
CLEARBRIDGE INVESTMENTS
Multiple compression drove equity losses
• The current bear market is in its early stages, with multiple 

compression having driven losses so far through June. 
• The second leg of most bear markets features earnings contraction. 

Recently, earnings revisions have started to drift lower, and we see a 
strong possibility of more meaningful downward revisions as we 
move through the back half of the year.

• Where equities ultimately bottom will depend on how well the 
economy holds up and the trajectory of corporate earnings.

• A recession does not appear imminent. The ClearBridge Recession 
Risk Dashboard, however, is showing signs of strain. While it remains 
an overall expansionary green, Credit Spreads, ISM New Orders and 
Retail Sales saw worsening signal changes during the month.

• Three key attributes have helped high-quality dividend payers this 
year—downside protection, current income and dividend growth. 

• Bear markets remind us that dividends—albeit prosaic—are 
responsible for 40% of total return over the long term. 

• In flat-to-down markets, dividends provide a cash flow return to 
investors that can offset share price stagnation or depreciation. 

• Dividend growth is critical during inflationary periods. As inflation 
erodes the value of a dollar, growing dividends help to maintain 
purchasing power. 

BRANDYWINE GLOBAL
Looking at the glass half full
• Aggressive monetary policy tightening, enduring supply chain 

disruptions, mounting recession concerns and the Russia-Ukraine 
conflict proved to be a toxic cocktail for risk sentiment as both stocks 
and bonds slumped deep into the red through June. 

• Yet, looking at the glass half full, fixed income assets are finally living 
up to their name. Bonds have begun to pay attractive income with 
yields significantly higher than at the beginning of the year, including a 
near six-fold expansion in the share of bonds yielding more than 3%, 
based on the Bloomberg Multiverse Index.1

• After two years of remarkable stock market gains and record low 
bond yields, fixed income has also started to look more compelling vs. 
stocks as a competitive play for both yield and returns. The yields on 
the 10-Year US Treasury bond and the Bloomberg US Aggregate Bond 
Index are more than double the dividend yield on the S&P 500. 1

• Inflation could subside materially, but real economic global growth is 
likely to underwhelm in the second half; we see a more constructive 
environment for bonds, particularly high-quality sovereigns. 

FRANKLIN EQUITY GROUP
The dividend trend may be your friend
• We have seen very strong dividend trends over the past year and 

good opportunities across sectors. The outlook remains positive.
• Many companies that cut dividends during the pandemic have 

reinstated them—in some instances, at higher levels than before. 
• The energy sector is one example. The banking sector is another area 

that has seen solid expansion since last summer. We also have a 
positive dividend outlook in the health care sector, an industry that 
has more predictable demand and good pricing innovation. Finally, we 
still see opportunities in the technology sector. 

• In our view, the key is to invest in high-quality, blue-chip companies, 
which allow for better dividend growth and stronger dividend 
resilience during difficult times. 

WESTERN ASSET
Antidote to pessimism: Change in inflation outlook
• All investment themes have generally become dependent on the 

outlook for inflation and central bank policy.
• Monetary policy and fiscal policy are tightening, while supply 

bottlenecks and commodity price pressures are easing.
• Central banks are in an unrelenting war against inflation as they raise 

rates; growth may not be immediately challenged but could become 
so over time.

• Our strong expectation is the inflation rate going forward is going to 
be declining. We think that fading pessimism, both with respect to 
rates and credit spreads, is justified.

• All sectors have been crushed year-to-date except non-agency 
residential mortgage-backed securities. Central banks’ aggressiveness 
has raised fears that global growth will slow in a meaningful way. 

• The bear market has been painful, but historically after periods of 
drawdown like this, sharp positive returns soon followed.
• Investment-grade credit: The risk/reward dynamic is strong. Implied 
default rates—in double digits—overwhelm historical experience.

•High-yield: Pessimism is also evident in contrast to credit metrics, 
with the highest implied default probability since 1970.

•Bank loans: The asset class has compelling attributes. Credit metrics 
are strong, and bank loans benefit from a floating-rate component 
that can take advantage of higher short-term rates.

•EM: Caution is warranted. The sector is challenged by higher central 
bank rates and not as many fiscal levers to pull as developed market 
countries. It needs to be considered on a country-by-country basis.

FRANKLIN TEMPLETON FIXED INCOME 
Key themes: Dry powder, limiting duration
• Inflation has become a top macroeconomic concern, reaching multi-

decade highs in both the United States and the euro area. 
• Having underestimated inflation risks, major central banks are now 

scrambling to regain control of price dynamics and rebuild credibility.
• The sizable and quick tightening of monetary policy needed to tame 

inflation carries significant risks. Tightening may be sharper than 
currently expected. 

• Limiting duration remains one of our main underlying strategy themes 
to protect against a further above-consensus rise in yields. 

• Investors should also consider asset classes that can continue to 
provide value during periods of rising rates. Bank loans look attractive 
to us relative to traditional fixed income assets due to their floating-
rate structure and short duration. 

• Looking forward, economic growth is set to slow and we believe risks 
of a recession over an 18-24 month horizon are rising. Slowing growth 
and tightening liquidity will put significant stress on fundamentals and 
could result in higher risk premiums across spread sectors. 

• We are likely to see higher quality, less-cyclical investments that are 
less vulnerable to a demand slowdown outperform and provide 
greater protection from potential fundamental weakness. 

• We recommend investors keep “dry powder” to take advantage of the 
attractive opportunities that will arise as we get greater visibility on the 
length and severity of both the monetary tightening cycle and the 
economic slowdown.
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THE YIELD ATTRACTION

TRENDING: 
DIVIDEND-ORIENTED 
EQUITY FUNDS

SHOCKS CAN 
ACCELERATE 
INNOVATION

1. Source:  Bloomberg. As of June 30, 2022. 
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Key Themes

Corporate fundamentals continue to support lower-rated fixed income sectors such as 
high yield bonds and bank loans. Default rates remain very low, yet high yield bonds have 
implied default probabilities not seen in many decades, as though the economy is facing 
a deep recession. 

Flexible funds dipping into high yield sectors may be able to nimbly move to take 
advantage of opportunities generated by market volatility. 

Select municipal bonds retain attractive yields relative to Treasuries on a taxable 
equivalent basis, given the strength of issuers’ balanced budgets, surpluses and prudent 
spending plans.

In bull markets with strong price appreciation, it is often forgotten that dividends are 
responsible for a significant portion of equities’ total return over the long term. But in 
flat or down markets, the dividend cushion is a real psychological and financial 
portfolio boost. Dividend growing companies usually have strong fundamentals that 
help them to ride out difficult market periods better and may help combat the 
erosion of purchasing power during inflationary periods.

Growth is still a powerful force driving long-term value creation.  In the short term, 
market sentiment may favor other sectors and asset classes as valuations reset.  But two 
recent global shocks—the COVID-19 pandemic and Russia’s invasion of Ukraine—have 
accelerated change in many ways, from workflow automation and mRNA vaccines to 
agricultural technology and renewable energy. 

THEME RATIONALE

Rising rates have made short duration bond funds more than places to hide out during 
market volatility. Offering, in some cases, much higher yields than money markets with 
less exposure to interest rate risk than longer duration funds is a potentially lower-risk 
way to help protect purchasing power in an inflationary environment.
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Franklin Templeton Investments comprises multiple independent investment 
teams located around the world. As individual portfolio managers and teams 
pursue different fund mandates, there will always be different views held on the 
markets, and we consider that a strength. The insights represent the current 
views of senior investment leaders and are subject to change.
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