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The economy has halted for the past several weeks, and with it the longest economic expansion ever has
ended, meaning we are now in a recession. What makes this recession unique is the government
intentionally brought it on, with the chances for an economic bounce back later this year high if the virus is
contained. If this recession becomes one of the shortest on record, as we expect, stocks may enjoy better
times ahead, as stocks historically have led the economy out of recessions.

LONGEST EXPANSION ENDS

After more than 10 years of a record expansion, the US economy likely entered recession at the end of March.
The war against the COVID-19 pandemic has put a halt to our economy, as millions of workers have had to
stop working or lost their jobs. This time two months ago, the economy was actually showing signs of
improving, but that is on hold for now.

Although the Nation Bureau of Economic Research (NBER) hasn't officially declared March 2020 the start of
a recession, we think it is a safe assumption they will eventually. This economic expansion lasted a record
128 months, more than double the average expansion length, and topped the previous record from the 1990s
[Figure 1]. Although this was the longest expansion ever in terms of gross domestic product (GDP) growth, it
was fairly average, gaining exactly 50% in nominal GDP.

n EXPANSIONS SINCE WORLD WAR I
NBER-DEFINED RECESSION PERIODS

ExpansionStar prsinbnd  Ln0olBomsion - Nomigerose | Longthof o
October 45 November 48 37 N/A 1
November ‘49 July '53 45 44.5% 10
June ‘54 August ‘57 39 24.2% 8
May '58 April '60 2 14.6% 10
March ‘61 December '69 106 90.5% 1
December ‘70 November ‘73 36 35.6% 16
April ‘75 January ‘80 58 72.6% 6
August '80 July ‘81 12 14.1% 16
December 82 July '90 92 76.8% 8
April ‘91 March '01 120 73.5% 8
December '01 December 07 13 31.7% 18
July ‘09 February ‘20 128% 50.0% 7
Average 58 48.6% 1
Median 45 44.5% 10

Source: LPL Research, NBER, CFRA 3/30/20

Nominal GDP does not include an adjustment for inflation
*We are assuming the current expansion ended in March, although this isn't offiical yet.
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COULD THERE BE A DEPRESSION?

Some economists are predicting GDP could be down more than 30% on an annualized basis in the second
guarter of 2020, which has led investors to ask if the economy could slip into a depression. Four major policy
mistakes occurred after the 1929 stock market crash that together helped extend the Great Depression,
including an unemployment rate still at 15% nine years after the market crash.

1. Monetary policy mistake. The Federal Reserve (Fed) actually tightened policy in an attempt to
stem gold outflows.

2. Fiscal policy mistake. The government increased taxes on individuals and corporations to help
balance the budget. Government spending was cut nearly 25%.

3. Regulatory mistake. Many unnecessary regulations were put in place that did little to help
businesses grow or instill confidence.

4. Trade war. There was a global trade war, which caused tariffs to soar and hurt the global economy.

We aren't seeing these same mistakes now: The Fed is easing its policy, the government is providing massive
fiscal stimulus, regulations are actually being relaxed to help banks free up capital, and trade restrictions are
being lightened.

NOT YOUR AVERAGE RECESSION

We've said before there are several ways to stop your car. You can pump the brakes gradually, slam on the
brakes hard, or hit a tree. Our economy hit a tree. One thing that makes this recession so unique is it was
intentionally brought on by the government by closing non-essential businesses and issuing stay-at-home
policies. The near-term pain of shutting down the country for a few months has been necessary; the alternative
was to take a less drastic approach and potentially risk prolonging the drag on the economy.

Since WWII, the average recession has lasted 11 months [Figure 1]. Depending on how long it takes to
contain the virus, we wouldn’t be surprised if this becomes one of the quickest recessions ever. Considering
the massive fiscal and monetary policy that has been put in place, with more likely on the way, there are plenty
of reasons to think economic growth may be stronger later this year.

The most comparable economic scenario was the early 1980s when the Fed intentionally hiked rates
dramatically to stop runaway inflation. In order to put an end to the backbreaking inflation, former Fed
Chairman Paul Volcker hiked interest rates to a peak of 20% in June 1981. Inflation went from nearly 15% in
early 1980 to less than 3% by 1983. There were consequences, however, as the restrictive monetary policy
sent the economy into a recession, and unemployment spiked to 10%. Of course, ending inflation helped pave
the way for massive growth in the 1980s and 1990s—it just took some near-term pain to get there.

SIGNS OF IMPROVEMENT

Though this recession has just begun, it's important to know what signs to watch to determine if the recession
could be ending. As dark as some of the headlines have been and will continue to be, it is imperative to
remember that the stock market is forward looking. In recessions since WWII, stocks bottomed about five
months on average before the end of the recession, as stocks were able to look past the current negatives
and sense better times ahead. In fact, the only time stocks hit a bottom again after a recession had ended
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n MARKETS BOTTOM BEFORE THE RECESSION OFFICIALLY ENDS
NBER-DEFINED RECESSIONS AND MARKET BOTTOMS

. Market Bottom S&P 500 Index
Recession Start Recession End LE"“‘:W?E;W?'SS'D" Market Bottom ReB(:egg;?éﬁ'Eﬁ[Is Performance From
' (Months) Low to Recession End
July 53 May ‘54 10 September ‘53 8 28.5%
August ‘57 April ‘58 8 October 57 6 11.4%

April 60 February ‘61 10 October ‘60 4 21.3%
December ‘69 November ‘70 " May ‘70 6 25.8%
November ‘73 March ‘75 16 October ‘74 M 33.8%

January '80 July '80 6 March '80 4 23.9%
July ‘81 November ‘82 16 August '82 3 35.3%
July '90 March "91 8 October "90 5 27.0%

March 01 November ‘01 8 October ‘02 -11*
December ‘07 June '09 18 March '09 3 35.9%
March ‘20 ? 1* ? ? ?
Average 5 27.0%
Median 5 21.0%

Source: LPL Research, NBER, Strategas 03/30/20
We are assuming the current recession started last month, although this isn't offiical yet.
*The S&P 500 Index bottomed in October 2002, 11 months after the recession ended

was after the tech bubble in the 1990s [Figure 2]. Additionally, stocks gained an average of 27% from the
lows until the recession had officially ended. Finally, according to our friends at Strategas Research Partners,
since 1970, bear market low points have occurred within an average of three weeks of the biggest increase in
weekly jobless claims, something we hope took place the week ending March 27, when a record 6.8 million
people applied for unemployment benefits.

WHERE WE STAND

No one knows for sure when stocks will bottom or when the current recession might end. The good news is
many data points suggest we are nearing that low point, and we are on a path to finding a way to remove this
recession’s catalyst.

We are close to getting clarity on a peak in new COVID-19 cases in the United States, a key signal for us that
the market lows may be in place. We continue to believe this may be a suitable time for long-term investors
to consider adding more equity exposure in their portfolios where appropriate. But as we noted |ast week,
more tactical investors may want to wait for a potential retest of the March 23 lows, as most previous major
market crashes experienced a return to prior lows before beginning the recovery. A more attractive entry point
may present itself soon. We will continue to follow our Road to Recovery Playbook to gauge progress on the
market's bottoming process.
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https://www.lpl.com/news-media/research-insights/weekly-market-commentary/market-bottoming-process-continues.html?icid=M00236
https://www.lpl.com/news-media/research-insights/weekly-market-commentary/road-to-recovery-playbook-update.html
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IMPORTANT DISCLOSURES

This material is for general information only and is not intended to provide specific advice or recommendations for any individual. There
is no assurance that the views or strategies discussed are suitable for all investors or will yield positive outcomes. Investing involves risks
including possible loss of principal. Any economic forecasts set forth may not develop as predicted and are subject to change.

References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are unmanaged
statistical composites and cannot be invested into directly. Index performance is not indicative of the performance of any investment and
do not reflect fees, expenses, or sales charges. All performance referenced is historical and is no guarantee of future results.

All information is believed to be from reliable sources; however LPL Financial makes no representation as to its completeness or accuracy.

Please read the full Qutlook 2020: Bringing Markets Into Focus publication for additional description and disclosure.

This research material has been prepared by LPL Financial LLC.

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member
FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice
from a separately registered independent investment advisor that is not an LPL affiliate, please note LPL makes no representation
with respect to such entity.

If your financial professional is located at a bank or credit union, please note that the bank/credit union is not registered as a broker-
dealer or investment advisor. Registered representatives of LPL may also be employees of the bank/credit union. These products and
services are being offered through LPL or its affiliates, which are separate entities from, and not affiliates of, the bank/credit union.
Securities and insurance offered through LPL or its affiliates are:

Not Insured by FDIC/NCUA or Any Other Government Agency | Not Bank/Credit Union Guaranteed | Not Bank/Credit Union
Deposits or Obligations | May Lose Value
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