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From Our
Viewpoint

Soft landing: <noun> - a rare economic phenomenon of
a central bank able to bring inflation under control via
higher interest rates without creating a recession.

Dictionary publisher, Merriam Webster, recently
announced that “authentic” was selected as the word of
the year for 2023. If they were to select an investment
phrase of the year, it would almost certainly be “soft
landing”.

The prospect of a soft landing went from a low
probability scenario in the minds of many investors at
the start of 2023, to an assumed given by year-end.
The dynamic trio of inflation, the Federal Reserve, and
interest rates all factored in the equation. Stocks and
bonds cheered slowing inflation and language from the
Fed that suggested that the rate hike campaign is over
and lower rates could be on the horizon.

Positive stock and bond returns were certainly welcome
on the heels of a difficult 2022 but we are skeptical of
the market’s near complete embrace of the soft landing
scenario. Our outlook remains cautious as the impact of
the Fed’s rate hike campaign continues to work its way
through the economy, at the same time valuations and
sentiment leave room for relatively little to go wrong.
While headline measures of economic activity such as
GDP and unemployment look okay, these are lagging

Manning & Napier’s Investment Policy Group
discusses, analyzes, and dissects major
macroeconomic variables including the economy,
global financial markets, and asset allocation to
ultimately determine the firm’s views.

factors that only tell us where we have been. Many
leading measures of economic activity suggest that
more difficult times are ahead. This sort of divergence
between leading and lagging indicators frequently
occurs near the end of economic expansions.

We believe that risk management should take priority

in times like these. By promoting safety today when
risks are elevated, we can preserve capital to deploy into
more attractive opportunities when conditions are more
supportive. Those risk-taking conditions will eventually
emerge again, and you can be sure we will be there to
capitalize when the moment is right.

The coming year promises to be no less eventful than
2023. Odds are good that there will be more noise than
ever for investors to sort through amidst a presidential
election at home and, unfortunately, rising geopolitical
risks abroad. Our team of investment professionals is
focused on seeking out the signal amongst this noise, on
the lookout for not only risks, but opportunities as well.

- Manning & Napier’s
Investment Policy Group
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Lagging indicators suggest that all is Temp Staffing
well in the economy, however, more Payrolls
forward-looking factors present

reasons for concern.

Thus far, inflation has been one of the
few economic measures to fall in the
face of the Fed’s aggressive rate hike
campaign, which brought interest rates
to a 22-year high with 11 consecutive
increases.

Firms will tend to cut back on temp
staffing first before laying off their own
employees once an economic slowdown
emerges. Temp staffing has been in
steady decline for well over a year now. If
weakness continues, more firms will start
laying off their own employees - likely
resulting in a rise in unemployment.

What was once an astonishing 9.1%
inflation rate in June 2022 has fallen to
3.1% as of December 2023. With that
dramatic drop, the Fed has signaled
growing confidence in achieving victory
in their battle against inflation while
simultaneously avoiding a recession.
However, we believe that the full gravity
of the rate hike cycle on the broader
economy has likely yet to be observed.
Our view is that a recession is the most

Standards

Bank Lending

Tightening lending standards frequently
accompanies economic downturns as
banks become less willing to extend
credit to businesses and consumers alike.
In 2023, we saw banks substantially rein
in loan growth at the same time demand
for loans dropped.

likely outcome, and if nothing else, Yield Curve
the economic backdrop remains a
challenging one.

Our outlook may seem at odds with
many of the most widely followed
measures of economic activity
including unemployment, GDP

growth, and consumer spending -all
of which suggest a relatively healthy
backdrop. However, these indicators
are notoriously poor signals of future
activity that will not sound the alarm
until it is too late. We prefer to focus
on more forward-looking, or leading,
signals that can provide a better sense
of how the economic sands may be
shifting beneath our feet. Many of these
indicators are giving warning signs
typically observed at the end of an
economic expansion.

Today, the yield curve is inverted as the
short-end yields more than the long
end. This typically only occurs prior to
recessions as the bond market signals
expectations for lower future growth.




Equities: Balancing Risk and Reward
It takes an active approach to stock selection to find
investments that are well positioned for the road ahead.

The economy wasn’t the only surprising area last year.
Between excitement around artificial intelligence
and budding conviction that the Fed can achieve a
soft landing, investors chose optimism over caution
throughout 2023. Equity markets delivered stronger-
than-expected performance last year, highlighted by
the S&P 500’s double-digit returns. The Magnificent
7 stocks (Alphabet, Amazon, Apple, Meta, Microsoft,
NVIDIA, and Tesla) dominated performance helping
the market-cap-weighted S&P 500 nearly double the
performance of the average stock in the index (26.3%
vs. 13.8%).

The overall market performance was not a result of
stronger earnings but instead, it was driven by rapidly
expanding valuations. In fact, the change in the PE
multiple explains virtually all of the S&P 500’s growth
last year. This is to say that by the end of 2023, investors
valued each dollar of earnings approximately 25% more
than at the start of the year.

A stock can still be attractive after such an increase
in valuation, but only to the extent that the value of
expected future cash flows has increased as much, or

more, or the stock’s starting valuation was so depressed
that it has yet to reach fair value. However, as our
analysts search the globe for attractive investments,
we are finding few names that meet our time-tested
investment strategies and pricing disciplines.

Accordingly, we have positioned client portfolios for
more challenging market conditions by focusing on
companies in less economically sensitive areas such as
consumer staples as well as companies that can benefit
from long-term secular themes. There are notable
opportunities in more cyclical areas of the economy that
our analysts have identified including semiconductors,
railroads, and home building materials. These three
industries were quick to price in the risk of a downturn
and experienced recession-like conditions last year
despite benefiting from attractive tailwinds.

In the year ahead, more opportunities will emerge.

Our teams are already preparing for that eventuality,
conducting work on more cyclical, ‘recovery’ areas of the
economy. Companies from these industries are likely

to represent a larger portion of your portfolio when
conditions and valuations become more compelling.
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Fixed Income

Whether a hard or soft landing occurs, we believe the
stage is set for a normal credit cycle to play out as
financial conditions have tightened dramatically.

All eyes were on the Fed this past year as investors
looked for signs on the direction of monetary policy
going forward. With the December meeting, investors,
and perhaps more importantly borrowers, received
welcomed news. At this point, it appears that the Fed'’s
rate hiking campaign has come to an end and committee
members are projecting cuts in the near future.
However, as usual, the market seems to be getting a
little ahead of itself, projecting more cuts than what was
implied.

While markets appear to be increasingly embracing the
soft landing narrative and the Fed has struck a more
dovish tone, we still believe that the economy is in the
later stages. To us, that is most evident in the corporate
credit segment of the market, both investment grade
and high yield, where credit spreads remain extremely
tight on a historical basis. With borrowing conditions
having changed dramatically over the past two years,
we do not feel those risks are being fully priced in.
When looking back over the past decade, companies
had essentially been receiving “free” money and are

now facing borrowing costs ranging anywhere from six
to 10+ percent depending on the creditworthiness of the
company. Although some of the larger businesses may
be able to avoid issuing new debt, small businesses in
particular face much different prospects as they do not
have that luxury and likely need the capital to operate,
setting the stage for what we'd consider to be a normal
credit cycle. As such, we are generally underweight
corporate credit heading into 2024.

Areas where we are continuing to find value are in the
securitized segment of the market, particularly asset-
backed securities -most often in more niche areas

of the market such as litigation, finance, cell towers,

and data centers as opposed to standard credit cards
and autos -that are backed by asset classes with high
quality fundamentals and low credit risk. We see another
opportunity with mortgages, which we view as a high-
quality asset with an attractive spread in comparison to
corporate bonds.

As we've noted, we think we are in for a difficult
environment in 2024, but we believe that our select,
disciplined approach focused on current valuations

and economic conditions will be key to navigating this
uncertain environment, helping us avoid areas of risk and
uncover pockets of opportunities.
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International Markets:

A Look Around the World

The US economy stands out for its strength relative to
other major economies worldwide.

Many countries around the world are nearing the end
of their monetary policy tightening cycles as economic
activity slows. The ongoing conflict between Ukraine
and Russia, and now the Israel-Hamas war, have the
potential to affect commodity prices, inflation, and
global trade. This puts the work that has been done to
cool inflation and ease supply chain bottlenecks at risk.

European Union: The European Central Bank (ECB)
continues to experience ‘stickier’ inflation resulting in
the perceived need to continue tightening even though
economic conditions are already signaling a recession.
The lingering inflation fuels concerns that it could
worsen should the Russia-Ukraine war have more of a

significant impact on Europe’s energy and food supplies.

Overall, Europe’s economic cycle is where we anticipate
that the US ultimately ends up, with weak top-line
growth and rising unemployment.

UK: The UK is experiencing a similar situation, though
it has the added challenge of Brexit making it harder to
re-establish trade rules and trade links.

China: China’s growth model has been based on
property development, debt, and exports -with all three
of those drivers now facing significant headwinds. The
property bubble is threatening to pop, as demand from
new buyers has tumbled. Debt has built up, andis a
threat to the country, with a policy having more recently
been geared to de-leverage the economy. Demand for
exports has weakened as a result of tighter monetary
policy in the US and EU and elevated geopolitical
tensions, which have western countries disengaging
from China.

Japan: To round out the global economies, Japanis a
country that hasn’t seen sustained domestic economic
growth for decades due to the bursting of their property
bubble in the early 1990s and poor demographics. After
adding in factors such as negative population growth,
debt, and deflation, we expect to see growth averaging
just over 0%. There is little indication that Japan will

do significantly better going forward (though they are
implementing policies that may help boost returns that
companies are able to achieve).

103

102

101
X

Last Price
© © © © © o
a0 o N o © O

2014 2015 2016 2017 2018

US e===China

Analysis: Manning & Napier. Source: Bloomberg (1/31/2014 -1/01/2024).

2019 2020 2021 2022 2023 2024

Japan e=———EA =—UK




For our quarterly market update webinar, or additional depth on these topics and more,

please visit

Analysis: Manning & Napier.

The data presented is for informational purposes only. It is not to be considered a specific stock recommendation.

Past performance does not guarantee future results. Performance for periods greater than one year is annualized. Please note that
diversification does not assure a profit or protect against loss in a declining market.

All investments contain risk and may lose value. This material contains the opinions of Manning & Napier Advisors, LLC, which are subject to
change based on evolving market and economic conditions. This material has been distributed for informational purposes only and should not be
considered as investment advice or a recommendation of any particular security, strategy or investment product. Information contained herein has
been obtained from sources believed to be reliable, but not guaranteed.

The S&P 500 Total Return Index is an unmanaged, capitalization-weighted measure comprised of 500 leading U.S. companies to gauge U.S. large
cap equities. The Index returns do not reflect any fees or expenses. The index accounts for the reinvestment of regular cash dividends, but not for
the withholding of taxes. Index returns provided by Bloomberg.

The S&P 500 Index is an unmanaged, capitalization-weighted measure comprised of 500 leading U.S. companies to gauge U.S. large cap equities.
Index data provided by Bloomberg. Index data referenced herein is the property of S&P Dow Jones Indices LLC, a division of S&P Global Inc., its
affiliates (“S&P”) and/or its third party suppliers and has been licensed for use by Manning & Napier. S&P and its third party suppliers accept no
liability in connection with its use. Data provided is not a representation or warranty, express or implied, as to the ability of any index to accurately
represent the asset class or market sector that it purports to represent and none of these parties shall have any liability for any errors, omissions,
or interruptions of any index or the data included therein. For additional disclosure information, please see: https://go.manning-napier.com/
benchmark-provisions.
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