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EcoNoMIC INDICATORS POINT TO A DOWNTURN, YET A GOLDILOCKS OUTLOOK
SPARKS EXCITEMENT

In assessing current risks and opportunities in the U.S. financial markets, having an understanding of the current
position and anticipated direction of the economy in the coming year can establish a foundation for tactical
positioning and risk assessment. While inherently subjective, the following table suggests that the U.S. is
currently in a late cycle and is trending towards a downturn.
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On the positive side, the direction of the cycle suggests further abatement of inflation, setting the stage for
prospective easing policies (lower interest rates). This shift would be a welcome departure from the past 18
months and could support financial market valuations. However, the next stage of the cycle also aligns with
deteriorating economic growth, declining corporate profits and earnings, and a fall in credit—historically factors
that have weighed on financial market performance.
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At this juncture, financial markets seem to be navigating a positive balance between offsetting forces,
operating under the assumption of a ‘soft landing. In such a scenario, markets anticipate the Federal Reserve
(Fed) to maintain its position, inflation to decelerate, and lower bond yields to provide organic support to the
economy. Economic growth would decelerate, but not contract, while healthy risk appetites persist. In other
words, a ‘Goldilocks’ outlook for financial markets is anticipated, offering opportunities for both equities and
fixed income. This outlook gained swift acceptance in November, marked by strong performance for financial
assets during the month.

In a potential ‘hard-landing’ scenario, we anticipate a surge in unemployment, a decline in consumer spending,
and weakened demand for corporates. This, coupled with disinflation leading to a profit recession from falling
prices, may unfold. On a positive note, concerns about inflation would dissipate, creating room for the Fed to
implement easing policies.

In this envisaged scenario, high-quality fixed income is positioned for strong performance, while lower credit
may face pressure due to rising spreads and default concerns. Equities, particularly cyclicals, could experience
collective pressure. Conversely, quality growth and defensive equities are expected to weather an economic
downturn more resiliently.Looking ahead, the positive outcome of a downturn lies in the resetting of inflation
and prospective growth from a cyclical trough, laying the foundation for the next economic growth cycle.

At Pallas Capital Advisors, we strive to remain on top of the macro investment environment while retaining a
longer-term perspective in allocating across asset classes and individual investments. We believe that throughout
investment cycles, a balanced portfolio focused on strong fundamentals and quality, combined with reasonable
valuations reflecting achievable medium-term expectations, should provide attractive risk-adjusted returns that
align with our clients’ financial objectives. Heading into 2024, we perceive opportunities for tactical investment
calls driven by the ever-evolving economic landscape, yet we remain grounded in our strategic asset allocation
and selection.

The preceding information is for general educational purposes only. It is not intended to be investment advice, and is not specific to any individual’s personal situation. Any decision about investing should be undertaken only
after careful consideration of the investment’ risks, costs, liquidity or lack thereof, and the investor’s timeframe. Please remember that past performance may not be indicative of future results. Different types of investments
involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product referred to directly or indirectly in this newsletter will be profitable, or equal
any corresponding indicated historical performance level(s)
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