Rising interest rates,
shrinking GDP and an
inverted yield curve
are early warning
signs the U.S. could
be headed for a
recession.

As the world tentatively emerged from the COVID-19 pandemic in early
2021, the U.S. economy benefited from pent-up consumer demand.
Americans increased spending as they cautiously ventured from their
homes, eventually resulting in annual GDP growth of 5.7% by the end of
2021

The fourth quarter of 2021 was especially strong, growing by 6.9%
during the holiday shopping season.? Other signs also indicated that
the U.S. economy was well into recovery mode. Unemployment, for
example, which had skyrocketed to a record-setting 14.7% in the early
days of the pandemic, dropped to 3.9% just 18 months later.?

Given all these positive indicators, it’s understandable that many
Americans saw only smooth sailing ahead as we entered 2022.
However, more potential challenges were churning just below

the surface. Manufacturers and wholesalers, still grappling with

supply chain issues, were forced to pass along higher production
costs to consumers. Rising labor costs, the Russia-Ukraine war and
unprecedented government spending also contributed to rising prices.
By March, the Consumer Price Index (CPI) had increased 8.5% year-
over-year, the largest 12-month increase since December 1981.4

As a result, many consumers reduced their spending, leading to a

GDP decline of 1.4% in the first quarter of 2022.5 Is the contraction a
sign that the U.S. is headed for a potential recession soon? What does
history tell us about recessions — and what steps should investors take
to prepare for a possible pullback in the coming months?

The economy is generally considered to be in a recession when

we experience two or more consecutive quarters of negative GDP
growth. However, analysts also use other factors to measure whether
a recession has occurred, including rising unemployment, declining
sales and production, and a drop in real income.®
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The U.S. has experienced a total of 19 recessions, with 14 of them
occurring in the past 100 years.” The most notable recessions include:

Worst GDP e

Years Unemployment Contributing Factor(s)

Drop Rate

1929-1933

-12.9% 24.9% Stock market crash of

The Great
e (1932) (1933) 1929
1949 -5.4% 7.9% Fed raising interest rates
Qn (Oct 1949) too quickly
-4.8% 9.0% .
1973-1975 (Q11975) (May 1975) OPEC oil embargo
Fed raising interest rates
- 0, 0,
1980-1982 8.0% 10.8% to combat inflation;

(Q21980) | (Nov +Dec1982) 1 - ior 6il embargo

-3.6% 78% 1989 savings and loan

1990-1991 (Q4 1990) (June 1992) cr|5|’s; _hlghgr interest ra_tes;
Irag’s invasion of Kuwait

-1.6% 6.3%
2001 Q3) (June 2003) Dot-com bubble burst
2008-2009
-8.5% 10% . .
The Grgat (Q4 2008) (Oct 2009) Global bank credit crisis
Recession
-31.2% 14.7% .
2020 Q2) (April 2020) COVID-19 pandemic

While they generally vary in length and severity, since World War

I, recessions have lasted 11.1 months on average.® The tricky part is
identifying a recession while it’s happening; by the time most recessions
are recognized as such, they’re almost over. For instance, the Great
Recession of 2008-2009 wasn’t officially announced until December
2008, almost a full year after it started. And in 2020, we were already
done with the shortest recession on record by the time it was declared as
such.®

Still, there are signs to look for that a potential recession could

be looming. One sign is an inverted yield curve, when short-term
government securities yields are higher than the 10-year Treasury

bond. Although not every inverted yield curve has been followed by a
recession, every recession has been preceded by an inverted yield curve.
In March 2022, the yield curve inverted when the two-year Treasury
exceeded the 10-year rate.”®

Rising interest rates can also be a catalyst for recession. The Federal
Reserve has pushed the U.S. into recession in the past by raising rates too
aggressively. The Fed began hiking interest rates in April and is expected
to increase rates by 50 basis points (.50%) at both its May and June
meetings in an effort to combat inflation.”
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Does the combination of inverted yield curve, rising interest rates and
first-quarter GDP contraction indicate a recession is on the horizon? An
increasing number of analysts believe so, particularly as the Fed prepares
to raise interest rates again.”?

If we are headed toward a recession, what actions should investors take
to prepare? Here are a few things you need to know:

* Like the markets, you can’t time a recession. Since we often don’t
know we’re in a recession or how long it will last, it’s impossible to
pinpoint when we’re at the bottom. Markets often sell off before we
know the full impact — and rebound ahead of recovery.

* One strategy may be to set aside short-term assets. The average
recession lasts about a year. Your short-term assets can be used
to get you through that period and allow you to take advantage of
opportunities when the economy begins to recover, without dipping
into your intermediate- and long-term investments.

* Another strategy may be to focus on commodities and real assets.
As we head into a recession, earnings tend to struggle as most
companies focus more on a strong balance sheet and less on growth.
Consider investing in companies that produce and sell products
people need (such as food and gas) instead of want (like luxury
goods and electronics).

A recession can impact your financial plan, including possible job

loss, reduced income or even a change on when you retire. If you're
concerned about a potential recession and its effect on your retirement,
reach out to your financial professional. He or she can help you identify
strategies to ride out a recession while staying focused on your long-
term goals.
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