Scenarios Meet Solutions

WESTERN ASSET

A Franklin Templeton Company

2024

With inflation at historic highs immediately following the unprecedented Covid period and volatility
continually jolting markets, economic uncertainty had been the dominant theme. Though Western Asset’s
base case expects slowing growth and moderating inflation, we recognize the need to scope out a variety
of potential market outcomes. Here we present three distinct scenarios, the likely investment implications
and Western Asset’s investment solutions that we believe could be most appropriate.

‘ Base Case: Slower Growth, Moderating Inflation

SCENARIO
Global growth remains resilient with the US slow-
ing but avoiding a recession

Global inflation continues to recede, in part, on
stabilizing commodity prices

Market expectations for future rate cuts accelerate

INVESTMENT IMPLICATIONS
In this scenario, we favor high-quality, higher-yielding,
diversified strategies for income and total return
The backdrop here should be particularly favorable for
spread products to outperform
This environment should also be positive for rate
compression

e Optimistic Outlook: A Classic “Goldilocks” Scenario

SCENARIO
Global growth conditions are buoyed by a China
recovery
US growth achieves a soft landing

Global inflation surprises to the downside, aided
by lower energy prices

Global financial conditions normalize

N

HARD LANDING
SCENARIO
Global growth weakens materially

Refinancing and default risks rise among various
DM corporate and EM sovereign issuers

The Fed and other central banks bring forward
rate cuts to support economic/financial conditions

STAGFLATION

SCENARIO
Global growth stagnates or decelerates
Headline and core inflation reaccelerate and
remain stickier for longer
The Fed and other central banks resume hawkish
stance and telegraph more rate hikes

INVESTMENT IMPLICATIONS

This outcome would result in steady economic growth
that prevents a recession, but without excessive
growth that might fuel too much inflation

Here we favor corporate bonds and total-return-
focused strategies

Risks to this outlook are more balanced, with the Fed
able to guide rates lower to support economic activity
With the US dollar weakening modestly, we would
expect credit spreads to grind tighter

Pessimistic Outlook: Headwinds Intensify

INVESTMENT IMPLICATIONS

Here we favor defensive strategies to weather credit-
spread widening and increased market volatility

INVESTMENT IMPLICATIONS

In this scenario, we favor cash-based and inflation-
protection strategies until inflation momentum shows
sustained signs of abating

SOLUTIONS
Global Aggregate
Multi-Asset Credit
Structured Product
US Core/Core Plus
US High Quality High Yield

SOLUTIONS
Emerging Markets Diversified
and Local Currency
Global Credit
Global Multi-Sector
US High Yield/Bank Loans
Macro Opportunities

Structured Product/US Agency MBS

US Long Duration/Long Credit

SOLUTIONS
US Core
US Government
US Municipals (High Quality)

SOLUTIONS
Global Inflation-Linked
US Enhanced Liquidity
US Liquidity
US TIPS
Global & US Short Duration
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Scenarios and Investment Implications are for illustrative purposes and are based upon Western Asset’s observations and experience. Investment Implications are subject to change
with market conditions. The fixed-income solutions suggested should be considered in the context of an investor’s overall investment portfolio.

Past performance does not predict future returns. These materials should not be deemed to be a prediction or projection of future performance.
These materials are intended for investment professionals including professional clients, eligible counterparties, and qualified investors only.

These materials have been produced for illustrative and informational purposes only. These materials contain Western Asset’s opinions and beliefs as of the date designated on the materials; these views
are subject to change and may not reflect real-time market developments and investment views.

Third party data may be used throughout the materials, and this data is believed to be accurate to the best of Western Asset’s knowledge at the time of publication, but cannot be guaranteed. These materials
may also contain strategy or product awards or rankings from independent third parties or industry publications which are based on unbiased quantitative and/or qualitative information determined
independently by each third party or publication. In some cases, Western Asset may subscribe to these third party’s standard industry services or publications. These standard subscriptions and services are
available to all asset managers and do not influence rankings or awards in any way.

Investment strategies or products discussed herein may involve a high degree of risk, including the loss of some or all capital. Investments in any products or strategies described in these materials may be
volatile, and investors should have the financial ability and willingness to accept such risks.

Unless otherwise noted, investment performance contained in these materials is reflective of a strategy composite. All other strategy data and information included in these materials reflects a representative
portfolio which is an account in the composite that Western Asset believes most closely reflects the current portfolio management style of the strategy. Performance is not a consideration in the selection
of the representative portfolio. The characteristics of the representative portfolio shown may differ from other accounts in the composite. Information regarding the representative portfolio and the other
accounts in the composite are available upon request.

Statements in these materials should not be considered investment advice. References, either general or specific, to securities and/or issuers in the materials are for illustrative purposes only and are not
intended to be, and should not be interpreted as, recommendation to purchase or sell such securities. Employees and/or clients of Western Asset may have a position in the securities or issuers mentioned.

These materials are not intended to provide, and should not be relied on for, accounting, legal, tax, investment or other advice. The recipient should consult its own counsel, accountant, investment, tax, and
any other advisers for this advice, including economic risks and merits, related to making an investment with Western Asset. The recipient is responsible for observing the applicable laws and regulations
of their country of residence.

Founded in 1971, Western Asset Management Company is a global fixed-income investment manager with offices in Pasadena, New York, London, Singapore, Tokyo, Melbourne, Sdo Paulo, Hong Kong,
and Ziirich. Western Asset is a wholly owned subsidiary of Franklin Resources, Inc. but operates autonomously. Western Asset is comprised of six legal entities across the globe, each with distinct regional
registrations: Western Asset Management Company, LLC, a registered Investment Adviser with the Securities and Exchange Commission,; Western Asset Management Company Distribuidora de Titulos e
Valores Mobilidrios Limitada is authorized and regulated by Comissédo de Valores Mobilidrios and Brazilian Central Bank; Western Asset Management Company Pty Ltd ABN 41 117 767 923 is the holder
of the Australian Financial Services License 303160; Western Asset Management Company Pte. Ltd. Co. Reg. No. 200007692R is a holder of a Capital Markets Services License for fund management and
regulated by the Monetary Authority of Singapore; Western Asset Management Company Ltd, a registered Financial Instruments Business Operator and regulated by the Financial Services Agency of Japan;
and Western Asset Management Company Limited is authorised and regulated by the Financial Conduct Authority (‘FCA”) (FRN 145930). This communication is intended for distribution to Professional
Clients only if deemed to be a financial promotion in the UK as defined by the FCA. This communication may also be intended for certain EEA countries where Western Asset has been granted permission
to do so. For the current list of the approved EEA countries please contact Western Asset at +44 (0)20 7422 3000.



