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Anatomy of a Recession (AOR): US Recession Risk Indicators

ClearBridge Investments, one of Franklin Templeton’s specialist investment managers, utilizes 12 different economic indicators
to assess the risk of recession. Each individual indicator can signal expansion, caution or recession in the economy. The
signals from each of the 12 indicators are combined into an overall dashboard signal. The indicators, signals and changes are
based on ClearBridge’s interpretation of the data. The dashboard is not a crystal ball but can serve as a tool to evaluate the risk
of recession in the US economy.

The Recession Risk Dashboard update through March 31 shows no change from the previous month. Our view

continues to be that a recession is forthcoming and will occur with 75% probability in the second half of 2023.
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1. Data as of March 31, 2023. Source: BLS, Federal Reserve, Census Bureau, ISM, BEA, American Chemistry Council, American Trucking Association, Conference Board, and Bloomberg. The
ClearBridge Recession Risk Dashboard was created in January 2016. References to the signals it would have sent in the years prior to January 2016 are based on how the underlying data was
reflected in the component indicators at the time.
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Where are we in the economic and market cycle?

Monetary policy takes time to impact the economy: long and variable lags?

Start of Persistent*® Length from Start of

Hike Cycle Start of Recession Recession Within 3.5 Years? Hiking Cycle (Months)
Nov. 1958 April 1960 Yes 17
July 1963 Dec. 1969 No 76
Nov. 1968 Dec. 1969 Yes 12
Jan. 1973 Nov. 1973 Yes 9
Aug. 1977 Jan. 1980 Yes 29
Aug. 1980 July 1981 Yes 11
March 1984 July 1990 No 75
March 1988 July 1990 Yes 27
Feb. 1994 March 2001 No 85
June 1999 March 2001 Yes 20
June 2004 Dec. 2007 Yes 41
Dec. 2016 Feb. 2020 Yes 38
Average for All Hiking Cycles 37
Average in Recessions 23

* On average, a recession has historically begun a little over three years after a rate hike cycle gains momentum.

* In hard landing (recession) scenarios, this timeframe is condensed to just under two years.

Construction layoffs are on the horizon?
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* Typically, employment in the construction industry closely tracks construction’s contribution to GDP.

* This relationship has broken down recently given a backlog of completions. As the pipeline clears, history suggests
construction labor should fall.

2. *Persistent Hike Cycle is when the vast majority of Fed rate hikes in a tightening cycle occur and may not align with initial hike when there have been long delays between initial and
subsequent hikes. Source: FactSet. Past performance is not a guarantee of future results.
3. Data as of Dec. 31, 2022, latest available as of March 31, 2023. Source: BEA, BLS, NBER. Past performance is not a guarantee of future results.



Where are we in the economic and market cycle?

The first victims of the Fed’s aggressive monetary policy

Largest bank failures in US history by assets*
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* Following a year of aggressive rate hikes, the first tangible sign of the lagged effects of tighter monetary policy has arrived.

A path to slower consumption
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* The normalization in credit use has helped fuel consumption even as accumulated savings wane and wage gains moderate.

* Spiking credit card rates and the return to pre-pandemic trends in borrowing suggests that debt fueled consumption will be
less of a boost going forward.

* Recent banking issues will likely tighten lending standards to consumers further into levels seen in prior recessions.

4. As of March 31, 2023. Source: BankRate, BLS and Bloomberg. Assets are rounded to nearest billion. Past performance is not a guarantee of future results.
5. Data as of Dec. 31, 2022, latest available as of March 31, 2023. Source: Fact Set and Federal Reserve. Past performance is not a guarantee of future resullts.
6 Data as of Feb. 28, 2023, latest available as of March 31, 2023. Source: FactSet and Federal Reserve. Past performance is not a guarantee of future results.



Possible market implications

Leadership to and through recessions

Growth vs. value relative performance around recessions’
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Dividend growers have historically dominated

Average return after initial Fed rate hikes, during cycle, and following end of Fed rate hike cycle since 19948
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7. Averagesin the chart include the last three NBER recessions that occurred from March 15, 2001 through Nov.
16, 2001, Dec. 15, 2007 through June 15, 2009, and Feb. 15, 2020 through April 15, 2020. Indices used for each . .
asset class include the following: Growth - Russell 1000 Growth; Value - Russell 1000 Value. Source: NBER, V,'Slt WWW.frankImtempleton.co.m to
FactSet. Data as of March 31, 2023. Past performance is not a guarantee of future results. Investors cannotinvest ~ view the .Anatolmy of a Recession
directly in an index, and unmanaged index returns do not reflect any fees, expenses or sales charges. content, including our most recent
8. Source: BMO Capital Markets Investment Strategy Group, FactSet, Compustat, FRB. Dividend Growth insight and dashboard. Scan your
Screening Methodology: S&P 500 stocks screened each month end, no dividend cuts in the past five years, latest hone over the QR code to go
one-year dividend per share growth greater than the S&P 500, current dividend yield greater than the S&P 500, P Q 9
free cash flow yield greater than the dividend yield, dividend payout ratio lower than the S&P 500. Past
performance is not a guarantee of future results. Investors cannot invest directly in an index, and unmanaged
index returns do not reflect any fees, expenses or sales charges.

directly to the AOR page.

All investments involve risks, including possible loss of principal. Stocks historically have outperformed other asset classes over the long term but tend to fluctuate more dramatically over the
short term. This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or solicitation to buy, sell or hold any
security or to adopt any investment strategy. It does not constitute legal or tax advice. The views expressed are those of the investment manager and the comments, opinions and analyses are
rendered as at publication date and may change without notice. The information provided in this material is not intended as a complete analysis of every material fact regarding any country,
region or market. Data from third party sources may have been used in the preparation of this material and Franklin Templeton has not independently verified, validated or audited such data.
Franklin Templeton accepts no liability whatsoever for any loss arising from use of this information and reliance upon the comments, opinions and analyses in the material is at the sole
discretion of the user. Products, services and information may not be available in all jurisdictions and are offered outside the US by other Franklin Templeton affiliates and/or their distributors as
local laws and regulations permit. Please consult your own financial professional or Franklin Templeton contact for further information on availability of products and services in your jurisdiction..
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