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Economic Outlook
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US recession dashboard

Data as of August 31, 2026. Sources: BLS, Federal Reserve, Census Bureau, ISM, BEA, American Chemistry Council, American Trucking Association, Conference Board, Bloomberg, CME Group, FactSet and Macrobond. The ClearBridge Recession 
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.

• The overall dashboard is currently signaling expansion.
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US recession dashboard: historical lookbacks

Data as of August 31, 2026. Sources: BLS, Federal Reserve, Census Bureau, ISM, BEA, American Chemistry Council, American Trucking Association, Conference Board, Bloomberg, CME Group, FactSet and Macrobond. The ClearBridge Recession 
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.

• The overall dashboard is currently signaling expansion.
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Labor market: zero to hero

Past performance is not a guarantee of future results. 

Monthly Change in Nonfarm Payrolls (3 Month Moving Average)

• The long period of normalizing job creation following the pandemic culminated last year with a period of zero net
job creation.

• The labor market has recently stabilized and inflected higher, which bodes well for the prospects of continued
economic expansion.
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Relief at the pump

Past performance is not a guarantee of future results. 

Brent Crude Oil 

• Oil prices have largely round-tripped their Iran-conflict induced spike over the past four months.
• This move lower in oil should help sustain consumption as the benefit from larger OBBB tax refunds fades.
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Households less worried

Gray shading reflects recessionary periods. Past performance is not a guarantee of future results. 

Chance of Missing a Minimum Debt Payment in the Next 3 Months (3 Month Moving Average)

• Households have come under
increasing financial strain
over the past few years due to
higher inflation.

• Despite this year’s energy
shock, households are
reporting a lower likelihood of
missing a minimum debt
payment suggesting
consumption could prove
resilient in 2H26.
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Tax tailwind

Sources: Wolfe Research, CBO, Macrobond. Based on CBO’s Baseline Budget Projections from January 2025’s report The Budget and Economic Outlook: 2025 to 2035. There is no assurance that any estimate, forecast or projection will be realized.

Net Fiscal Impulse of the One Big Beautiful Bill (OBBB) as Percentage of Nominal GDP
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• The OBBB is expected to
deliver fiscal stimulus
equivalent to ~1% of GDP
in 2026.

• The bill’s impact should
wane in 2027 and 2028
but will likely
remain supportive at
~0.5% according
to Congressional Budget
Office (CBO) estimates.
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Hyperscaler capex boom

Data as of June 30, 2026. Source: FactSet. Past performance is not a guarantee of future results. There is no assurance that any estimate, forecast or projection will be realized. Company references are used for illustrative purposes and should 
not be construed as an endorsement of sponsorship of Franklin Templeton companies. This information is not intended as an investment recommendation, nor does it constitute investment advice.
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Chat GPT Release

• Since the release of Chat GPT in late 2022, artificial intelligence (AI) investment has skyrocketed with hyperscaler capital
expenditure (capex) expected to jump by 5.6x over the subsequent five years.

• Sell-side consensus expectations for hyperscaler AI capex have been consistently underestimated, with consensus
expectations for this metric rising by $200B for 2026 and $307B for 2027 over the past 6 months (since year-end 2025).
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More AI capex ahead?

Data as of June 30, 2026. Sources: Bureau of Economic Analysis, Goldman Sachs Global Investment Research.

Peak Historical Investment, Innovative US Technologies 
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• Current levels of AI capex are approaching peak spending seen during prior large US innovative technology cycles.
• Should history repeat, AI investment could surprise to the upside, which we believe would provide continued support

for both the US economy and financial markets.
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Creative destruction

Data as of March 18, 2026, latest available as of June 30, 2026. Source: Goldman Sachs Global Investment Research. 

Employment in New and Pre-Existing Occupations vs. 1940
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• The labor force benefits from the creative destruction process linked to technological innovation over time.
• 60% of jobs today are in occupations that did not exist ~85 years ago, which suggests that the impacts from AI may not be

as bad as feared.
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Case study: Jevons paradox

Gray shading reflects recessionary periods. 

Accounting & Bookkeeping Services Employment as a Percent of Total Employment

• Jevons paradox occurs when
technological progress
increases the efficiency of a
resource, driving down costs
but surprisingly driving up
overall utilization.

• An example of this dynamic
can be found in accounting
services following the launch
of Excel VBA which many
feared would automate away
accounting jobs.

• Instead, employment in the
sector has grown steadily as
lower costs have opened the
door to wider access to
accounting services.
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Creative destruction part II

Gray shading reflects recessionary periods. 

US New Business Applications
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• New business formations
surged during the pandemic
and then plateaued at a
higher level in the years
following.

• Applications to start new
businesses have recently
spiked, with AI a likely
catalyst.
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Strength begets strength

Data as of June 30, 2026. Sources: FactSet, S&P. Past performance is not a guarantee of future results. 

Top 15 S&P 500 Quarters Since 1950

Average Price Change
Quarter % Change +1 Quarter +2 Quarters
1Q 1975 21.6% 14.2% 0.6%
4Q 1998 20.9% 4.6% 11.7%
1Q 1987 20.5% 4.2% 10.3%

2Q 2020 20.0% 8.5% 21.2%
2Q 1997 16.9% 7.0% 9.6%
4Q 1982 16.8% 8.8% 19.5%
4Q 1985 16.0% 13.1% 18.7%
3Q 1970 15.8% 9.3% 19.1%
2Q 2009 15.2% 15.0% 21.3%
3Q 2009 15.0% 5.5% 10.6%
2Q 2003 14.9% 2.2% 14.1%
2Q 2026 14.9% ? ?
4Q 1999 14.5% 2.0% -1.0%
2Q 1975 14.2% -11.9% -5.3%
1Q 1976 13.9% 1.5% 2.4%
1Q 1991 13.6% -1.1% 3.4%

Average 5.5% 10.4%
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Higher valuation regime: S&P 500

Data as of June 30, 2026. Sources: FactSet, S&P. Past performance is not a guarantee of future results. 

S&P 500 NTM P/E

• Since the pandemic, the S&P 500
has traded in a higher valuation
regime (above 20x) 64% of the
time since first crossing this level
in April 2020.

• With multiples holding steady, this
cycle’s returns have been
predominantly driven by EPS
growth rather than P/E expansion.14.0x
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NTM EPS $145 $369 155%
NTM P/E 20x 20x 3%
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EPS revisions resilient

*Typical Path is 2012-2017, 2019, and 2022-2024; 2018 is excluded due to TCJA (Tax Cuts and Jobs Act) distortion; 2020-2021 is excluded due to COVID-19 pandemic distortion; Percent change in $ EPS expectations. Data as of June 30, 2026.
Sources: FactSet, S&P. 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.
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• Earnings estimates typically fall coming into the year and drift lower as rosy forecasts meet a harsher reality.
• 2026 expectations have turned materially higher, meaning strong underlying fundamentals are supporting the market rally.
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Party like it’s (not) 1999

Note: Dot com peak was March 23, 2000; Contribution to price return based on change in sell-side consensus NTM EPS expectations and NTM P/E. Data as of June 30, 2026. Sources: S&P, FactSet.

Contribution to Return From EPS and P/E: Prior 12 Months
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• Although market strength over the past year has similarities to the late 1990s, the rally was completely driven by
improving EPS expectations while P/E ratios contracted, a stark contrast to the final surge of the “dot com” bubble.

• With improving fundamentals underpinning the market, we believe the rally can continue in the second half.
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Bubbles in context

Note: Semiconductors are represented by PHLX Semiconductor index, SPAC/Meme Stocks by ARKK ETF, Biotech by IBB ETF, and Homebuilders by S&P 1500 Homebuilders index, Dot Com by Nasdaq 100 index. The Nasdaq 100 index is comprised of 
the 100 largest non-financial companies traded on the Nasdaq exchange. Data as of June 30, 2026. Source: FactSet. 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. 

Recent Major US Equity Bubbles vs. the AI Bull Market

-200

0

200

400

600

800

1000

1200

% 
Ch

an
ge

 fr
om

 5 
Ye

ars
 B

ef
or

e t
he

 P
ea

k

Years from Peak

Dot Com (2000) Homebuilders (2005) Biotech (2015) SPAC / Meme Stocks (2021) Semiconductors (ChatGPT 2022)

Peak

• The robust semiconductor rally appears less severe when viewed against the context of prior equity market bubbles. If
history is a guide, further upside may exist.
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Negative correlation is back

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. 

Rolling 1-Year Weekly S&P 500 and US 10-Year Treasury Yield Correlation
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ion • Stocks and bonds have oscillated
between positive and negative
correlation regimes, historically.

• After a multi-decade positive
correlation regime, the
relationship turned negative
following the pandemic-induced
inflationary surge.

• After a brief stretch back in
positive territory, stock-bond
correlation is once again
negative.
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Negative correlation, what now? 

Note: Periods of negative stock-bond correlation based on S&P 500 and 10-Year US Treasury Yield. Sources: Macrobond, Federal Reserve, FactSet, S&P, FTSE Russell, and MSCI. 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. 

Equity Asset Class Returns During Historical Negative Stock-Bond Correlation Periods

Annualized Returns

Start Date End Date # of Days S&P 500 Russell 
Midcap

Russell 
2000 MSCI EAFE

MSCI EM 
(Emerging 
Markets)

FTSE Global 
Core 

Infrastructure 
50/50 Index

10/17/1988 4/20/1998 3472 15.9% - 13.4% 5.5% 58.4% —
6/7/1999 1/29/2001 602 1.3% 9.9% 8.0% 6.0% 1.9% — 

6/19/2006 2/19/2007 245 26.9% 31.3% 31.5% 33.7% 48.2% 41.2%
11/18/2013 6/9/2014 203 16.6% 18.8% 11.4% 7.1% 3.9% 15.5%
7/25/2022 3/31/2025 980 13.8% 8.6% 3.9% 8.8% 6.1% 2.6%
4/6/2026 ? ? ? ? ? ? ? ?

Average 15% 17% 14% 12% 24% 20%

• The correlation between stocks and bonds has once again turned negative, the second instance since the outbreak of
higher inflation following the COVID-19 pandemic.

• Emerging market and infrastructure equities have fared best during historical negative stock-bond correlation periods.
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Don’t be afraid of all-time highs

Data from Sept. 1989–present. 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. 

S&P 500 Index Total Return

• Surprisingly, putting money to
work at all-time highs has
historically outperformed
deploying capital when the
benchmark is below peak, on
average.

• The S&P 500 has reached
another new all-time high one
year later 99.6% of the time
after first achieving that
milestone.
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New secular bull market?

Secular bear market average drawdown includes selloff beginning September 1929. Data as of June 30, 2026. Sources: Bloomberg, FactSet, S&P. 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.
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35
Cumulative Return: 
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13
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1980–2000
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Cumulative Return: 

1,261.2% 2010–Present
All-Time Highs: 

466
Cumulative Return:  

572.5%

• In the 12 months following an all-time high, stocks have historically been up 8.6% on average with positive returns 71%
of the time.
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Third quarter 2026

US Economic Outlook
• Energy prices are back to pre-conflict levels, and job creation

has accelerated, removing two of the key US economic
concerns heading into 2H.

• The AI capex boom is likely to continue with current spending
well within the range seen during prior technological
innovation cycles.

• The overall signal from the ClearBridge Recession Dashboard
remains firmly in green “expansion” territory.

US Market Outlook
• Q2 was one of the strongest on record for the S&P

500, which bodes well for 2H given historical trends.
• The rally continues to be supported by strong fundamentals

with earnings driving all the upside in this year’s rally, while
multiples have held steady.

• Market leadership has fluctuated but on balance has
broadened over the past few quarters, a trend we believe will
continue and should benefit value, small cap, and
international equities.

Recession Dashboard Overall Signal

Expansion

As of June 30, 2026. 
All opinions and data included in this commentary are as of the publication date and are subject to change. The opinions and views expressed herein are of the author and may differ from other portfolio managers or the firm as a whole and are not 
intended to be a forecast of future events, a guarantee of future results or investment advice. This information should not be used as the sole basis to make any investment decision.

Economic and market summary
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Fixed Income Midterms Market Concentration

Market Leadership Non-US Investor Pitfalls

Themes that may drive the market over the next 12 months
One-year outlook
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Fixed Income
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Interest rate impact by asset class
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• Short-term bonds and US high yield are two areas that we believe could fare well regardless of the direction of interest
rates in 2026.

*Total return assumes a parallel shift in the yield curve. Data as of June 30, 2026. Sources: Bloomberg, ICE, Credit Suisse, S&P, Morningstar Direct. 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. 
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The high yield golden cross

Data as of June 30, 2026. Sources: Bank of America Securities, FactSet. 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.

Risk Profile of High Yield Has Improved
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• Over the past few years, high-yield bonds have seen a favorable combination of improving credit quality (more BB bonds)
and less interest-rate sensitivity (shorter duration).

• This dynamic has improved the risk profile for high yield as an asset class and driven tighter spreads.
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Peak oil, lower yields

Data as of June 30, 2026. Sources: ICE, Federal Reserve, Bloomberg. Past performance is not a guarantee of future results. 

Change in 10-Year US Treasury Yield Following Historical Peaks in Brent Crude Oil

• History shows that once oil prices peak, 10-year US Treasury yields typically decline over the next year.

Change in 10-Year Yield (BPS)

Start Date Peak Brent 10 Year +3 Months +6 Months +12 Months

Oct. 1990 $40.15 8.83% -0.58 -0.80 -1.32
Jan. 1997 $24.80 6.60% 0.31 -0.33 -1.11

Sept. 2000 $34.55 5.76% -0.44 -0.84 -0.96
August 2006 $78.30 4.93% -0.27 -0.19 -0.16

July 2008 $146.08 3.99% -0.36 -1.50 -0.47
April 2011 $126.65 3.59% -0.56 -1.49 -1.53
Oct. 2018 $86.29 3.15% -0.59 -0.63 -1.61

June 2022 $123.58 3.03% 0.26 0.45 0.70
March 2026 $118.35 4.30% 0.14 ? ?

Average -0.23 -0.67 -0.81
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Muni’s shine after tax
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• With the recent rise in interest rates, we believe high-quality municipal bonds offer attractive yields on an after-tax
basis compared with US Treasuries.

• Over 50% of the Bloomberg Municipal Bond Index is rated AA or better, equivalent to US Treasuries.

Note: Taxable equivalent assumes highest US marginal tax rate. As of June 30, 2026. Source: Bloomberg. 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. 
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The muni bounce back?

Hit rate is percent of positive historical observations. Reflective of period from January 1980–present, as of June 30, 2026. Bloomberg Municipal Bond Total Return Index. Sources: FactSet, Bloomberg. Past performance is not a guarantee of 
future results. 
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• Municipal bonds have historically recovered following periods of negative performance over the prior 12 months. This
threshold was triggered in the third quarter of 2025.
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Debt doesn’t determine yield
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• Contrary to popular belief, higher government debt loads have not typically translated to higher yields on long-term
government debt.

Data as of June 30, 2026. Sources: IMF World Economic Outlook Database 2024, Federal Reserve, Reserve Bank of New Zealand, Macrobond.  Past performance is not a guarantee of future results. 
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US dollar (still) dominates
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• The greenback remains firmly entrenched as the world’s reserve currency despite recent concerns.

Data as of June 30, 2026. International Debt represented by the Bloomberg Global Aggregate benchmark. Sources: Bloomberg, SWIFT, International Monetary Fund (IMF), Macrobond.
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The midterm year lull

Data as of June 30, 2026. Sources: FactSet, S&P. 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. 

Average S&P 500 Return by Presidential Cycle Year, 1950–Present
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• Midterm election years
have historically
experienced the lowest
returns of the four-year
Presidential cycle.
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EPS > mid-term seasonality?

Data as of June 30, 2026. Sources: S&P, FactSet, Shiller. 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. 

Historical Mid-Term Year S&P 500 EPS Growth since 1950 vs. Today

8.3%

23.9%

Mid-Term Year Average 2026 Consensus EPS

• Mid-term election years have
historically seen lower returns
compared with the
other three years of the
Presidential cycle.

• A key differentiator in 2026
could be substantially
stronger EPS growth, with
sell-side consensus
expectations pointing to
~3x the historical mid-term
election year average.
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Mid-term election years typically choppy

Sources: Bloomberg, FactSet, S&P. Past performance is not a guarantee of future results. 
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• Mid-term election years often experience outsized intra-year drawdowns.
• Investors have historically been rewarded for capitalizing on this weakness with robust returns (+31% on average) in the

one year following the lows.
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Don’t mix politics and investing
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• Historically, the equity market has moved higher irrespective of which party occupies the Oval Office.

Data as of June 30, 2026. Sources: FactSet, S&P. 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.
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Trouble concentrating?

Data as of June 30, 2026. Sources: S&P, FactSet, and Bloomberg. 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. 
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• The weight of the largest stocks in the benchmark is near record highs.
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Trees don’t grow to the sky

Data as of June 30, 2026. 1985-Present. Annualized performance relative to S&P 500. Sources: S&P, FactSet. 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. For illustrative purposes only and not reflective of the performance or portfolio composition of any Franklin Templeton fund.

Relative Annualized Performance Before and After Becoming 10 Largest S&P 500 Companies
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• Historically, stocks that become one of the 10 largest S&P 500 companies have strongly outpaced the benchmark on the
way up, only to run out of steam once this milestone is achieved.

Before Entering the 10 Largest After Entering the 10 Largest
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• Following the peak of the “dot-com” mania, the prospects of the 10 largest S&P 500 constituents have varied widely.
• We believe that a similar dynamic may play out in the coming years, presenting an opportunity for active managers.

*Lucent Technologies was acquired by Alcatel in 2006; cumulative price return is calculated based on the final pre-merger trading day (11/30/2006). Note: data shown from March 2000–present, as of June 30, 2026. Sources: FactSet. S&P. 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. Company references are used for illustrative purposes and should
not be construed as an endorsement of sponsorship of Franklin Templeton companies. This information is not intended as an investment recommendation, nor does it constitute investment advice.

Lucent 
Technologies*

Where are they now: dot-com darlings
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Not your father’s S&P 500

The Nasdaq 100 Index is comprised of the 100 largest non-financial companies traded on the Nasdaq exchange. Ticker Symbol QQQ represents the Invesco QQQ Trust, Series 1, an exchange-traded fund operated by Invesco and its affiliates and was 
chosen as an ETF that tracks the Nasdaq 100 index. The S&P 500 includes 500 leading US companies and covers approximately 80% of available market capitalization. Data as of June 30, 2026. Sources: S&P, FactSet. Market cap is calculated using 
the sum of constituents. Investors cannot invest directly in an index, and unmanaged index returns do not reflect any fees, expenses or sales charges. This information should not be construed as a recommendation of any index or investment 
product. Past performance is not a guarantee of future results.
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• Since the global financial crisis (GFC), the composition of the S&P 500 index has increasingly mirrored the more
growth- and technology-oriented QQQ.

• Many investors may be overexposed to growth and technology due to this dynamic with the current overlap breaching
50% in 2025.
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Concentration leads to non-US opportunity

Data shown is from Dec. 1989–present, as of June 30, 2026. Monthly constituent-level market cap data. Sources: FactSet, S&P, MSCI. 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. 

Index Concentration vs. Next Five-Year Performance of MSCI ACWI-ex US vs. S&P 500
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Weight of 10 Largest Companies
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• When the 10 largest companies in the S&P 500 have historically accounted for over 24% of the benchmark, the MSCI
ACWI ex-US has outperformed by an average of 1.9% (annualized) over the next five years.

• The top 10 weights in the S&P 500 currently make up over 38% of the benchmark.
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Losing concentration? Focus on dividend growers

*Stable concentration is based on YoY change of +/- 100 bps in combined weight of the ten largest S&P 500 companies, rising +100 bps or more, falling -100 bps or less. 
**Dividend growers are S&P 500 stocks with three consecutive trailing years of positive dividend growth (inclusive of special dividends) on a rolling basis (quarterly), evaluated monthly, equal weighted. Data shown is from Jan. 1994–present, as of June 30, 2026. Sources: 
Bloomberg, S&P, FactSet. Past performance is not a guarantee of future results. Dividends may fluctuate and are not guaranteed, and a company may reduce or eliminate its dividend at any time. Investors cannot invest directly in an index, and unmanaged index returns do 
not reflect any fees, expenses or sales charges.

Average One-Year Total Return Based on S&P 500 Market Concentration Level 
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• Companies that have demonstrated the ability to consistently increase their dividends have historically outperformed the
benchmark during periods of stable and falling market concentration.

• With S&P 500 market concentration at historically elevated levels, we think dividend growers may be well-positioned over
the next few years.
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Market Leadership
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Value, down but not out

Hit rate is percent of positive historical observations. Russell 1000 Growth, Russell 1000 Value, reflective of period from 1979 – present, as of June 30, 2026. Sources: FactSet, Russell. 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. 
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Hit Rate: 53% Hit Rate: 81%Hit Rate: 61%

• Value has historically recovered following periods of sizeable (-20%) underperformance vs. growth. This threshold was
triggered during the fourth quarter of 2025.
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Value not yet expensive

Note: Price return. NTM = Next 12 months. *The tech bubble period removed from the chart is from June 30, 1999 through Dec. 31, 2000. Data as of June 30, 2026. Sources: FactSet, Russell. 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.
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Russell 1000 Growth Relative to Russell 1000 Value Average ex-Tech Bubble*

Average ex-Tech Bubble*: 6.3 Current: 
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Tech Bubble

• Value vs. growth leadership and valuation have been in a tug-of-war over the past several years, with value recently
regaining the upper hand.
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The value proposition

Hit rate is percent of positive historical observations. Russell 1000 Growth, Russell 1000 Value, 1997-Present. Data as June 30, 2026. Sources: FactSet, Russell. Investors cannot invest directly in an index, and unmanaged index returns do not reflect 
any fees, expenses or sales charges. Past performance is not a guarantee of future results. 
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• Value has historically outperformed growth by a healthy margin when the valuation gap (P/E differential) is above 10x.
This valuation threshold was hit in Q1 2026.
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Not the dot com

Data as of June 30, 2026. Sources: FactSet, S&P. 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. 

S&P 500 Technology Sector Profitability and Valuation

Current: 36.7%

Current: 23.5x
March 2000: 20.5%

March 2000: 51.0x

ROE (Last 12 Months) P/E (Next 12 Months)

Higher 
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Lower
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• Although valuations for AI beneficiaries are elevated, the technology sector remains well below the levels seen at the
height of the dot-com bubble.

• Importantly, companies today are more profitable (higher ROEs), which may provide a buffer against future
disappointments.
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Higher valuation regime: Growth

Russell 1000 Growth NTM P/E

• Since the pandemic, the Russell 1000
Growth has traded in a higher valuation
regime (above 25x) 76% of the time since
first crossing this level in April 2020.

• Multiples for the Large Cap Growth
stocks have de-rated from over 30x in
2H25 to below 25x at present.

• With multiples holding steady, this cycle’s
returns have been predominantly driven
by EPS growth rather than P/E expansion.

Data as of June 30, 2026. Sources: FactSet. Past performance is not a guarantee of future results. 
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Small cap regime change

Russell 2000 Relative to Russell 1000 (Rolling 1 Year)

• After years of
struggling, small-cap
stocks have been
gaining ground relative
to their large-cap
peers in 2026.

Data as of June 30, 2026. Sources: FactSet, Russell. Past performance is not a guarantee of future results. 
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SMID caps on sale
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-4.1x

LT Avg. P/E Differential: -0.4x

SMID Caps
 Cheap

SMID Caps
Expensive

Current 
P/E Ratio

LT  Avg.
P/E Ratio

S&P 500 (Large Cap) 20.4x 16.2x
S&P 1000 (SMID Cap) 16.4x 15.9x

• Small- and mid-cap (SMID) stocks have historically traded at similar multiples to large caps.
• A substantial valuation discount to large cap stocks emerged this cycle. Although this gap has considerably narrowed

over the past year, it remains historically large.

As of June 30, 2026. Sources: FactSet, S&P. 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.
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Non-US
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Home country bias
Historically, investors have over-allocated to their home country

Morningstar Category Assets as of May 31, 2026. GDP as of June 30, 2026. MSCI ACWI Index as of June 30, 2026. Sources: Morningstar, Macrobond, IMF, MSCI, FactSet. Data most recent available as of June 30, 2026.

US

Emerging 
Markets

Developed 
Markets 
ex-US

% GDP

The US represents 26% of global GDP

USEmerging 
Markets

Developed 
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ex-US

% Market Cap

The US represents 64% of global 
market cap

US

Emerging 
Markets

Developed 
Markets 
ex-US

% Assets

The US represents 75% of US 
investor portfolios
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Global leadership cycles
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• History shows that geographic leadership has persisted for longer than investors appreciate.
• The United States has been in the driver’s seat since the global financial crisis, although a turning point may be near.

Note: Price return. Data shows rolling five-year annualized performance differential between S&P 500 and MSCI ACWI ex-US indexes. Data as of June 30, 2026. Sources: Macrobond, S&P, MSCI. Past performance is no guarantee of future results. 
Investors cannot invest directly in an index, and unmanaged index returns do not reflect any fees, expenses or sales charges.
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• History shows that geographic leadership is more closely tied to currency moves than investors appreciate.
• A period of prolonged dollar weakness could be a catalyst for more pronounced non-US outperformance.

Note: Price return. Sources: S&P, MSCI, Intercontinental Exchange (ICE), Macrobond. Data as of June 30, 2026. Data shows rolling five-year annualized performance differential between S&P 500 and MSCI ACWI ex-US indexes vs. US Dollar Index. 
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.

Regional leadership tethered to the dollar
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Weaker dollar supercharges non-US stocks

Note: Price Return. Data as of Dec. 31, 2025. Sources: FactSet, S&P, MSCI. 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.

US Dollar Impact on Annual Equity Performance Since 1974
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• Non-US equities historically have outperformed during periods of dollar weakness.
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Global valuations attractive
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Non-US
 Equities Cheap

Non-US
Equities Expensive

• Non-US equities remain cheap relative to US stocks despite outperforming in 2025.

As of June 30, 2026. Sources: FactSet, MSCI, S&P.  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.

Current 
P/E Ratio

LT Avg. 
P/E Ratio 

ACWI ex-US 14.0x 13.2x
S&P 500 20.4x 16.3x
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EM and the AI trade

Data as of June 30, 2026. Sources: FactSet, MSCI. Past performance is not a guarantee of future results. 
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• Although many think the US is the epicenter of the AI trade, emerging market benchmarks now have a larger exposure
to the technology sector following this year’s strong gains.
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Earnings revisions favor emerging markets

Japan represented by the MSCI Japan index, Europe represented by the MSCI Europe index, emerging markets represented by the MSCI Emerging Markets index, and United States represented by the MSCI USA index. Data as of June 30, 2026. 
Sources: FactSet, MSCI. Investors cannot invest directly in an index, and unmanaged index returns do not reflect any fees, expenses or sales charges.

2026E YTD EPS Revisions in USD
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• Emerging markets are seeing materially higher earnings estimates for 2026 than other regions globally.
• Earnings drive the majority of stock movement over the long term, meaning this development could bode well for the

asset class.
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EM historically cheap
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• Emerging market equities remain cheap relative to developed ex-US (MSCI World) stocks despite handily outperforming
in 2025 and so far in 2026.

Data as of June 30, 2026. Sources: FactSet, MSCI. Past performance is not a guarantee of future results. 

Current 
P/E Ratio

LT Avg. 
P/E Ratio 

MSCI EM 11.7x 11.8x
MCSI World 19.0x 15.4x
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Investor Pitfalls
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Panic attacks and the S&P 500
Year Panic Attacks S&P 500 Max Drawdown Cumulative S&P 500 Price Return*
2000 Tech Bubble Bursts -17.2% 365.9%

2001 September 11th, 2001 Recession -29.7% 418.5%

2002 Final Tech Bubble Flush, Corporate Scandals (Worldcom) -33.8% 496.3%

2003 Iraq War -14.1% 678.1%

2004 Oil Price Breakout -8.2% 515.6%

2005 Hurricane Katrina -7.2% 464.8%

2006 Fed Culminates Hiking Cycle -7.7% 448.4%

2007 Subprime Cracks Emerge -10.1% 382.7%

2008 Global Financial Crisis, Bank Failures, Auto Bailouts -48.8% 366.%2

2009 Global Financial Crisis Culminates -27.6% 657.9%

2010 European Debt Crisis, Flash Crash -16.0% 513.9%

2011 S&P Downgrades US Debt, Greek Debt Writedowns -19.4% 444.3%

2012 Euro Crisis, Second Greek Bailout -9.9% 444.3%

2013 Taper Tantrum -5.8% 380.0%

2014 Ebola -7.4% 270.4%

2015 Chinese Slowdown, Yuan Devaluation, Deflation Scare -12.4% 232.5%

2016 Brexit, Global Negative Rates -10.5% 234.9%

2017 North Korea Tensions Escalate -2.8% 205.8%

2018 Trade Wars, Short Vol Unwind -19.8% 156.0%

2019 Repo Crisis, Yield Curve Inversion -6.8% 173.1%

2020 COVID-19 Pandemic -33.9% 111.9%

2021 COVID-19 Variants, Chinese Regulatory Crackdown -5.2% 82.3%

2022 Russian Invasion of Ukraine, Fed's Hawkish Pivot -25.4% 43.6%

2023 Regional Bank Crisis, Debt Ceiling Drama -10.3% 78.3%

2024 Inflation Scare, Sahm Rule Triggered -8.5% 43.5%

2025 Liberation Day -18.9% 16.4%

*Cumulative S&P 500 price return is calculated from day prior to the new year (ex. 2000 looks at Dec. 31, 1999) to present. Data as of Dec. 31, 2025. Sources: Bloomberg, Federal Reserve, S&P. 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.
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20-year annualized returns (2006-2025)

Source: Bloomberg, as of Dec. 31, 2025. Average asset allocation investor return is based on an analysis by DALBAR, Inc., which utilizes the net of aggregate mutual fund sales, redemptions and exchanges each month as a measure of investor 
behavior. Indices shown are as follows: REITs are represented by the NAREIT Equity REIT Index, US stocks are represented by the S&P 500 Index, international equities are represented by the MSCI EAFE Index, government-related bonds are 
represented by the Bloomberg Global Aggregate TR Index, Homes are represented by US existing home sales median price, Inflation is represented by the Consumer Price Index. Past performance is no guarantee of future results. Investors 
cannot invest directly in an index, and unmanaged index returns do not reflect any fees, expenses or sales charges.
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Don’t fall victim to panic attacks
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As of Dec. 31, 2025. Sources: FactSet, S&P. 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.

Volatility not a financial loss unless you sell
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Can you time the market?

Growth of $100: Buy and Hold vs. Market Timing Since 1945 

• Since 1945, an investor that consistently sold 12 months prior to a market peak and bought back 12 months after the trough
was worse off overall than a buy-and-hold investor.

Data as of June 30, 2026. Sources: FactSet, S&P. 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.
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Stocks for the long haul

Compounded Annualized Total Returns Since 1961
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Post-Tax

Post- Inflation

• Investors primarily focus on nominal returns when evaluating investments, with consideration of taxes and
inflation often secondary.

• After accounting for these drags, only equities have historically delivered positive real returns.

Stocks are represented by S&P 500 price change, assumes 10% annual turnover and 10-year holding period. Bonds are represented by US 10-Year Treasury Bonds, cash is represented by US 3-Month Treasury Bills. All income and capital gains 
are taxed at the top marginal rate. Inflation is represented by the US Consumer Price Index (CPI). Data as of May 31, 2026, latest available as of June 30, 2026. Sources: Bloomberg, FactSet, S&P, BLS. Past performance is not a guarantee of 
future results. 
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Distribution of S&P 500 total returns since 1928

6 6

14 14

22

36

0
2
4
6
8

10
12
14
16
18
20
22
24
26
28
30
32
34
36
38

<-20% -20% - -10% -10% - 0% 0% - 10% 10% - 20% >20%

Ye
ars

1930
1931
1937
1974
2002
2008

1940
1941
1957
1973
2001
2022

1929
1932
1934
1939
1946
1953
1962
1966
1969
1977
1981
1990
2000
2018

1947
1948
1956
1960
1970
1978
1984
1987
1992
1994
2005
2007
2011
2015

1942
1944
1949
1952
1959
1964
1965
1968
1971
1972
1979
1986
1988
1993
2004
2006
2010
2012
2014
2016
2020
2025

26 Negative Years
72 Positive Years

Positive 73% of the time since 1928 

1928
1933
1935
1936
1938
1943
1945
1950
1951
1954
1955
1958
1961
1963
1967
1975
1976
1980
1982
1983
1985
1989
1991
1995
1996
1997
1998
1999
2003
2009
2013
2017
2019
2021
2023
2024

S&P 500 Annual Total Return Ranges
Data as of Dec. 31, 2025. Sources: NYU (Damodaran Online), FactSet. 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.

Market annual returns 
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Name and Position Industry 
Experience

ClearBridge 
Tenure Education, Experience and Professional Designations

Josh Jamner, CFA 
Director, Senior Investment 
Strategy Analyst 

17 years • Joined firm in 2017 • RBC Capital Markets–Assistant Vice President, Associate 
Strategist–US Equity

• Bessemer Trust–Assistant Vice President, Client Portfolio 
Analyst

• BA in Government from Colby College
• CFA® charterholder

Jeffrey Schulze, CFA
Managing Director, Head of 
Economic 
and Market Strategy

21 years • Joined firm in 2014 • Lord Abbett & Co., LLC–Portfolio Specialist
• BS in Finance from Rutgers University
• CFA® charterholder

The Anatomy of a Recession
Biographies
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What are the risks?
Equity securities are subject to price fluctuation and possible loss of principal. Small- and mid-cap stocks involve greater risks and volatility than large-cap stocks. Large-capitalization companies may fall out of 
favor with investors based on market and economic conditions. Active management does not ensure gains or protect against market declines. Diversification does not guarantee a profit or protect against a loss.

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. Low-rated, high-yield bonds are 
subject to greater price volatility, illiquidity and possibility of default. Floating-rate loans and debt securities are typically rated below investment grade and are subject to greater risk of default, which could result in 
loss of principal. 

International investments are subject to special risks, including currency fluctuations and social, economic and political uncertainties, which could increase volatility. These risks are magnified in emerging markets. 

Asset-backed, mortgage-backed or mortgage-related securities are subject to prepayment and extension risks.

Real estate investment trusts (REITs) are closely linked to the performance of the real estate markets. REITs are subject to illiquidity, credit and interest rate risks, and risks associated with small- and mid-cap 
investments.
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Glossary of terms
BEA: Bureau of Economic Analysis
Bloomberg US Aggregate Bond Index: an unmanaged index of US investment-grade fixed-income securities.
Bloomberg US Corporate Investment Grade Bond Index: an unmanaged index of US investment-grade corporate bond securities.
Bloomberg Global Aggregate Total Return Index: measure of global investment grade debt from a multitude of local currency markets. This multi-currency benchmark includes treasury, government-related, 
corporate and securitized fixed-rate bonds from both developed and emerging markets issuers.
CPI (Consumer Price Index): measure of the average change in US consumer prices over time in a fixed market basket of goods and services as determined by US Bureau of Labor Statistics.
EPS (Earnings per Share): the portion of a company's profit allocated to each outstanding share of common stock.
Fed (Federal Reserve Board): the US central bank, responsible for policies designed to promote full economic growth, full employment, and price stability.
GDP: Gross Domestic Product
GFC (Global Financial Crisis): the severe economic and market downturn experienced in 2007-2008.
Hit Rate: Metric that measures the percentage of successful outcomes relative to the total number of opportunities.
Home Sales Median Price: measures the price at which half of existing homes sold for more and half sold for less.
MSCI All Country Asia Index: unmanaged index of large and mid cap stocks across Developed Markets countries and Emerging Markets countries in Asia. 
MSCI All-Country World Index (ACWI) Index: unmanaged index that captures large- and mid-cap representation across 23 developed markets and 24 emerging markets countries.
MSCI All-Country World Index (ACWI) ex US Index: unmanaged index that captures large- and mid-cap representation across emerging markets and developed markets (excluding the United States). The index 
covers approximately 85% of the global equity opportunity set outside the United States.
MSCI EM Index: unmanaged index of large- and mid-cap stocks in 27 emerging market countries.
MSCI Europe Index: unmanaged index of large- and mid-cap stocks across 15 Developed Markets (DM) countries in Europe.
MSCI EAFE Index: unmanaged index of equity securities from developed countries in Western Europe, the Far East, and Australasia.
MSCI UK Index: unmanaged index of large- and mid-cap stocks across the UK market.
MSCI USA Index: unmanaged index of US large- and mid-cap equity securities.
NAREIT All-Equity REITS Total Return Index:  free-float-adjusted market capitalization weighted index that includes all tax qualified REITS listed in the NYSE, AMEX and NASDAQ National Markets.
NFIB (National Federation of Independent Business): a US small business advocacy association, representing over 350,000 small and independent business owners.
NFIB Small Business Optimism Index: measure of small business sentiment produced by the National Federation of Independent Business based on its monthly survey of small business owners.
P/E Ratio: Price/Earnings ratio
PMI: Purchasing Manager’s Index
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Glossary of terms (continued)
Russell 1000 Index: a subset of the Russell 3000 Index that includes approximately 1,000 of the largest companies in the US equity universe.
Russell 1000 Growth Index: unmanaged index of large-cap stocks chosen for their growth orientation.
Russell 1000 Value Index: unmanaged index of large-cap stocks chosen for their value orientation.
Russell 2000 Index: unmanaged index of small-cap stocks.
Russell 2000 Growth Index: unmanaged index of small-cap stocks chosen for their growth orientation.
Russell 2000 Value Index: unmanaged index of small-cap stocks chosen for their value orientation.
Russell Mid Cap Index: unmanaged index consisting of the 800 smallest companies in the Russell 1000 Index.
Russell Mid Cap Growth Index: unmanaged index of mid-capitalization US equities that exhibit growth characteristics.
Russell Mid Cap Value Index: unmanaged index of mid-capitalization US equities that exhibit value characteristics.
S&P MidCap 400 Index: unmanaged index of 400 US mid-cap stocks
S&P 400 Growth Index: unmanaged index of mid-cap stocks having higher price-to-book ratios relative to the S&P 400 MidCap as a whole.
S&P 400 Value Index: unmanaged index of mid-cap stocks having lower price-to-book ratios relative to the S&P 400 MidCap as a whole.
S&P 500 Growth Index: unmanaged index of large-cap stocks selected based on sales growth, the ratio of earnings change to price and momentum.
S&P 500 Value Index:  unmanaged index of large-cap stocks selected based on the ratios of book value, earnings, and sales to price.
S&P 600 Index: unmanaged index of 600 US small-cap stocks 
S&P 600 Growth Index: unmanaged index of US small-cap growth stocks, selected based on sales growth, the ratio of earnings change to price, and momentum.
S&P 600 Value Index: unmanaged index of US small-cap value stocks, selected based on ratios of book value, earnings, and sales to price. 
S&P 500 Index: Unmanaged index of 500 stocks that is generally representative of the performance of larger companies in the US.
Yield Curve: Comparison of interest rates at a point in time of bonds with equal credit quality but different maturity dates.
YoY: Year over Year.
US Dollar Index (DXY): is a measure of the value of the US dollar against a basket of foreign currencies.
US Treasuries: Direct debt obligations issued and backed by the "full faith and credit" of the US government. The US government guarantees the principal and interest payments on US Treasuries when the securities 
are held to maturity. Unlike US treasury securities, 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 US 
government. Even when the US 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. 
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Additional important information
“Anatomy of a Recession” is a trademark of ClearBridge Investments, LLC. ClearBridge Investments, LLC is a subsidiary of Franklin Resources, Inc. 
This material is provided for general informational purposes only and should not be considered individualized investment advice, a recommendation or a solicitation to adopt any investment strategy. It does not 
constitute legal or tax advice. Franklin Templeton accepts no liability for losses arising from use of this material. 
The views expressed are those of the investment manager as of the publication date and may change without notice. These opinions and analyses are based on certain assumptions, including market conditions that 
may change. They may differ from those of other portfolio managers or from the firm as a whole. 
This material is not intended to provide a complete analysis of all material facts regarding any country, region or market. No assurance can be given that any forecast, projection or prediction regarding economies or 
financial markets will be realized. References to specific securities are for illustrative purposes only and should not be interpreted as recommendations or a solicitation to buy, sell, or hold any security. 
Any research or analysis in this material has been prepared by Franklin Templeton for its own purposes and is provided incidentally. While the information included is believed to be reliable, its accuracy and 
completeness cannot be guaranteed, and it is subject to change without notice. 
Past performance does not guarantee future results, or any profit or gain. All investments involve risks, including possible loss of principal. 
Franklin Templeton offers environmental, social and governance (ESG) capabilities, though not all strategies or products incorporate ESG as part of the investment process. 

Investment strategies and services may not be available in all jurisdictions. Please consult your financial professional or Franklin Templeton contact for further information. 
Brazil: Issued by Franklin Templeton Brasil Ltda. Canada: Issued by Franklin Templeton Investments Corp. Offshore Americas: In the United States, this publication is made available by Franklin Templeton. United 
States: Issued by Franklin Templeton. Investments are not FDIC insured; may lose value; and are not bank guaranteed. 
Europe: Issued by Franklin Templeton International Services S.à r.l., 8A, rue Albert Borschette, L-1246 Luxembourg. Poland: Issued by Templeton Asset Management (Poland) TFI S.A.; Rondo ONZ 1; 00-124 Warsaw. 
Saudi Arabia: Issued by Franklin Templeton Financial Company, 13512 Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. South Africa: Issued by Franklin Templeton Investments SA (PTY) Limited, which 
is authorised by the FSCA as a Financial Service Provider (No.44475). Switzerland: Issued by Franklin Templeton Switzerland Ltd, Talstrasse 41, CH-8001 Zurich. Middle East & Africa (ex South Africa): Issued by 
Franklin Templeton Investments (ME) Limited, which is regulated by the Dubai Financial Services Authority. Address: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 
506613, Dubai, U.A.E. Tel: +971(04) 428 4100. United Kingdom: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London EC4N 6HL. 
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