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Key Takeaways 
 Strong third-quarter GDP growth, boosted by robust consumption, further entrenched the soft landing 

consensus. We remain cautious, however, as consumption has historically remained strong right up until or 
even past the start of previous recessions. 

 A resilient labor market has bolstered an already-strong consumer, helping to drive improvement in the 
Retail Sales indicator on the ClearBridge Recession Risk Dashboard from red to yellow during the month, 
while the overall signal remained a recessionary red. 

 It has not been unprecedented for the dashboard to improve beneath the surface after a red signal 
emerges, only to later worsen. This occurred in 1990, for example. While economic and earnings data 
currently provide a mixed view, we expect clarity to emerge over the coming quarters as we move through 
the crux of this economic cycle. 

Hardy Consumer Spending Drives Upside Surprise for 3Q GDP    
Third-quarter U.S. GDP grew an astounding 4.9% year over year, well ahead of consensus expectations of 4.5%.  
This was the fifth strongest quarter of economic growth seen in the 21st century outside of the pandemic-
influenced recovery in 2020 and 2021. On the back of this improvement, the soft landing consensus has 
become more firmly entrenched, with economic growth expectations for the fourth quarter of 2023 and 2024 
both drifting a few tenths higher during October. 

Personal consumption expenditures, commonly referred to as consumption or “C” in the GDP = C + I + G + NX 
equation, were robust in the third quarter. Consumption came in at 4%, accounting for over half of the growth 
in economic activity in the third quarter. Given the large weight of consumption in GDP, it is perhaps 
unsurprising that periods of strong economic growth typically coincide with periods of strong consumption 
growth. What is surprising, however, is that consumption has historically remained strong right up to — or even 
past the start of — a recession. In fact, consumption was positive in the quarter before the onset of each of the 
last eight recessions and stayed positive even as the recession started in five of those eight instances (Exhibit 1). 

The current strength of the consumer has come as a surprise relative to expectations coming into the year. 
Spending power has been bolstered by a strong labor market that continues to add workers and is seeing 
slower but still substantial wage gains. Additionally, consumers have had a tailwind from accumulated savings, 
the balance of which appears to have been higher than previously understood based on the most recent 
revisions to the personal income and savings data. As a result of these catalysts, the Retail Sales indicator on 
the ClearBridge Recession Risk Dashboard has improved to yellow (Exhibit 2). 

 

 



 

Exhibit 1: Consumer Spending Can Worsen in a Hurry 

Real Consumer Spending and Historical Recessions (Q/Q SAAR) 

Recession Start -2 Quarters -1 Quarter Recession +1 Quarter 

1969 – 1970 2.6% 2.0% 3.2% 2.5% 
1973 – 1975 -0.2% 1.4% -1.2% -3.5% 

1980 4.0% 1.0% -0.6% -8.7% 
1981 – 1982 1.3% 0.0% 1.9% -2.7% 
1990 – 1991 3.4% 1.2% 1.6% -3.0% 

2001 3.9% 3.5% 1.5% 0.8% 
 2007 – 2009 1.1% 2.7% 1.6% -0.5% 

2020 4.1% 2.6% -6.4% -30.2% 
Median 3.0% 1.7% 1.6% -2.9% 

% Positive 87.5% 100.0% 62.5% 25.0% 

 Source: Federal Reserve, Census Bureau, Bloomberg. 

Exhibit 2: ClearBridge Recession Risk Dashboard  

 
Source: ClearBridge Investments. 

We believe several of the pillars supporting a stronger consumer are likely to fade in the coming quarters and 
thus an eventual return to a red signal for Retail Sales would not be a surprise. Although consumers 
accumulated more excess savings and spent it more slowly than previously thought, we believe most of that 
cash hoard remains in the hands of upper-income households who will treat that savings as extra wealth rather 
than extra spending power. While borrowing has also buoyed consumption, consumers are having a more 
difficult time accessing credit, with 60% of respondents reporting credit is harder to obtain versus a year ago, 
per the most recent New York Fed Survey of Consumer Expectations. 

Further, consumers have been under-saving relative to the pre-pandemic norm, with the savings rate falling to 
3.4% currently versus an average of over 6% in the 10 years before the pandemic. Perhaps strong confidence in 
the strength of the labor market has contributed to this low savings rate, which definitionally means a greater 



 

share of income is being spent. However, if the labor market cools, consumers could well elect to save a greater 
share of their income, which would also dampen consumption. This dynamic is part of why we refer to the 
Jobless Claims indicator on the dashboard as the “canary in the coalmine” for the economy. 

However, we believe it is more important to follow what the data tells us than where we think it might be 
headed. This is the first positive signal change on the dashboard since conditions began to deteriorate 
approximately two years ago. Historically, it has not been unprecedented for the dashboard to improve from 
deeper red or “recessionary” territory beneath the surface, only to later worsen as a recession takes hold. One 
example was in 1990, when the worst reading for the dashboard came during the fourth quarter of 1989. While 
there were no underlying or overall signal changes in early 1990, there was meaningful improvement beneath 
the surface. However, a recession ultimately began in July 1990, and the dashboard turned around and started 
deteriorating during the same quarter before re-testing its “lows” during the following quarter and into early 
1991. Put differently, it’s not always a straight line down after an overall red signal has been triggered. 

Coincidentally, the 1990 recession was one we flagged over a year ago — when the overall dashboard signal 
first turned red — as one potential historical parallel given the longer time horizon between the dashboard’s 
red signal and the onset of a recession during that cycle. Our view at the time was that a recession was still not 
a foregone conclusion, particularly if inflation rapidly cooled and the Fed backed off earlier than expected. 
While neither of those things has happened, we still find the lessons from 1990 informative (Exhibit 3). 

Exhibit 3: A Look Back at 1990 

 
Source: ClearBridge Investments.

https://www.clearbridgeinvestments.com.au/perspectives/aor-update-recession-or-red-herring/


 

 

About the Authors 

Jeffrey Schulze, CFA 
Director, Head of Economic and Market Strategy 
• 18 years of investment industry experience 
• Joined ClearBridge Investments in 2014 
• BS in Finance from Rutgers University 

 
Josh Jamner, CFA 
Vice President, Investment Strategy Analyst 
• 14 years of investment industry experience 
• Joined ClearBridge Investments in 2017 
• BA in Government from Colby College 

Looking ahead, we continue to believe investors are moving through “The Crux” of this economic cycle. Despite 
the strong third-quarter GDP print, economic and corporate earnings data continue to provide a mixed view on 
the health of the economy. The initial readout from the Atlanta Fed’s GDPNow tracker suggests a substantial 
slowdown in the fourth quarter, although it is still too early in the quarter to put much stock into that reading. 
We continue to believe that clarity will emerge on the economy’s fate over the coming quarters. As that unfolds, 
we will continue to follow the data — be it improving or deteriorating — and update our views accordingly. 
 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 

ClearBridge Investments 
ClearBridgeInvestments.com.au 

 
 
Important Information 
While the information contained in this document has been prepared with all reasonable care, ClearBridge Investments Limited (ABN 84 119 339 052, AFSL No. 307727) and its 
related companies (“ClearBridge”) accept no responsibility or liability for any errors, omissions or misstatements however caused. Any views expressed in this material are given 
as of the date of publication and such views are subject to change at any time.  

This information is not personal advice. It has been prepared without taking account of individual objectives, financial situations or needs. Where an investment product is 
mentioned, potential investors should seek independent advice as to the suitability of the product to their investment needs. Reference to shares in a particular company, is not a 
recommendation to buy, sell or hold that stock. Investors should be aware that past performance is not indicative of future performance.  

This information may contain forecasts, including in regard to targets, expected returns, PE ratios and dividend yields.  Any such statements are based upon research undertaken 
by the ClearBridge investment team.  This research incorporates ClearBridge’s reasonable assumptions and beliefs concerning future developments and their potential effect but 
are subject to risks and uncertainties that may be beyond ClearBridge’s control. Returns can be volatile, reflecting rises and falls in the value of underlying investments. Accordingly, 
ClearBridge does not provide any assurance or guarantee that future developments will be aligned with ClearBridge’s expectations, and actual results may differ materially from 
those expected by ClearBridge at the time of writing. 

The distribution of this document may be restricted in your jurisdiction. This document does not constitute an offer or solicitation in any jurisdiction in which to make such an offer 
or solicitation would be unlawful. It is your responsibility to ensure that any such product, security, service or investment outlined is available in your jurisdiction. 

Issued and approved outside Canada and the United States of America by ClearBridge Investments Limited (“CIL”), registered office Level 13, 35 Clarence Street, Sydney, NSW 
2000, Australia (ABN 84 119 339 052; AFSL 307 727). 

In Canada and the United States of America, issued and approved by ClearBridge Investments (North America) Pty Ltd (“CINA”), registered office Level 13, 35 Clarence Street, 
Sydney, NSW 2000, Australia (ACN 138 069 191). Neither CIL nor CINA are registered as a dealer in any province in Canada. CIL and CINA are not offering the securities of any 
investment fund that may be described in the materials in Canada or the United States. This material has not been approved or verified by the SEC, OSC or the Autorité des marchés 
financiers. 

ClearBridge is wholly, indirectly owned by Franklin Resources, Inc., and part of ClearBridge Investments, LLC. 

 

https://www.clearbridgeinvestments.com.au/perspectives/the-long-view-the-crux/

	AOR Update: Not Always a Straight Line Down
	6 November 2023

	About the Authors

