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When is the next recession?
That’s one of the questions we hear most often, especially now as the Federal Reserve 
CIITGUUKXGN[�JKMGU�KPVGTGUV�TCVGU�VQ�TGKP�KP�KPƃCVKQP�CV����[GCT�JKIJU��+V�UGGOU�ENGCT�VQ�WU�
VJCV�VJG�7�5��YKNN�GPVGT�C�TGEGUUKQP�D[�GCTN[�������KH�KV�JCUPoV�CNTGCF[��1WT�GZRGEVCVKQP�KU�
VJCV�KV�YKNN�DG�NGUU�FCOCIKPI�VJCP�VJG������INQDCN�ƂPCPEKCN�ETKUKU��CNVJQWIJ�VJG�HWNN�GZVGPV�
of the economic impact won’t be known for some time.

Recessions can be complicated, misunderstood and downright scary. But, most of all, 
VJG[oTG�JCTF�VQ�RTGFKEV��CU�2CWN�5COWGNUQP�t�VJG�ƂTUV�#OGTKECP�VQ�YKP�VJG�0QDGN�2TK\G�KP�
'EQPQOKEU�t�YT[N[�PQVGF�KP�VJG�����U��5Q�TCVJGT�VJCP�RTGFKEVKPI�VJG�GZCEV�FCVG�QH�VJG�
PGZV�TGEGUUKQP��VJKU�IWKFG�YKNN�QHHGT�RGTURGEVKXGU�QP�VJG�HQNNQYKPI�SWGUVKQPU� 

• What factors have contributed to previous recessions?

• How have equities moved during past contractions?

• What are the most consistent economic indicators to watch?

• How close is the next recession?

• What can investors do to prepare?

Let’s start with the most basic question: What causes recessions?

Investments are not FDIC-insured, nor are they deposits of or guaranteed 
by a bank or any other entity, so they may lose value.

Darrell Spence
Economist

Jared Franz
Economist

“The stock market has 
predicted nine of the 
NCUV�ƂXG�TGEGUUKQPU�”

— PAUL SAMUELSON, 1966
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EARLY

•   Economic activity accelerates
•   Hours worked rise
•   Housing activity increases 
•   Central bank policy eases

MID

r���2TQƂV�OCTIKPU�RGCM
•   Employment improves
•   Credit demand picks up
r���+PƃCVKQP�PGCTU�VCTIGV

LATE

•   Labor markets tighten
•   Costs soar
r���2TQƂV�OCTIKPU�EQPVTCEV
•   Central bank policy tightens

RECESSION

•   Economic activity declines
•   Credit contracts
•   Unemployment rises
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What causes recessions?

5QWTEGU��%CRKVCN�)TQWR��(CEV5GV��)&2�FCVC�CTG�KP�75&�CPF�CTG�VJG�NCVGUV�CXCKNCDNG�VJTQWIJ����������%QWPVT[�RQUKVKQPU�YKVJKP�VJG�DWUKPGUU�E[ENG�CTG�HQTYCTF�NQQMKPI�GUVKOCVGU�D[�
Capital Group economists as of June 2022.

#�TGEGUUKQP�KU�EQOOQPN[�FGƂPGF�CU�CV�NGCUV�VYQ�EQPUGEWVKXG�SWCTVGTU�QH�FGENKPKPI�
)&2�
ITQUU�FQOGUVKE�RTQFWEV��CHVGT�C�RGTKQF�QH�ITQYVJ��CNVJQWIJ�VJCV�KUPoV�
GPQWIJ�QP�KVU�QYP��6JG�0CVKQPCN�$WTGCW�QH�'EQPQOKE�4GUGCTEJ�
0$'4���YJKEJ�KU�
TGURQPUKDNG�HQT�DWUKPGUU�E[ENG�FCVKPI��FGƂPGU�TGEGUUKQPU�CU�pC�UKIPKƂECPV�FGENKPG�
in economic activity spread across the economy, lasting more than a few months, 
PQTOCNN[�XKUKDNG�KP�TGCN�)&2��TGCN�KPEQOG��GORNQ[OGPV��KPFWUVTKCN�RTQFWEVKQP�CPF�
YJQNGUCNG�TGVCKN�UCNGU�q�+P�VJKU�IWKFG��YG�YKNN�WUG�0$'4oU�QHƂEKCN�FCVGU�

2CUV�TGEGUUKQPU�JCXG�QEEWTTGF�HQT�OCP[�TGCUQPU��DWV�V[RKECNN[�CTG�VJG�TGUWNV�QH�
GEQPQOKE�KODCNCPEGU�VJCV��WNVKOCVGN[��PGGF�VQ�DG�EQTTGEVGF��(QT�GZCORNG��VJG�

�����TGEGUUKQP�YCU�ECWUGF�D[�GZEGUU�FGDV�KP�VJG�JQWUKPI�OCTMGV��YJKNG�VJG������
EQPVTCEVKQP�YCU�ECWUGF�D[�CP�CUUGV�DWDDNG�KP�VGEJPQNQI[�UVQEMU��#P�WPGZRGEVGF�
shock such as the COVID-19 pandemic, widespread enough to damage corporate 
RTQƂVU�CPF�VTKIIGT�LQD�EWVU��CNUQ�ECP�DG�TGURQPUKDNG�

When unemployment rises, consumers typically reduce spending, which further 
pressures economic growth, company earnings and stock prices. These factors can 
fuel a vicious cycle that topples an economy. Although they can be painful to live 
VJTQWIJ��TGEGUUKQPU�CTG�C�PCVWTCN�CPF�PGEGUUCT[�OGCPU�QH�ENGCTKPI�QWV�GZEGUUGU�
DGHQTG�VJG�PGZV�GEQPQOKE�GZRCPUKQP�

Tracking a recession
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How long do recessions last?
The good news is that recessions generally haven’t lasted very long. Our analysis 
of 11 cycles since 1950 shows that recessions have persisted between two and 18 
months, with the average spanning about 10 months. For those directly affected 
D[�LQD�NQUU�QT�DWUKPGUU�ENQUWTGU��VJCV�ECP�HGGN�NKMG�CP�GVGTPKV[��$WV�KPXGUVQTU�YKVJ�C�
NQPI�VGTO�KPXGUVOGPV�JQTK\QP�YQWNF�DG�DGVVGT�UGTXGF�NQQMKPI�CV�VJG�HWNN�RKEVWTG�

5QWTEGU��%CRKVCN�)TQWR��0CVKQPCN�$WTGCW�QH�'EQPQOKE�4GUGCTEJ��4GƂPKVKX�&CVCUVTGCO��%JCTV�FCVC�KU�NCVGUV�CXCKNCDNG�CU�QH���������CPF�UJQYP�QP�C�NQICTKVJOKE�UECNG��6JG�GZRCPUKQP�VJCV�
DGICP�KP������KU�UVKNN�EQPUKFGTGF�EWTTGPV�CU�QH���������CPF�KU�PQV�KPENWFGF�KP�VJG�CXGTCIG�GZRCPUKQP�UWOOCT[�UVCVKUVKEU��5KPEG�0$'4�CPPQWPEGU�TGEGUUKQP�UVCTV�CPF�GPF�OQPVJU��TCVJGT�
VJCP�GZCEV�FCVGU��YG�JCXG�WUGF�OQPVJ�GPF�FCVGU�CU�C�RTQZ[�HQT�ECNEWNCVKQPU�QH�LQDU�CFFGF��0GCTGUV�SWCTVGT�GPF�XCNWGU�WUGF�HQT�)&2�ITQYVJ�TCVGU��

Recessions are painful, but expansions have been powerful
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Recessions are relatively small blips in economic history. Over the last 70 years, 
VJG�7�5��JCU�DGGP�KP�CP�QHƂEKCN�TGEGUUKQP�NGUU�VJCP�����QH�CNN�OQPVJU��/QTGQXGT��
VJGKT�PGV�GEQPQOKE�KORCEV�JCU�DGGP�TGNCVKXGN[�UOCNN��6JG�CXGTCIG�GZRCPUKQP�
KPETGCUGF�GEQPQOKE�QWVRWV�D[�CNOQUV������YJGTGCU�VJG�CXGTCIG�TGEGUUKQP�
TGFWEGF�)&2�D[�������'SWKV[�TGVWTPU�ECP�GXGP�DG�RQUKVKXG�QXGT�VJG�HWNN�NGPIVJ�QH�
a contraction since some of the strongest stock rallies have occurred during the 
late stages of a recession.
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Equities have typically peaked months before a recession, but can bounce back quickly

6JG�GZCEV�VKOKPI�QH�C�TGEGUUKQP�KU�JCTF�VQ�RTGFKEV��DWV�KVoU�UVKNN�YKUG�VQ�VJKPM� 
CDQWV�JQY�QPG�EQWNF�CHHGEV�[QWT�RQTVHQNKQ��$GCT�OCTMGVU�
OCTMGV�FGENKPGU�QH�
����QT�OQTG��CPF�TGEGUUKQPU�JCXG�QHVGP�QXGTNCRRGF�t�YKVJ�GSWKVKGU�NGCFKPI�VJG�
GEQPQOKE�E[ENG�D[�UKZ�VQ�UGXGP�OQPVJU�QP�VJG�YC[�FQYP�CPF�CICKP�QP�VJG�YC[�WR�

Still, aggressive market-timing moves, such as shifting an entire portfolio into cash, 
ECP�DCEMƂTG��5QOG�QH�VJG�UVTQPIGUV�TGVWTPU�ECP�QEEWT�FWTKPI�VJG�NCVG�UVCIGU�QH�CP�
economic cycle or immediately after a market bottom.

What happens to the stock market during a recession?

5QWTEGU��%CRKVCN�)TQWR��(GFGTCN�4GUGTXG�$QCTF��*CXGT�#PCN[VKEU��0CVKQPCN�$WTGCW�QH�'EQPQOKE�4GUGCTEJ��5VCPFCTF���2QQToU��&CVC�TGƃGEVU�VJG�CXGTCIG�QH�EQORNGVGF�E[ENGU�HTQO������
VQ�������KPFGZGF�VQ�����CV�GCEJ�E[ENG�RGCM�

A dollar cost averaging strategy, in which investors systematically invest equal 
COQWPVU�CV�TGIWNCT�KPVGTXCNU�PQ�OCVVGT�VJG�OCTMGVoU�OQXGOGPVU��ECP�DG�DGPGƂEKCN�
in down markets. This approach not only allows investors to purchase more 
UJCTGU�CV�NQYGT�RTKEGU�DWV�RQUKVKQPU�VJGO�VQ�DGPGƂV�YJGP�VJG�OCTMGV�GXGPVWCNN[�
TGDQWPFU��4GIWNCT�KPXGUVKPI�FQGU�PQV�GPUWTG�C�RTQƂV�QT�RTQVGEV�CICKPUV�NQUU��
Investors should consider their willingness to keep investing when share prices  
are declining.
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What economic indicators can warn of a recession?
Wouldn’t it be great to know ahead of time when a recession is coming? Despite 
5COWGNUQPoU�YCTPKPI�CDQWV�VJG�JC\CTFU�QH�RTGFKEVKQPU��VJGTG�CTG�UQOG�IGPGTCNN[�
reliable signals worth watching closely in a late-cycle economy.

Many factors can contribute to a recession, and the main causes often change. 
Therefore, it’s helpful to look at several different aspects of the economy to  
DGVVGT�CUUGUU�YJGTG�GZEGUUGU�CPF�KODCNCPEGU�OC[�DG�DWKNFKPI��-GGR�KP�OKPF�
that any indicator should be viewed more as a mile marker than a distance-to-
destination sign.

5QWTEG��%CRKVCN�)TQWR��4GƃGEVU�NCVGUV�FCVC�CXCKNCDNG�CU�QH���������

(QWT�GZCORNGU�QH�GEQPQOKE�KPFKECVQTU�VJCV�ECP�YCTP�QH�C�TGEGUUKQP�KPENWFG�
VJG�[KGNF�EWTXG��WPGORNQ[OGPV�TCVG��EQPUWOGT�EQPƂFGPEG�CPF�JQWUKPI�UVCTVU��
#IITGICVGF�OGVTKEU��UWEJ�CU�6JG�%QPHGTGPEG�$QCTF�.GCFKPI�'EQPQOKE�+PFGZ��

.'+���YJKEJ�EQODKPGU����FKHHGTGPV�GEQPQOKE�CPF�ƂPCPEKCN�UKIPCNU�KPVQ�C�UKPING�
analytic system to predict peaks and troughs, have also been consistently reliable 
over time.

These factors suggest the U.S. is in a late part of the economic cycle and moving 
closer to a recession, even as the labor market remains relatively resilient. New 
economic data can quickly change the story though, and the closely watched  
yield curve recently inverted.

Inverted
yield curve Unemployment

Consumer 
EQPƂFGPEG Housing starts

Leading  
Economic Index®

Recession
warning sign

10-year yields below
two-year yields

Rising from
cycle trough

Declining from   
previous year

&GENKPKPI�CV�NGCUV����
from previous year

&GENKPKPI�CV�NGCUV���
from previous year

Why it’s
important

Often a sign the Fed
has hiked short-term
rates too high or
investors are seeking
long-term bonds 
over riskier assets

When unemployment 
rises it can lead to 
declining consumption 
and business output

When consumers are 
pessimistic they often 
cut back on spending

When the economic
outlook is poor,
homebuilders often cut 
DCEM�QP�JQWUKPI�RTQLGEVU

2TQXKFGU�C�DTQCFGT�
look at the economy 
through an aggregation 
of multiple leading 
economic indicators

Average months 
until recession 14.5 5.6 2.9 5.3 3.6
Where we
are now

Yield curve has been 
inverted since early July

Unemployment rate rose 
in August but remains 
near 50–year lows

%QPUWOGT�EQPƂFGPEG�
declined in July and 
August compared to the 
previous year

New housing starts 
are growing, but at a 
slower rate than 
post-pandemic peaks

LEI growth rate  has 
decelerated  in recent 
months
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What is an inverted yield curve?

5QWTEGU��%CRKVCN�)TQWR��4GƂPKVKX�&CVCUVTGCO��#U�QH����������1PG�[GCT�TCVGU�WUGF�KPUVGCF�QH�VYQ�[GCT�TCVGU�RTKQT�VQ����������9JGP�C�DTKGH�[KGNF�EWTXG�KPXGTUKQP�
NGUU�VJCP�VYQ�
EQPUGEWVKXG�OQPVJU��QEEWTTGF�DGHQTG�C�OQTG�UWUVCKPGF�KPXGTUKQP��VJG�UWUVCKPGF�RGTKQF�KU�NKUVGF�CU�VJG�UVCTVKPI�FCVG�KP�VJG�VCDNG��5JCFGF�DCTU�TGRTGUGPV�7�5��TGEGUUKQPU�CU� 
FGƂPGF�D[�VJG�0CVKQPCN�$WTGCW�QH�'EQPQOKE�4GUGCTEJ�
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An inverted yield curve may sound like an elaborate gymnastics routine, but it 
actually has been one of the most accurate and widely cited recession signals. 
The yield curve inverts when short-term rates are higher than long-term rates. This 
market signal has preceded every U.S. recession over the past 50 years. Short-term 
rates typically rise during Fed tightening cycles. Long-term rates can fall when 
there is high demand for bonds. An inverted yield curve is a bearish sign because 
it indicates that many investors are moving to the perceived safety of long-term 
government bonds rather than buying riskier assets.

An inverted yield curve has preceded every recession in the last 50 years

6JG�[KGNF�EWTXG�DGVYGGP�VYQ�[GCT�CPF����[GCT�7�5��6TGCUWTKGU�KPXGTVGF�DTKGƃ[�KP�
#RTKN�CPF�,WPG�DGHQTG�FTQRRKPI�VQ�PGY�E[ENG�NQYU�KP�,WN[��1VJGT�RCTVU�QH�VJG�EWTXG�t�
UWEJ�CU�VYQ�[GCT�CPF�ƂXG�[GCT�[KGNFU�t�JCXG�CNUQ�VWTPGF�PGICVKXG�CV�VKOGU�VJKU�[GCT��
It wouldn’t be surprising to see further inversion should the Fed continue to boost 
short-term rates and the economic outlook darkens. However, even an inverted 
[KGNF�EWTXG�KU�PQV�ECWUG�HQT�KOOGFKCVG�RCPKE��CU�VJGTG�V[RKECNN[�JCU�DGGP�C�UKIPKƂECPV�
NCI�
�����OQPVJU�QP�CXGTCIG��DGHQTG�VJG�UVCTV�QH�C�TGEGUUKQP�

Inverted
yield curve

Months
until recession

1968 20

1973 8

1978 17

1980 10

1989 18

2000 13

2005 ��

2019 6

Average 14.5



GUIDE TO RECESSIONS8 

0

10

20

30

40

50

60

70

80

90

100

1962 1967 1972 1977 1982 1987 1992 1997 2002 2007 2012 2017 2022

NY Fed model: Probability of recession in 12 months (%)

A 30% threshold 
has been reached 
before every recession
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How close are we to the next recession?

5QWTEGU��(GFGTCN�4GUGTXG�$CPM�QH�0GY�;QTM��4GƂPKVKX�&CVCUVTGCO��#U�QH����������5JCFGF�DCTU�TGRTGUGPV�7�5��TGEGUUKQPU�CU�FGƂPGF�D[�VJG�0CVKQPCN�$WTGCW�QH�'EQPQOKE�4GUGCTEJ�

The likelihood of a recession rose sharply in recent months

9JKNG�KV�OC[�HGGN�NKMG�YGoTG�CNTGCF[�KP�QPG��YG�DGNKGXG�CP�QHƂEKCN�TGEGUUKQP�KU�UVKNN�
WPNKMGN[�WPVKN�NCVGT�VJKU�[GCT�QT�GCTN[�������&GURKVG�VJG�KORCEV�VJCV�JKIJ�KPƃCVKQP�
has had on consumer sentiment and corporate earnings, a strong labor market 
continues to support the economy in the near term.

6JG�GZCEV�VKOKPI�YKNN�NKMGN[�FGRGPF�QP�VJG�RCEG�CPF�OCIPKVWFG�QH�VJG�(GFoU�
OQXGU��+V�KU�JCTF�VQ�UGG�C�ENGCT�RCVJ�VQ�DTKPI�KPƃCVKQP�DCEM�VQ�VJG�(GFoU����VCTIGV�
without pushing the economy into recession. In our view, the only way to break the 

spiral of escalating wages and prices is to create a lot of slack in the labor market. 
Given the labor market disruptions caused by the pandemic, the unemployment 
TCVG�OC[�PGGF�VQ�TKUG�VQ�CV�NGCUV����QT����DGHQTG�YCIG�ITQYVJ�UVCTVU�VQ�OQFGTCVG��
9G�DGNKGXG�VJKU�YKNN�OCMG�C�TGEGUUKQP�XGT[�FKHƂEWNV�VQ�CXQKF�D[������

)GQRQNKVKECN�UJQEMU�t�UWEJ�CU�CP�GUECNCVKQP�QH�VJG�YCT�KP�7MTCKPG�t�QT�VJG�
consequences of a recession overseas are even harder to predict but could 
quicken the timeline for a U.S. recession.
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Sectors with 
higher dividends 
have been more 
resilient when 
markets declined

NUMBER OF PERIODS SECTOR FINISHED:SECTOR

Above S&P 500Below S&P 500

91Utilities

100Consumer staples

82Telecommunication services*

91Health care

55Energy

46Materials

37Information technology

37Consumer discretionary

37Financials

28Industrials 1.7

2.1

1.0

0.8

2.1

3.0

2.5

3.2

5.5

1.6

DIVIDEND YIELD (%)

How should you position your stock portfolio for a recession?
We’ve already established that equities often do poorly during recessions, but 
trying to time the market by selling stocks is not suggested. So should investors do 
nothing? Certainly not.

To prepare, investors should take the opportunity to review their overall asset 
CNNQECVKQP��YJKEJ�OC[�JCXG�EJCPIGF�UKIPKƂECPVN[�FWTKPI�VJG�DWNN�OCTMGV��VQ�GPUWTG�
VJGKT�RQTVHQNKQ�KU�DCNCPEGF�CPF�FKXGTUKƂGF��%QPUWNVKPI�C�ƂPCPEKCN�CFXKUQT�ECP�JGNR�
immensely since these can be emotional decisions for many investors.

Not all stocks respond the same during periods of economic stress. In the 10 
largest equity declines between 1987 and 2022, some sectors held up more 

*In September 2018, the telecommunication services sector was renamed communication services and its company composition was materially changed. The dividend yield shown is for 
the telecommunication services industry group, a subset of the newly constructed communication services sector.  

5QWTEGU��%CRKVCN�)TQWR��(CEV5GV��+PENWFGU�VJG�NCUV����RGTKQFU�VJCV�VJG�5�2�����FGENKPGF�D[�OQTG�VJCP�����QP�C�VQVCN�TGVWTP�DCUKU��5GEVQT�TGVWTPU�HQT������CTG�GSWCNN[�YGKIJVGF��WUKPI�KPFGZ�
constituents from 1989, the earliest available data set. The 2022 bear market is considered current as of of 8/31/22 and is included in this analysis. Dividend yields are as of 8/31/22.

6JTQWIJ����FGENKPGU��UQOG�UGEVQTU�JCXG�ƂPKUJGF�CDQXG�VJG�QXGTCNN�OCTMGV

EQPUKUVGPVN[�VJCP�QVJGTU�t�WUWCNN[�VJQUG�YKVJ�JKIJGT�FKXKFGPFU�UWEJ�CU�EQPUWOGT�
staples and utilities. Dividends can offer steady return potential when stock prices 
are broadly declining.

Growth-oriented stocks can still have a place in portfolios, but investors may want 
VQ�EQPUKFGT�EQORCPKGU�YKVJ�UVTQPI�DCNCPEG�UJGGVU��EQPUKUVGPV�ECUJ�ƃQYU�CPF�NQPI�
growth runways that can withstand short-term volatility.

'XGP�KP�C�TGEGUUKQP��OCP[�EQORCPKGU�OC[�TGOCKP�RTQƂVCDNG��(QEWU�QP�EQORCPKGU�
with products and services that people will continue to use every day such as 
telecom, utilities and food manufacturers with pricing power.
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How should you position your bond portfolio for a recession?
(KZGF�KPEQOG�KU�QHVGP�MG[�VQ�UWEEGUUHWN�KPXGUVKPI�FWTKPI�C�TGEGUUKQP�QT�DGCT�
market. That’s because bonds can provide an essential measure of stability  
and capital preservation, especially when equity markets are volatile.

6JG�OCTMGV�UGNNQHH�KP�VJG�ƂTUV�JCNH�QH������YCU�WPKSWG�KP�VJCV�OCP[�DQPFU�FKF�PQV�
play their typical safe-haven role. But in the seven previous market corrections, 
DQPFU�t�CU�OGCUWTGF�D[�VJG�$NQQODGTI�7�5��#IITGICVG�+PFGZ�t�TQUG�HQWT�VKOGU�
CPF�PGXGT�FGENKPGF�OQTG�VJCP����

#EJKGXKPI�VJG�TKIJV�ƂZGF�KPEQOG�CNNQECVKQP�KU�CNYC[U�KORQTVCPV��$WV�YKVJ�VJG�7�5��
economy entering a period of uncertainty, it’s especially critical for investors to 
focus on core bond holdings that can provide balance to their portfolios. Investors 
don’t necessarily need to increase their bond allocation ahead of a recession, but 
VJG[�UJQWNF�TGXKGY�VJGKT�ƂZGF�KPEQOG�GZRQUWTG�YKVJ�VJGKT�ƂPCPEKCN�RTQHGUUKQPCN�
VQ�DG�UWTG�KV�KU�RQUKVKQPGF�VQ�RTQXKFG�FKXGTUKƂECVKQP�HTQO�GSWKVKGU��KPEQOG��ECRKVCN�
RTGUGTXCVKQP�CPF�KPƃCVKQP�RTQVGEVKQP�t�YJCV�YG�EQPUKFGT�VJG�HQWT�MG[�TQNGU�ƂZGF�
KPEQOG�ECP�RNC[�KP�C�YGNN�FKXGTUKƂGF�RQTVHQNKQ�

5QWTEGU��$NQQODGTI�+PFGZ�5GTXKEGU�.VF���4+/'5��5VCPFCTF���2QQToU��&CVGU�UJQYP�HQT�OCTMGV�EQTTGEVKQPU�CTG�DCUGF�QP�RTKEG�FGENKPGU�QH�����QT�OQTG�
YKVJQWV�FKXKFGPFU�TGKPXGUVGF��
KP�VJG�5�2�����YKVJ�CV�NGCUV�����TGEQXGT[�RGTUKUVKPI�HQT�OQTG�VJCP�QPG�DWUKPGUU�FC[�DGVYGGP�FGENKPGU��+PENWFGU�CNN�EQORNGVGF�EQTTGEVKQPU�DGVYGGP��������CPF����������4GVWTPU�CTG�
DCUGF�QP�VQVCN�TGVWTPU�KP�75&��2CUV�TGUWNVU�CTG�PQV�RTGFKEVKXG�QH�TGUWNVU�KP�HWVWTG�RGTKQF�

High-quality bonds have shown resilience when stock markets are unsettled
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What should you do to prepare 
for a recession?
• Stay calm and keep a long-term perspective

• /CKPVCKP�C�DCNCPEGF�CPF�DTQCFN[�FKXGTUKƂGF�RQTVHQNKQ

• Consider balancing equity portfolios with a mix of dividend-paying
companies and growth stocks

• Choose funds with a strong history of weathering market declines

• Use high-quality bonds to help offset equity volatility

• 5RGCM�YKVJ�[QWT�ƂPCPEKCN�CFXKUQT�DGHQTG�OCMKPI�EJCPIGU�VQ�[QWT�RQTVHQNKQ

2CUV�TGUWNVU�CTG�PQV�RTGFKEVKXG�QH�TGUWNVU�KP�HWVWTG�RGTKQFU�

6JG�5�2�����+PFGZ�KU�C�OCTMGV�ECRKVCNK\CVKQP�YGKIJVGF�KPFGZ�DCUGF�QP�VJG�TGUWNVU�QH�CRRTQZKOCVGN[�����YKFGN[�JGNF�EQOOQP�UVQEMU��6JG�5�2�����KU�C�RTQFWEV�QH�5�2�&QY�,QPGU�+PFKEGU�..%� 
CPF�QT�KVU�CHƂNKCVGU�CPF�JCU�DGGP�NKEGPUGF�HQT�WUG�D[�%CRKVCN�)TQWR��%QR[TKIJV��������5�2�&QY�,QPGU�+PFKEGU�..%��C�FKXKUKQP�QH�5�2�)NQDCN��CPF�QT�KVU�CHƂNKCVGU��#NN�TKIJVU�TGUGTXGF��4GFKUVTKDWVKQP�QT�
TGRTQFWEVKQP�KP�YJQNG�QT�KP�RCTV�CTG�RTQJKDKVGF�YKVJQWV�YTKVVGP�RGTOKUUKQP�QH�5�2�&QY�,QPGU�+PFKEGU�..%�

$NQQODGTI�7�5��#IITGICVG�+PFGZ�TGRTGUGPVU�VJG�7�5��KPXGUVOGPV�ITCFG�ƂZGF�TCVG�DQPF�OCTMGV��6JKU�KPFGZ�KU�WPOCPCIGF��CPF�KVU�TGUWNVU�KPENWFG�TGKPXGUVGF�FKXKFGPFU�CPF�QT�FKUVTKDWVKQPU�DWV�FQ�
PQV�TGƃGEV�VJG�GHHGEV�QH�UCNGU�EJCTIGU��EQOOKUUKQPU��CEEQWPV�HGGU��GZRGPUGU�QT�7�5��HGFGTCN�KPEQOG�VCZGU��$.11/$'4)��KU�C�VTCFGOCTM�CPF�UGTXKEG�OCTM�QH�$NQQODGTI�(KPCPEG�.�2��CPF�KVU�CHƂNKCVGU�

EQNNGEVKXGN[�p$NQQODGTIq���$NQQODGTI�QT�$NQQODGTIoU�NKEGPUQTU�QYP�CNN�RTQRTKGVCT[�TKIJVU�KP�VJG�$NQQODGTI�+PFKEGU��0GKVJGT�$NQQODGTI�PQT�$NQQODGTIoU�NKEGPUQTU�CRRTQXGU�QT�GPFQTUGU�VJKU�
OCVGTKCN��QT�IWCTCPVGGU�VJG�CEEWTCE[�QT�EQORNGVGPGUU�QH�CP[�KPHQTOCVKQP�JGTGKP��QT�OCMGU�CP[�YCTTCPV[��GZRTGUU�QT�KORNKGF��CU�VQ�VJG�TGUWNVU�VQ�DG�QDVCKPGF�VJGTGHTQO�CPF��VQ�VJG�OCZKOWO�GZVGPV�
CNNQYGF�D[�NCY��PGKVJGT�UJCNN�JCXG�CP[�NKCDKNKV[�QT�TGURQPUKDKNKV[�HQT�KPLWT[�QT�FCOCIGU�CTKUKPI�KP�EQPPGEVKQP�VJGTGYKVJ�

+PXGUVKPI�QWVUKFG�VJG�7PKVGF�5VCVGU�KPXQNXGU�TKUMU�UWEJ�CU�EWTTGPE[�ƃWEVWCVKQPU��RGTKQFU�QH�KNNKSWKFKV[�CPF�RTKEG�XQNCVKNKV[��CU�OQTG�HWNN[�FGUETKDGF�KP�HWPF�RTQURGEVWUGU��6JGUG�TKUMU�OC[�DG�
heightened in connection with investments in developing countries. 

6JG�TGVWTP�QH�RTKPEKRCN�HQT�DQPF�HWPFU�CPF�HQT�HWPFU�YKVJ�UKIPKƂECPV�WPFGTN[KPI�DQPF�JQNFKPIU�KU�PQV�IWCTCPVGGF��(WPF�UJCTGU�CTG�UWDLGEV�VQ�VJG�UCOG�KPVGTGUV�TCVG��KPƃCVKQP�CPF�ETGFKV�TKUMU�
associated with underlying bond holdings. Bond prices and a bond fund’s share price will generally move in the opposite direction of interest rates.

/CTMGV�KPFGZGU�CTG�WPOCPCIGF�CPF��VJGTGHQTG��JCXG�PQ�GZRGPUGU��+PXGUVQTU�ECPPQV�KPXGUV�FKTGEVN[�KP�CP�KPFGZ�

5VCVGOGPVU�CVVTKDWVGF�VQ�CP�KPFKXKFWCN�TGRTGUGPV�VJG�QRKPKQPU�QH�VJCV�KPFKXKFWCN�CU�QH�VJG�FCVG�RWDNKUJGF�CPF�FQ�PQV�PGEGUUCTKN[�TGƃGEV�VJG�QRKPKQPU�QH�%CRKVCN�)TQWR�QT�KVU�CHƂNKCVGU��6JKU�KPHQTOCVKQP�
is intended to highlight issues and should not be considered advice, an endorsement or a recommendation.

This content, developed by Capital Group, home of American Funds, should not be used as a primary basis for investment decisions and is not intended to serve as impartial investment or 
ƂFWEKCT[�CFXKEG�

#NN�%CRKVCN�)TQWR�VTCFGOCTMU�OGPVKQPGF�CTG�QYPGF�D[�6JG�%CRKVCN�)TQWR�%QORCPKGU��+PE���CP�CHƂNKCVGF�EQORCP[�QT�HWPF��#NN�QVJGT�EQORCP[�CPF�RTQFWEV�PCOGU�OGPVKQPGF�CTG�VJG�RTQRGTV[�QH�
their respective companies.

American Funds Distributors, Inc., member FINRA.
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Guide to Recessions: Key takeaways

 *Source: Fund Intelligence, February 20, 2020. FUSE Research survey of nearly 600 advisors identifying the “most-read thought leaders.” Marketing Support: The Advisor View, June
2020. FUSE Research survey of more than 700 advisors identifying the “most-read thought leaders.” Marketing Support: The Advisor View, July 2021. FUSE Research survey of 720
ƂPCPEKCN�CFXKUQTU�KFGPVKH[KPI�VJG�pOQUV�TGCF�CUUGV�OCPCIGT�VJQWIJV�NGCFGTU�q

Voted #1 for thought leadership*

2019 2020 2021

• Recessions are a natural and necessary part of every business cycle
They occur when economic output declines after a period of growth.

• Recessions have been infrequent
6JG�7�5��JCU�DGGP�KP�CP�QHƂEKCN�TGEGUUKQP�NGUU�VJCP�����QH�CNN�OQPVJU�UKPEG������

• Recessions have been relatively short
Recessions have ranged from two to 18 months, with the average lasting about
10 months.

• Recessions have been less impactful compared with expansions
6JG�CXGTCIG�TGEGUUKQP�NGCFU�VQ�C�EQPVTCEVKQP�QH������KP�)&2��'ZRCPUKQPU�ITQY�
VJG�GEQPQO[�D[�CDQWV�����QP�CXGTCIG�

• An inverted yield curve has preceded each of the last eight recessions by an
average of 14.5 months
It’s one of the most consistent signs that a slowing economy has reached a
tipping point.

• Equities have typically peaked seven months before the economic cycle
6JG[�CNUQ�QHVGP�TGDQWPF�DGHQTG�C�TGEGUUKQP�QHƂEKCNN[�GPFU�

• Some equity sectors have held up better during severe declines
%QPUWOGT�UVCRNGU�VQRRGF�VJG�5�2�����+PFGZ�FWTKPI�GCEJ�QH�VJG�NCUV����OCLQT�
market declines.

• A core bond portfolio can provide stability during recessions
When stock markets decline sharply, high-quality bonds have shown resilience.


