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Anatomy of a Recession: 3Q26 Outlook
As of July 1, 2026

US Economic and Market Outlook1

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

Anatomy of a Recession (AOR): US Recession Risk Indicators
ClearBridge Investments, one of Franklin Templetons 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.

June 30, 20262 March 31, 2026 December 31, 2025

Consumer

Housing Permits   

Job Sentiment   

Jobless Claims   

Retail Sales   

Wage Growth   

Business 
Activity

Commodities   

ISM New Orders   

Profit Margins   

Truck Shipments   

Financial

Credit Spreads   

Money Supply   

Yield Curve   

Overall Signal   

 Expansion  Caution  Recession

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. 
1. 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.
2. Data as of June 30, 2026. Sources: BLS, Federal Reserve, Census Bureau, ISM, BEA, American Chemistry Council, American Trucking Association, Conference Board, Bloomberg, CME, FactSet and Macrobond. 
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.



Relief at the Pump
Brent Crude Oil3

• 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.

Peak Oil, Lower Yields
Change in 10-Year US Treasury Yield Following Historical Peaks in Brent Crude Oil4

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

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

3. Sources: Intercontinental Exchange (ICE), Macrobond. Latest available data as of June 30, 2026.
4. Data as of June 30, 2026. Sources: ICE, Federal Reserve, Bloomberg. 
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Strength Begets Strength
Top 15 S&P 500 Quarters Since 19505

Average Price Change

Quarter Percentage 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%

EPS Revisions Resilient6
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Typical Path*

2026

• 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.

5. Data as of June 30, 2026. Sources: FactSet, S&P. 
6. *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. 
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Higher Valuation Regime: Growth
Russell 1000 Growth Index NTM P/E7

37.0x 

32.0x 

27.0x 

22.0x 

17.0x
2020 2021 2022 2023 2024 2025 2026

Above 25x 

Below 25x 

Russell 1000 Growth
April 
2020 Current

% 
Change 

Index Level 1,150 3,308 188%

NTM EPS $46 $132 188%

NTM P/E 25x 25x 0%

• Since the pandemic, the Russell 1000 Growth Index 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 cycles returns have been predominantly driven by EPS growth rather than P/E expansion.

Earnings Revisions Favor Emerging Markets
2026E YTD EPS Revisions in USD8

27.4%

8.2%
3.7%

1.7%

Emerging Markets United States Japan Europe
• Emerging markets are seeing materially higher earnings estimates for 2026 which could bode well for the asset class.

7. Data as of June 30, 2026. Sources: FactSet. 
8. 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. 
All investments involve risks, including possible loss of principal. Equity securities are subject to price fluctuation and possible 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. Active management does not ensure gains or 
protect against market declines. Diversification does not guarantee a profit or protect against a loss. 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. Issued in the US by Franklin 
Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com. 
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