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for a soft landing

We believe business development companies offer an attractive
option for portfolio diversification. Historically, they have had low
correlation to yield-oriented asset classes and are well positioned
for varying interest-rate environments.
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The notion that the United States can avoid a recession has gained traction as recent economic data shows the
economy still growing. While certain indicators, notably employment and manufacturing activity, have softened,
the economy has maintained its positive momentum on the back of resilient consumer spending.

A so-called soft landing would be positive for business development companies (BDCs). BDCs provide financing

to midsize private companies. An expanding economy would enable borrowers to stay current on their obligations
and keep problem loans to a manageable level. Because BDCs don’t need the economy to thrive, even slow gross
domestic product (GDP) growth would be sufficient to maintain good BDC returns. To this point, public BDC credit
performance has remained benign, as the median public BDC net asset value for the third quarter declined by only
0.35% versus the previous quarter, and median BDC non-accrual rates, a measure of stressed borrowers, declined
by 9 basis points (bps) during the quarter.*

Also, data from BDCs” middle market portfolio companies confirmed that these enterprises are generally navigating
the choppy economy well. The Golub Capital Altman Index of approximately 150 middle market businesses showed
year-over-year revenue and EBITDA (earnings before interest, taxes, depreciation and amortization) up 5.1% and
7.9% respectively through August 2023.

Less aggressive Fed could preserve BDC earnings strength

A non-recessionary economy would also reduce pressure on the Federal Reserve (Fed) to aggressively cut rates,
which should help keep BDC earnings and dividends close to their current high levels. Expectations for Fed rate
cuts changed considerably throughout 2024 as the market digested GDP and inflation data. In mid-January 2024,
the federal funds futures markets priced in more than six 25-basis-point interest-rate cuts by year-end. However,
by April, markets had dramatically reduced expectations—to only a single 25-basis-point cut. As of mid-November,
the futures markets reverted a bit, embedding one more quarter-point cut in December, or 100 bps in total for the
year and from the peak federal funds level.
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Most loans originated by BDCs are floating rate, so the current elevated interest-rate level, while not quite as high
as it was before the September and November 2024 cuts, contributes directly to strong BDC investment income.
With their high current yield, BDCs have been a top performer among income-producing asset classes this year.
The S&P BDC Index generated a total return of 10.6% through October 31, with the bulk of the return coming
from dividends.

BDCs are the Best Income-Producing Asset Class Year to Date

Total returns for income-producing asset classes, 1/2/24 — 10/31/24
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Sources: The S&P BDC Index, ICE BofA U.S. High Yield Index, The S&P/LSTA Leveraged Loan Index, ICE BofA 3-Month US Treasury
Bill Index, ICE BofA US Corporate Index, ICE BofA Current 10-Year US Treasury Index. Indexes are unmanaged and one cannot directly
invest in them. They do notinclude fees, expenses or sales charges. Past performance is no guarantee of future results.

How will BDCs fare with additional rate cuts?

It is natural to ask what will happen to BDC earnings and dividends in response to further Fed rate cuts. While BDC
dividends are up meaningfully since the Fed cycle started, BDCs recognize the sensitivity of their earnings streams
to rates and therefore have not increased their dividend payouts as much as they have grown their earnings.

Our research indicates that, on average, base rates could decline by 200 bps from 2024’s peak and most BDCs would
still cover their full regular dividends with investment earnings. In addition, a decline in rates would likely spur higher
loan origination, which would contribute additional fee income to BDCs, further supporting current dividends.

We continue to believe BDCs offer an attractive option for portfolio
diversification. Historically, they have had low correlation to yield-oriented
asset classes.
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Also, after multiple quarters of dividend payout ratios being less than 100% of earnings, BDCs have built up
substantial “spillover” income that could be used to pay dividends. In many cases, this spillover income can total
close to three quarters worth of earnings, offering a significant potential cushion.

A number of BDCs have chosen to augment their regular dividends with smaller supplemental quarterly dividends

to distribute some of their increased earnings to investors. These typically have boosted annual dividends by 10% to
15%.% Given that rates will likely be cut by 100 bps below peak by year-end, we expect these supplemental dividends
will be partially reduced. If rates were to decline by a total of 200 basis points from the peak, we would expect most
BDCs to entirely eliminate their supplemental dividends while still maintaining their regular dividends. In this scenario,
we would expect BDC total dividends—both regular and supplemental—to be about 85% of their peak levels.

BDCs still offer attractive yields, but active management is key

In these potential rate-cutting scenarios, we believe BDCs would still offer an attractive level of current income,
especially when considering that other income-producing asset classes would also feel the impact of rate cuts.

We are starting to see some differentiation in credit performance among
the BDCs. This is a time where active management can be a benefit.

The higher rate and inflation environment has put stress on some businesses, and we are starting to see some
differentiation in credit performance among the BDCs. This is a time where active management can be a benefit, with
the flexibility to focus on BDCs that are expected to continue to show good credit results. Similarly, active managers
can steer the portfolio toward those BDCs that can better sustain strong dividends as interest rates are cut.

We continue to believe BDCs offer an attractive option for portfolio diversification. Historically, they have had low
correlation to yield-oriented asset classes and are well positioned for varying interest-rate environments.

Endnotes

1 Source: BDC analysis from Raymond James, as of 11/15/24.
2 Sources: Bloomberg, Putnam research, as of 11/15/24.

Index Definitions
The S&P BDC Index is designed to track leading business development companies that trade on major US exchanges.

The S&P/LSTA Leveraged Loan Index is a market value-weighted index that tracks the performance of institutional leveraged loans. It’s a
common benchmark that’s updated daily to provide insights into market trends and movements. The LLI is based on data on loan prices,
spreads, and other key metrics.

ICE BofA 3-Month US Treasury Bill Index is an unmanaged index that comprises a single US Treasury issue with approximately three months
to final maturity, purchased at the beginning of each month and held for one full month.

ICE BofA Current 10-Year US Treasury Index is a one-security index comprised of the most recently issued 10-year US Treasury note.

ICE BofA US Corporate Index tracks the performance of US dollar denominated investment grade corporate debt publicly issued in the
US domestic market.

ICE BofA US High Yield Index tracks the performance of US dollar denominated below investment grade corporate debt publicly issued in
the US domestic market.
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WHAT ARE THE RISKS?

Allinvestments involve risks, including possible loss of
principal.

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.

Business development companies (BDCs) generally investin
less mature US private companies or thinly traded US public
companies, which involves greater risk than well-established
publicly traded companies.

The use of leverage by BDCs magnifies gains and losses on
amounts invested and increases the risks associated with
investing in BDCs. A BDC may make investments with greater

risk of volatility and loss of principal than other investment options
and may also be highly speculative and aggressive. Certain BDCs
may also be difficult to value since many of the assets of BDCs

do not have readily ascertainable market values.

Active management does not ensure gains or protect against
market declines.

IMPORTANT LEGAL INFORMATION

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 underlying assumptions
and these views are subject to change based on market and other
conditions and may differ from other portfolio managers or of the
firm as a whole. The information provided in this material is not
intended as a complete analysis of every material fact regarding
any country, region or market. There is no assurance that any
prediction, projection or forecast on the economy, stock market,
bond market or the economic trends of the markets will be realized.
The value of investments and the income from them can go down
as well as up and you may not get back the full amount that you
invested. Past performance is not necessarily indicative nor a
guarantee of future performance. All investments involve risks,
including possible loss of principal.

Any research and analysis contained in this material has been
procured by Franklin Templeton for its own purposes and may
be acted upon in that connection and, as such, is provided to
you incidentally. Data from third party sources may have been
used in the preparation of this material and Franklin Templeton
(“FT”) has not independently verified, validated or audited such
data. Although information has been obtained from sources that
Franklin Templeton believes to be reliable, no guarantee can be
given as to its accuracy and such information may be incomplete
or condensed and may be subject to change at any time without
notice. The mention of any individual securities should neither
constitute nor be construed as a recommendation to purchase,
hold or sell any securities, and the information provided regarding
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such individual securities (if any) is not a sufficient basis upon which
to make an investment decision. FT accepts no liability whatsoever
forany 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 U.S. by other FT affiliates
and/or their distributors as local laws and regulation permits.
Please consult your own financial professional or Franklin
Templeton institutional contact for further information on
availability of products and services in your jurisdiction.

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.
Allinvestments involve risks, including possible loss of principal.
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Street West, Suite 1500, Toronto, ON, M5H 3T4, (800) 387-0830,
Fax: (416) 364-1163, www.franklintempleton.ca.
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6HL. Tel +44 (0)20 7073 8500. Authorised and regulated in the United
Kingdom by the Financial Conduct Authority.

Luxembourg: Franklin Templeton International Services S.a

r.l. (FTIS), registered office 8A, rue Albert Borschette, [-1246
Luxembourg. Authorised and regulated in Luxembourg by the
Commission de Surveillance du Secteur Financier (CSSF) and
authorised to conduct specific investment business in other
European countries via UCITS and AIFMD outward service or via
any of the following outbound FTIS S.a.r.l. branches as listed below:

Germany: FTIS Branch Frankfurt, Mainzer Landstr. 16,
60325 Frankfurt/Main, Germany. Tel +49 (0) 69/27223-557,
Fax +49 (0) 69/27223-622, institutional@franklintempleton.de.

Netherlands: FTIS Branch Amsterdam, World Trade Center
Amsterdam, H-Toren, 16e verdieping, Zuidplein 134,
1077 XV Amsterdam, Netherlands. Tel +31 (0) 20 575 2890.



Romania: Franklin Templeton International Services S.AR.L.
Luxembourg, Bucharest Branch, at 78-80 Buzesti Str, Premium
Point, 8th Floor, Bucharest 1, 011017, Romania. Registered
with Romania Financial Supervisory Authority under no.
PJMO7.1IAFIASMDLUX0037/10 March 2016 and authorized and
regulated in Luxembourg by Commission de Surveillance du
Secture Financiere. Telephone: +40 21 200 9600.

Spain: Franklin Templeton International Services S.ar.l. -
Spanish Branch, Professional of the Financial Sector under the
Supervision of CNMV, José Ortega y Gasset 29, Madrid, Spain.
Tel +34 91 426 3600, Fax +34 91 577 1857.

Sweden: FTIS Branch Stockholm, Blasieholmsgatan 5,
SE-11148, Stockholm, Sweden. Tel +46 (0)8 545 012 30,
nordicinfo@franklintempleton.com.

South Africa: Franklin Templeton Investments SA (PTY) Ltd.,
which is an authorised Financial Services Provider. Kildare House,
The Oval, 1 Oakdale Road, Newlands, 7700 Cape Town, South
Africa. Tel +27 (21) 831 7400, Fax +27 (11) 341 2301,
www.franklintempleton.co.za.

Switzerland: Franklin Templeton Switzerland Ltd., Stockerstrasse
38, CH 8002 Zurich, Switzerland. Tel +41 44 217 81 81, Fax +41 44 217
81 82, info@franklintempleton.ch.

United Arab Emirates: Issued by Franklin Templeton Investments
(ME) Limited, authorised and regulated by the Dubai Financial
Services Authority. Dubai office: Franklin Templeton Investments,
The Gate, East Wing, Level 2, Dubai International Financial Centre,
P.O. Box 506613, Dubai, U . E. Tel +9714 4284100, Fax +9714 4284140.
Thisis not an offer to sell or a solicitation of an offer to purchase
securities in any jurisdiction where it would be illegal to do so.
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