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MARKET 
OUTLOOK
AT A GL ANCE

Equity markets continue to rise as Treasury rates fall following the Federal Reserve’s landmark decision to cut interest 
rates 0.50%, boosting optimism about future economic growth and easing financial conditions.  

ECONOMY
Large job creation revisions 
suggest labor market 
rebalancing toward long-term 
trends, not signs of strain. 

BONDS
Fed reverses monetary policy  
with 0.50% rate cut. 
2-Yr UST 6 3.64% (-1.11%) 
10-Yr UST 6 3.78% (-0.61%)

STOCKS
Q3 
S&P 500 +5.89% 
S&P 600 +10.11% 
MSCI Emerging Markets +8.82%

“BY USING OUR FINANCIAL PLANNING TOOLS 
AND NAVIGATING SHORT-TERM VOLATILITY, 

WE HELP CLIENTS REMAIN FOCUSED ON THEIR 
LONG-TERM OBJECTIVES, ALLOWING THEM 

TO BETTER ALIGN THEIR GOALS IN AN EVER-
CHANGING MARKET ENVIRONMENT.

“Daniel  Zeigler,  CFP ®,  CMFC®

Senior Portfolio Manager
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Global Economy

LABOR MARKET IN 
EQUILIBRIUM

SUMMARY:
The US labor market seems to be softening, but long-
term trends indicate post-pandemic normalization.

OUR PERSPECTIVE:
We remain neutral on the labor market, viewing 
recent changes as normalization, but will 
continue monitoring for further development.

MAJOR REVISIONS
In August, the Bureau of Labor Statistics (BLS) 
significantly revised job creation numbers in its annual 
benchmark update, reporting 818,000 fewer jobs than 
originally estimated between April 2023 and March 
2024. Initially, the BLS announced that 2.9 million 
jobs had been created during that period, but this 
figure was revised down by almost 30%. The largest 
downward adjustments were in professional business 
services, with a reduction of 358,000 jobs, and in 
leisure and hospitality, with a cut of 150,000 jobs.

While we haven’t seen downward revisions of this 
scale since 2009, they should be viewed in the 
context of the overall labor market. With over 161 
million nonfarm workers in the US, this job creation 
markdown is relatively small, especially given the 
broader trend of positive net job creation. The 
economy has added an average of 197,000 jobs 
per month over the past year, well above the 20-
year average of 112,000. Even with the latest (pre-
revised) figure of 142,000, job growth remains solid.

The nature of these revisions underscores the 
limitations of the data collection process more so 
than the overall health of the labor market. The BLS 
surveys 60,000 households and 122,000 businesses, 

which provides a robust sample but is still subject 
to adjustments. Initial estimates are often based on 
incomplete data, leading to upward or downward 
revisions. In this case, the significant markdown 
created confusion, but other sectors, like private 
education/health services, saw upward revisions of 
87,000 jobs. While any downward adjustments aren’t 
inherently positive, we believe they reflect a trend 
towards historical norms more than anything else.

VACANCIES AND UNEMPLOYMENT
Job creation is just one aspect of the broader 
labor market. A useful measure for understanding 
the employment landscape is the ratio between 
job vacancies and the number of unemployed 
individuals. A job vacancy refers to a position that 
an employer is actively seeking to fill within 30 days, 
excluding internal or temporary hires. Meanwhile, 
unemployment measures those seeking work for 
more than four weeks and are available to start.

Historically, the ratio has averaged around 0.75 job 
vacancies per unemployed person over the past 20 
years, including recessions. Following the pandemic 
disruptions, the ratio peaked at 2.0 in 2022 and 
has since fallen to 1.13. At first glance, this decline 
may seem alarming, but it primarily reflects a mean 
reversion after the volatile swings of the COVID era. 
Unemployment spiked from 3.5% to 14.8% in the early 
months of the pandemic, and the “Great Resignation” 
caused a surge in job vacancies from 2021 to 
the end of 2023. Much of the recent downward 
movement in job vacancy rates is simply a correction 
from the extraordinary post-COVID conditions.

Though we have experienced a slowdown in 
job growth, we don’t believe it is of significant 
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concern now. The ratio is still above historical 
averages, suggesting that demand for labor remains 
relatively strong. Investors should recognize that 
much of the current trend reflects a rebalancing 
rather than a sign of widespread weakness.

STRUGGLING MANUFACTURING
Despite the overall healthy labor market, 
some sectors, particularly manufacturing, feel 
contractionary pressures. The Institute for Supply 
Management (ISM) Manufacturing Index tracks the 
sector’s health through indicators like new orders, 
production, employment, deliveries, and inventories. 
A reading below 50.0 is contractionary, and above 
50.0 is expansionary; the most recent reading was 
47.2 for the month of September. This marks the 
22nd contractionary month in the past 24 months, 
with manufacturing employment contracting for 
the last four consecutive months. Out of the 18 
industries surveyed, only two reported job growth.

This weakness in manufacturing is part of a broader 
pattern of “rolling recessions,” where specific 
sectors face downturns while others continue 
to grow. The tech industry experienced similar 
contractionary pressures in 2022 and 2023, and 
now manufacturing is seeing its share of the 
challenges. However, manufacturing accounts for 
only 10-15% of US GDP, whereas services contribute 
nearly 80%. Fortunately, the ISM Services Index 
remains above the 50-point threshold, indicating 
expansion and employment in the services sector 
continues to grow, albeit at a slower pace.

This sectoral disparity highlights the resilience of 
the US labor market. While manufacturing faces 
challenges, the services sector remains robust, 
which is far more significant to the economy. This 
strength in services helps mitigate the impact 
of the manufacturing slowdown, suggesting 
that while the labor market is softening in some 
areas, the overall outlook remains stable.

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.

Ryan Lange, CFA, CAIA
Chief Investment Officer

Emil Suqi, CFA
Portfolio Manager - Team Lead

Jake Stapleton
Team Lead – Research

Noah Spencer
Research Analyst

Daniel Zeigler, CFP®, CMFC®

Senior Portfolio Manager

Tonia Maly, CFP®, CRPC
Senior Portfolio Manager

Denise Melton
Portfolio Manager

Christopher Zabel
Portfolio Manager

Kaleb Gottfred
Portfolio Implementation Analyst

Nino Ciaccio
Portfolio Implementation Analyst

John Dehart
Portfolio Implementation Analyst
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Equity Markets

A BROADER  
EQUITY RALLY

SUMMARY:
The equity market rally extended beyond US large-
cap equities in the third quarter.

OUR PERSPECTIVE:
Small-cap and international equities outperformed. 
Within US large cap, performance shifted away from 
technology as utilities and real estate significantly 
outperformed.

BROADER EARNINGS GROWTH AHEAD?
In recent years, many investors have questioned the 
need to invest in areas of the equity markets beyond 
US large-cap companies. As noted in previous 
quarters, a significant portion of equity returns 
globally have been driven by a small number of 
large US companies. It is too early to tell if the tide is 
turning, but investors are finally seeing higher returns 
swing back to segments outside of US large-cap 
stocks. In the third quarter of this year, US small-cap 
equities, as measured by the S&P 600, gained 10.1%, 
outperforming US large-cap S&P 500, which rose 
5.9%. 

There are a few possible drivers behind this shift. One 
explanation is that the rally in mega-cap US equities 
may have been overextended, fueled by the hype 
surrounding artificial intelligence, which drove recent 
outperformance. Another possibility is that larger 
companies with little to no corporate debt were less 
affected by rising interest rates than smaller ones. 
Now that we are officially in an interest rate-cutting 
cycle, investors may see the rally broaden, driven 
by higher expectations for earnings growth from US 
small-cap companies and international markets.

It’s important to recognize that different factors drive 
short-term and long-term equity valuations. In the 
short term, equity returns are shaped by changes in 
market valuations, as shifts in investor expectations 
about future earnings cause indices to fluctuate. 
In contrast, long-term equity returns are driven by 
corporate earnings growth, with sustained earnings 
typically leading equity returns in the same direction. 

The chart below helps highlight the divergence in 
corporate earnings between US large-cap companies 
and other segments of the equity markets. Each bar 
represents year-over-year (YoY) corporate earnings 
growth at the index level, showing historical results 
from Q3 2023 to Q2 2024 and projected results from 

-40%

-20%

0%

20%

40%

60%

2023 Q3 2023 Q4 2024 Q1 2024 Q2 2024 Q3 2024 Q4 2025 Q1 2025 Q2 2025 Q3

Historical and Projected Annual Earnings Growth

S&P 500 S&P 400 S&P 600 STOXX 50 Europe CSI 300Source: Bloomberg



5

Q3 2024 to Q3 2025. Note that the 2024 Q3 results 
are reported during calendar Q4. The outlier for the 
historical quarters was the S&P 500, which continued 
to post positive earnings growth in the face of higher 
interest rates. The other equity indices highlighted, 
S&P 400 (US mid cap), S&P 600 (US small cap), STOXX 
50 (European large cap), and CSI 300 (China Shanghai 
Shenzhen Index) remained mostly flat or negative in 
terms of earnings growth. As we look ahead to 2025, 
trends are expected to shift. While it’s too early to 
determine if these changes will materialize, we could 
be in the early stages of a broadening rally across 
equity markets. 

SHIFTING CHINA SENTIMENT
Over the past 20-plus years, the reemergence of the 
Chinese economy has been a major driver of global 
economic growth. Investors in Chinese equities have 
benefited from strong returns for most of that period. 
However, this trend began to change in recent years 
as China’s economic growth slowed. 

In early 2021, the Chinese Communist Party (CCP) 
introduced a new initiative called “Common 
Prosperity” to promote social and economic equality 
within the country. This policy had the most significant 
impact on the real estate sector, but its effects were 

also felt in other areas, such as healthcare, private 
education, and online gaming. The uncertainty 
of which companies may be affected next by the 
initiative contributed to lower investor sentiment and 
equity prices. 

Throughout 2024, various stimulus measures were 
announced to boost the local economy, but most 
failed to penetrate the Chinese equity markets. 
However, at the end of September, a new wave of 
stimulus was announced to stabilize the local housing 
market and provide an economic boost. As a result, 
Chinese equities experienced a significant rally, with 
the Shanghai Shenzhen CSI 300 Index up more than 
25% in the last five trading days of September. 

While it is too early to determine if the rally is justified, 
given the recent stimulus measures, investors appear 
to be positioning themselves for a potential recovery 
after a few years of negative returns. The chart below 
highlights the performance of the Shanghai Shenzhen 
CSI 300 Index compared to the S&P 500 Index since 
January 2005. In recent years, the S&P 500 moved 
in a different direction than the CSI 300 Index, but 
the recent performance boost in China has partially 
closed the gap between the two.
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Welcome to Midland Wealth Managment
Please join us in welcoming:

Stephanie Hunhoff
Trust Administrator

Jessica Schrader
Senior Operations Specialist

Jaime Yates
Operations Specialist

Rhonda Taylor
Client Services Associate

Emil Suqi
Portfolio Manager – Team Lead

Gisela Rodriguez
Senior Trust Administrator
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Fixed Income

THE FED EASING  
CYCLE BEGINS

SUMMARY:
The Federal Reserve (Fed) embarks on its first easing 
cycle since the pandemic shock in March 2020.

OUR PERSPECTIVE:
Interest rates are being reduced due to expectations 
of lower inflation and a more balanced labor market, 
potentially creating opportunities for bond investors.

FED DELIVERS FIRST CUT
The Federal Open Market Committee met in 
September and elected to reduce the overnight Fed 
Funds rate from the previous range of 5.25–5.50% 
to 4.75%–5.00%. The committee also published the 
quarterly Summary of Economic Projections, penciling 
in another 0.50% of cuts for the remainder of 2024 
and 1.00% for 2025, bringing the terminal rate to 
approximately 3.00% by 2026. 

This change suggests that money market investors can 
expect lower yields in the coming year. Fortunately, 
our portfolio management team anticipated this 
movement and employed a “barbell” rate strategy. A 
barbell strategy allows us to hedge against different 

interest rate scenarios. By concentrating credit risk 
on shorter-term bonds, we maintain flexibility in case 
rates stay elevated, while longer-term treasuries are 
positioned to benefit if rates fall more quickly.

We can use the chart below to see how a simple 
portfolio split 50/50 between money market and the 
20-year treasury bond produces an overall yield of 
4.50%, compared to the 3.70% yield on the 7-year 
note or the 3.80% yield on the 10-year note, while 
maintaining a similar level of interest rate risk to the 
7-year note. Instead of traditional money market 
funds, we employed AAA-rated Collateralized Loan 
Obligations (CLOs) in the short-term portion of 
the portfolio. While CLOs carry slightly higher risk, 
they offer enhanced yields due to their floating-rate 
structure, which adjusts with interest rate changes.

REVISITING MUNICIPAL 
SPREADS TO TREASURIES
The recent drop in rates has led to some segments of 
the fixed income market becoming more attractively 
priced due to wider yield spreads. This is particularly 
true for the tax-exempt municipal bond space.

Since the Fed began raising rates in March 2022, 
municipal bond spreads, on a taxable equivalent 
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basis, have become more expensive relative to 
treasuries. As of March of this year, 10-year treasury 
yields provided a tax-adjusted yield advantage of 
around 0.20% over a tax-exempt municipal bond with 
a similar maturity profile.

Tax-exempt municipal bonds are particularly attractive 
to investors in higher tax brackets because their 
yields, when adjusted for tax savings, can outperform 
taxable bonds like treasuries. Essentially, investors 
in higher tax brackets can achieve similar or better 
returns while enjoying the tax benefits of municipal 
bonds.

The tables below show this. The first table transposes 
the taxable equivalent yields of AAA-rated municipal 
bonds of varying maturities to treasuries, for each 
of the marginal tax brackets. As we see, a taxable 
investor in the 35% tax bracket would need to go out 
to the 10-year area of the curve to find value, while 
a 37% marginal tax bracket investor can find value 
across the curve in municipal credit.

Similarly, for investors willing to move down the credit 
curve from AAA to A-rated credit, there is value to be 
found in the 32% tax bracket and even in the 24% tax 
bracket for maturities over ten years. This represents 
an improvement over the past two years, when 
treasuries outperformed tax-exempt bonds for almost 
all marginal tax rates, making them an asset class 
worth considering for taxable investors.

“
THE RECENT DROP IN RATES 

HAS LED TO SOME SEGMENTS 
OF THE FIXED INCOME 

MARKET BECOMING MORE 
ATTRACTIVELY PRICED...

“

AAA Rated Callable vs US Treasuries A Rated GOs vs US Treasuries

Tenor
AAA 
Muni UST 12% 22% 24% 32% 35% 37% Tenor

A GO 
Muni UST 12% 22% 24% 32% 35% 37%

3Y 2.31 3.62 2.62 2.96 3.04 3.40 3.55 3.67 3Y 2.61 3.62 2.97 3.35 3.44 3.84 4.02 4.14

5Y 2.31 3.63 2.62 2.96 3.04 3.39 3.55 3.66 5Y 2.65 3.63 3.01 3.40 3.49 3.90 4.08 4.21

7Y 2.41 3.71 2.74 3.09 3.17 3.54 3.70 3.82 7Y 2.79 3.71 3.17 3.57 3.67 4.10 4.29 4.43

10Y 2.56 3.84 2.91 3.29 3.37 3.77 3.94 4.07 10Y 2.97 3.84 3.37 3.80 3.90 4.36 4.56 4.71

20Y 3.17 4.24 3.60 4.06 4.17 4.66 4.88 5.03 20Y 3.60 4.24 4.09 4.62 4.74 5.29 5.54 5.71

30Y 3.48 4.17 3.95 4.46 4.57 5.11 5.35 5.52 30Y 3.86 4.17 4.38 4.94 5.07 5.67 5.93 6.12

Midland Wealth Management is a trade name used by Midland States Bank, Midland Trust Company, and Midland Wealth Advisors, LLC, a 
registered investment adviser. Services offered by Midland Wealth Advisors, LLC are separate from Midland States Bank and Midland Trust 
Company. Investment and insurance products and services are: not insured by the FDIC, not deposits, and may lose value. 

The information provided is for informational purposes only. Information has been obtained from sources believed to be reliable, but its accuracy 
and interpretation are not guaranteed. Midland Wealth Management does not provide tax or legal advice. Please consult your tax or legal advisors 
to determine how this information may apply to your own situation. Whether any planned tax result is realized by you depends on the specific facts 
of your own situation at the time your taxes are prepared. IRS CIRCULAR 230 NOTICE: To the extent that this message or any attachment concerns 
tax matters, it is not intended to be used and cannot be used by a taxpayer for the purpose of avoiding penalties that may be imposed by law. 
Past performance is no guarantee of future results. Returns of the indexes also do not typically reflect the deduction of investment management 
fees, trading costs or other expenses. It is not possible to invest directly in an index. Indexes are the property of their respective owners, all rights 
reserved. Midland Wealth Management does not claim that the performance represented is CFA Institute, GIPS, or IMCA compliant.

Copyright © 2024 Midland States Bancorp, Inc. All rights reserved. Midland States Bank® is a registered trademark of Midland States Bancorp, Inc.
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