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AT A GLANCE

The drivers of financial market returns in the near term are likely to hinge on inflation trends and their

corresponding effects on interest rates.
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High costs and inflation concerns 2023 gains thanks to Magnificent Cooling inflation pivots to rate
drag on consumer optimism, Seven. cut inquiries.
despite economic data. S&P 500 1 26.3% 2-YrUST ¢ 4.25%
Nasdaq 1 44.7% 10-Yr UST 4 3.88%
Dow T 16.2%

/)

WE AIM TO NAVIGATE MARKETS WITH A
FOCUSED AND STRATEGIC APPROACH. BY
ANALYZING RISKS AND OPPORTUNITIES, WE
STRIVE TO ALIGN INVESTMENTS WITH LONG-
TERM GOALS AND OBJECTIVES.
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Global Economy

ECONOMIC
CROSSROADS

SUMMARY:

Despite robust economic data, including historically
low unemployment and strong wages, a sense of
pessimism permeates many Americans’ outlook on
the economy.

OUR PERSPECTIVE:

The economy has held steady over the past
year, with most economic indicators waving
green flags. While we remain optimistic about
the potential for a soft landing, we still err on
the side of caution and maintain a defensive
stance as markets bake in the potential for
rate cuts over the next two to three years.

SILENT RECESSION

During the pandemic, many firms felt the
woes of ‘quiet quitting,’ that is, employees
checking out of their roles and working the
bare minimum. Companies then faced the

Great Resignation where employees voluntarily
left their jobs due to lack of opportunities,
benefits, or hybrid status. As we enter 2024,
many Americans believe we're in a ‘silent
recession,” where markets continue to hit highs
and employment remains strong, but consumers
feel they're living in an economic downturn.

A 2023 LendingClub report showed that nearly
62% of households live paycheck to paycheck.
Delinquency rates on credit card loans have
jumped nearly 93% since third quarter 2021. While
still nowhere near the peaks during the 2008
financial crisis, it certainly does lend to the fact
that Americans at some level are struggling. The
University of Michigan Consumer Sentiment Index
has been flirting with historical lows. For reference,
the index bottomed out during the 2008 crisis at
55.3 but mostly hovered in the high 50s. As of late,
the index read 61.3, trending downwards.

It's fair to say that high interest rates and persistent
inflation have been wearing pocketbooks thin over
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the last year. However, at the most recent Federal
Open Market Committee (FOMC) meeting, the
Federal Reserve (Fed) paused its most aggressive
rate hikes in recent decades, remarking that
inflation has eased over the past year but remains
elevated. At this time, it appears that the rate hike
cycle is complete. The Fed dot plot projects the
potential for three rate cuts this year with more to
follow in 2025 and 2026. While rate forecasts can
change, we expect the overall fed funds rate and
year-over-year inflation to fall in the mid to low

2% range. These coupled financial metrics should
give consumers more confidence in our economy
while inflation eventually normalizes. Prices may not
decrease but will feel more normal, especially with

wage increases.

POTENTIAL FOR LIQUIDITY INFLUX

The Fed'’s aggressive rate hikes left many investors
feeling as if they were between a rock and a hard
place. Fixed income asset valuations decreased with
the rise of rates, and equities remained volatile as
economic uncertainty persisted. Investors sought
places to park cash while capturing some income.
Money markets became the go-to investment
vehicle since the second quarter of 2022. At nearly
$6 trillion, total money market fund assets exceed
levels during the 2008 crisis by over $2 trillion. With
some short-term money market rates well above
5%, these accounts offer investors the perfect
place to maintain the time value of their cash and
earn a little extra. However, with the potential for

interest rate cuts over the next three years, money
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...MARKETS CONTINUE TO
HIT HIGHS AND EMPLOYMENT
REMAINS STRONG, BUT
CONSUMERS FEEL THEY'RE
LIVING IN AN ECONOMIC
DOWNTURN.
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market rates will likely decrease, leaving investors
searching for products with higher returns. This
could push some to enter the fixed income and
equity markets over the next several quarters. With
current elevated rates and company valuations,
these create attractive purchase opportunities

for investors.

ROBUST EMPLOYMENT SIGNALS
ECONOMIC STRENGTH

The U.S. labor force takes on significance when
evaluating the health of our overall economy. The
unemployment rate remains strong and has not
surpassed 4.0% in the last 12 months, edging down
to 3.7% in December’s most recent data. Average
hourly earnings continue to rise month-over-month,
as well. So, despite the weight of high interest
rates and consumer prices, the employment market
remains strong and shows no sign of slowing down.

Welcome to Midland
Wealth Managment

Please join us in welcoming:

Ashley Ottens, MBA, FIC, RICP
Wealth Advisor

Shawn Rooney, MA, CFP®
Senior Wealth Advisor

Christopher C. Schroeder, MBA,
CHFC, CLU, CRPS, LUTCF
Senior Wealth Advisor



Fixed Income

PAST PEAK

INTEREST RATES?

SUMMARY:

With inflation continuing to moderate, the Fed is
likely done raising interest rates. Investor focus now
shifts to when rate cuts may start in 2024.

OUR PERSPECTIVE:

It appears that inflation continues to move toward
the target of 2% set by the Fed. At a recent FOMC
meeting, board members indicated we may see
some fed funds rate cuts in 2024. Investor focus
has shifted from the high interest rates needed to
control inflation to when rate cuts may occur to
keep economic growth in positive territory. The
timing and magnitude of interest rate cuts will likely
be the key driver of bond market returns over the
next year.

HISTORICALLY STRONG Q4 RETURN
Following a rough two years of bond returns
where the Bloomberg US Aggregate Bond Index
had negative returns in five of the previous seven
calendar quarters, a historic rally occurred in

the final quarter of 2023. The index, the primary
benchmark used to track returns of investment-
grade fixed income assets, posted a 6.8% return to
finish the year, the highest quarterly return for the
index since the second quarter of 1989 (see chart).

While negative bond returns have been painful in
the short term, they remind long-term investors of
bond market opportunities we have not seen since
the early 2000s. The returns in the fourth quarter
were primarily driven by falling long-term U.S.
Treasury (UST) rates as the 10-year UST fell from
around 5.0% in October to below 3.9% by year-end.
Now is a good time for investors to ensure they are
not holding too much of their investment balance in
cash if current high cash yields fall.

RATE CUTS AHEAD?

As inflation data continued to trend lower by the
end of last year, bond markets priced in higher
probabilities of upcoming rate cuts from the Fed.
The bond market is positioned for the first rate cut
of 0.25% to occur during the March FOMC meeting.
This trend is expected to continue with the fed
funds rate projected to fall from around 5.3%

Bloomberg US Aggregate Bond Index - Quarterly % Return (40-Years)

10%

8%

6%

4%

2%

0% |1 I I I||II | I X In I I|

Quarterly Return

-2%

-4%

-6%
SRS AR S A A A A SN
000000000(’(1

OQ: 00 O@ OQ: 00 (2 000/

SIPFT PP PO L LD DD P D A

COQOGU

(‘ 0@000@
OOOOOOOQOOOOOOOOOOOOOOOOOOO Q"QO"QO7Q

Year / Quarter

Source: Bloomberg



Implied Fed Funds Rate in 2024
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to 3.75% by year-end (see chart). While this may
present an opportunity for the bond market rally to
continue, there is a risk that the Fed does not cut
rates as fast as investors expect. If this happens, we
may see UST yields rise again, halting the recent
bond market rally.

OPPORTUNITY IN MORTGAGE BONDS
Many noticed the 2023 headlines on high mortgage
rates. For a part of the year, homebuyers looking

to apply for a 30-year mortgage saw rates near 8%,
levels not seen in over 20 years. While that high
cost of financing makes it difficult for borrowers, it
creates an opportunity for investors looking to buy
mortgage-backed securities (MBS).

Most MBS assets are government-insured
to provide more affordable interest rates for
homebuyers in the U.S. Because of this, investors

typically see MBS yields close to the yield of the 10-
year UST bonds. In 2023, the spread between the
yield of MBS assets and the 10-year UST increased
to around 1.0%, compared to the typical 0.25% to
0.50% over the past 10 years (see chart).

Our investment team took advantage of this
opportunity to add an allocation to MBS assets

with less risk than investment-grade corporate
bonds but with a similar yield. While we do not

see a recession coming in the near term, this helps
balance out fixed income exposure within portfolios
to have less credit risk in case a recession comes
sooner than expected. The goal is to play defense
hoping for more attractive opportunities to arise in
the bond market.

Mortgage Backed Yield Spread Over 10-Year US Treasury Yield (10-Years)

1.2%

1.0%

0.8%

0.6%

Yield Spread

0.4%

0.2%

0.0%

Dec-17 Dec-18 Dec-19 Dec-21 Dec-22 Dec-23

Dec-20

Dec-13 Dec-14 Dec-15 Dec-16

Month
Source: Bloomberg



Equity Markets

CERTAINLY
UNCERTAIN

SUMMARY:

Expectations for 2024 differ significantly from those
just one year ago as the prospect of an unavoidable
recession and its negative impact on equity markets

have been mitigated - at least for now.

OUR PERSPECTIVE:

The most well-telegraphed recession of 2023, a
result of the most restrictive Fed tightening cycle
in decades, never materialized. The likelihood

of an economic soft landing was seen as nearly
impossible but appears to be where we find
ourselves currently. Inflationary indicators continue
to decelerate, Treasury yields have moved off their
October highs, and the FOMC has appeared to
pivot to a dovish posture, leaving the U.S. economy
better positioned than anticipated 12 months prior.
This sets up what we view as a favorable backdrop
for equity markets as we begin the new year, with

a portion of that optimism currently priced in

following the recent fall market rally.

Unusual conditions born from the pandemic

have produced some unusual market dynamics

as well. Few anticipated the generative Artificial
Intelligence (Al) theme to have such an outside
positive impact on market returns through the first
half of 2023. The 'Magnificent Seven,’ coined by
the street, represent seven of the top 10 market
cap weighted constituents of the S&P 500 and
those at the forefront of sectors such as Al. While
the market produced a healthy 26% return for
2023, it is important to highlight that the top 10
holdings of the S&P 500 were responsible for 86%
of that return, with the remaining 490 plus names
accounting for the remaining 14%. As we enter
the new year, valuations appear rich by historical
standards with the forward price to earnings (P/E)
ratio of the S&P 500 trading at a premium to its
long-term average. The P/E multiples of the top
10 holdings are even further elevated to the broad
market, leaving expectations of further upside
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potential from current levels somewhat limited.

Current economic conditions and the resumption
of corporate earnings growth should positively
impact equity markets. However, the potential for
market volatility remains as we embark on what
should be an interesting year ahead. We positioned
our large-cap equity exposure by favoring high-
quality stocks. Companies with healthy balance
sheets and low leverage supporting solid cash
flow returns should be well-suited to navigate the
ensuing market landscape. In the past five years,
we witnessed the onset of the COVID-19 era,

the escalation of war in Ukraine and the Middle
East, and the most aggressive monetary policy-
tightening campaign in decades. Through this,
high-quality equities proved resilient and provided
solid returns. As we begin 2024, one thing we
know for certain is that we cannot account for the

uncertainty of the year ahead.

MEET OUR INVESTMENT TEAM

We believe a disciplined approach through prudent investing and diversification minimizes risk and enhances

return to help achieve clients’ goals, both financial and aspirational.

Betsy Pierson, CFA Tonia Maly, CFP®, CRPC Jake Stapleton

Chief Investment Officer Senior Portfolio Manager Assistant Portfolio Manager
9 g

Ryan Lange, CFA, CAIA Daniel Zeigler, CFP®, CMFC® Christopher Zabel

Chief Investment Officer Senior Portfolio Manager Assistant Portfolio Manager

Registered Investment Advisor Denise Melton Kaleb Gottfred

Mark Votruba Portfolio Manager Assistant Portfolio Manager

Senior Portfolio Manager Nino Ciaccio Noah Spencer

Chris LaPorta. CTFA. AFIM Assistant Portfolio Manager Research Analyst

Senior Portfolio Manager Gay Jack

Assistant Portfolio Manager

Midland Wealth Management is a trade name used by Midland States Bank, Midland Trust Company, and Midland Wealth Advisors, LLC, a
registered investment adviser. Investments are not insured by the FDIC or any other government agency, are not deposits or obligations of the
bank, are not guaranteed by the bank or any federal government agency, and are subject to risks, including the possible loss of principal.
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Life Vision Planning ®
Add clarity to your financial

values, bring your vision into

focus, and help realize your goals. I

We offer a robust planning tool midlandwm.com
that empowers you to manage your
financial journey effectively.

Call 888-637-2120 or
click to schedule an appointment.

M Subscribe to our Wealth communications and
save wealthmanagement@mkt-midlandsb.com
in your contacts!

5 midlandsb.com/wealth-blog
midlandsb.com/wealth-newsletter
m linkedin.com/company/midland-wealth-management/

If you would like to receive a digital version of the
quarterly newsletter, please send your preferred email
address to wealthmanagement@mkt-midlandsb.com.
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