
Unmanaged index returns do not reflect any fees, expenses or sales charges.
The value of investments and the income from them can go down as well as up and investors may not get back the
amounts originally invested, and can be affected by changes in interest rates, in exchange rates, general market conditions,
political, social and economic developments and other variable factors. Investment involves risks including but not limited
to, possible delays in payments and loss of income or capital. Neither Franklin Resources, Inc. nor any of its affiliates
guarantees any rate of return or the return of capital invested.
Equity securities are subject to price fluctuation and possible loss of principal. Fixed-income securities involve interest rate,
credit, inflation and reinvestment risks; and possible loss of principal. As interest rates rise, the value of fixed income
securities falls. International investments are subject to special risks including currency fluctuations, social, economic and
political uncertainties, which could increase volatility. These risks are magnified in emerging markets.
Commodities and currencies contain heightened risk that include market, political, regulatory, and natural conditions and
may not be suitable for all investors.
U.S. Treasuries are direct debt obligations issued and backed by the “full faith and credit” of the U.S. government. The U.S.
government guarantees the principal and interest payments on U.S. Treasuries when the securities are held to maturity.
Unlike U.S. Treasuries, debt securities issued by the federal agencies and instrumentalities and related investments may or
may not be backed by the full faith and credit of the U.S. government. Even when the U.S. government guarantees principal
and interest payments on securities, this guarantee does not apply to losses resulting from declines in the market value of
these securities.
The opinions and views expressed herein are not intended to be relied upon as a prediction or forecast of actual future
events or performance, guarantee of future results, recommendations or advice. Statements made in this material are not
intended as buy or sell recommendations of any securities. Forward-looking statements are subject to uncertainties that
could cause actual developments and results to differ materially from the expectations expressed. This information has
been prepared from sources believed reliable but the accuracy and completeness of the information cannot be guaranteed.
Information and opinions expressed by either Franklin Resources, Inc. or its affiliates are current as at the date indicated, are
subject to change without notice, and do not take into account the particular investment objectives, financial situation or
needs of individual investors.
The information in this material is confidential and proprietary and may not be used other than by the intended user.
Neither Franklin Resources, Inc. or its affiliates or any of their officer or employee of Franklin Resources, Inc. accepts any
liability whatsoever for any loss arising from any use of this material or its contents. This material may not be reproduced,
distributed or published without prior written permission from Franklin Resources, Inc. Distribution of this material may be
restricted in certain jurisdictions. Any persons coming into possession of this material should seek advice for details of, and
observe such restrictions (if any).
This material may have been prepared by an advisor or entity affiliated with an entity mentioned below through common
control and ownership by Franklin Resources, Inc. Unless otherwise noted the “$” (dollar sign) represents U.S. Dollars.
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This material is approved for distribution in those countries and to those recipients listed below. Note: this material may not be available in all regions listed.
All investors and eligible counterparties in Europe, the UK, Switzerland:
In Europe (excluding UK and Switzerland), this financial promotion is issued by Legg Mason Investments (Ireland) Limited, registered office 6 th Floor, Building Three,
Number One Ballsbridge, 126 Pembroke Road, Ballsbridge, Dublin 4, D04 EP27. Registered in Ireland, Company No. 271887. Authorised and regulated by the Central
Bank of Ireland.
All Qualified Investors in Switzerland:
In Switzerland, this financial promotion is issued by Legg Mason Investments (Switzerland) GmbH. Investors in Switzerland: The representative in Switzerland is
FIRST INDEPENDENT FUND SERVICES LTD., Klausstrasse 33, 8008 Zurich, Switzerland and the paying agent in Switzerland is NPB Neue Privat Bank AG,
Limmatquai 1, 8024 Zurich, Switzerland. Copies of the Articles of Association, the Prospectus, the Key Investor Information documents and the annual and semiannual reports of the Company may be obtained free of charge from the representative in Switzerland.
All investors in the UK:
In the UK this financial promotion is issued by Legg Mason Investments (Europe) Limited, registered office 201 Bishopsgate, London EC2M 3AB. Registered in
England and Wales, Company No. 1732037. Authorized and regulated by the Financial Conduct Authority. Client Services +44 (0)207 070 7444
All Investors in Hong Kong and Singapore:
This material is provided by Legg Mason Asset Management Hong Kong Limited in Hong Kong and Legg Mason Asset Management Singapore Pte. Limited
(Registration Number (UEN): 200007942R) in Singapore.
This material has not been reviewed by any regulatory authority in Hong Kong or Singapore.
All Investors in the People's Republic of China ("PRC"):
This material is provided by Legg Mason Asset Management Hong Kong Limited to intended recipients in the PRC. The content of this document is only for Press
or the PRC investors investing in the QDII Product offered by PRC's commercial bank in accordance with the regulation of China Banking Regulatory
Commission. Investors should read the offering document prior to any subscription. Please seek advice from PRC's commercial banks and/or other professional
advisors, if necessary. Please note that Legg Mason and its affiliates are the Managers of the offshore funds invested by QDII Products only. Legg Mason and its
affiliates are not authorized by any regulatory authority to conduct business or investment activities in China.
This material has not been reviewed by any regulatory authority in the PRC.
Distributors and existing investors in Korea and Distributors in Taiwan:
This material is provided by Legg Mason Asset Management Hong Kong Limited to eligible recipients in Korea and by Legg Mason Investments (Taiwan) Limited
(Registration Number: (109) Jin Guan Tou Gu Xin Zi Di 035; Address: Suite E, 55F, Taipei 101 Tower, 7, Xin Yi Road, Section 5, Taipei 110, Taiwan, R.O.C.; Tel: (886)
2-8722 1666) in Taiwan. Legg Mason Investments (Taiwan) Limited operates and manages its business independently.
This material has not been reviewed by any regulatory authority in Korea or Taiwan.
All Investors in the Americas:
This material is provided by Legg Mason Investor Services LLC, a U.S. registered Broker-Dealer, which includes Legg Mason Americas International. Legg Mason
Investor Services, LLC, Member FINRA/SIPC.
All Investors in Australia and New Zealand:
This document is issued by Legg Mason Asset Management Australia Limited (ABN 76 004 835 839, AFSL 204827). The information in this document is of a general
nature only and is not intended to be, and is not, a complete or definitive statement of matters described in it. It has not been prepared to take into account the
investment objectives, financial objectives or particular needs of any particular person.
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