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CHIEF ECONOMIST

At the start of 2023, the threat of recession loomed over the markets, and investors
hopcd the Fed would start cutting the ovcmight rate. Fortunatcly, dcspitc all of the
WOTLTY, the cconomy continued to Cxp;md, almost in spite of itself. Pcrhaps as a result,
not only did the Fed not cut rates, it continued to increase them through the middle

of the year.

Intcrcstingly, the markets didnt seem to mind these hikes in 2023 as much as thcy
did in 2022. The fact that we were closer to the end of the tightcning cyclc than the
bcginning was apparcntly some type of solace. By the start of the 3rd quarter, investors

ﬁnally {'Clt COInfOftilblC tl’lilt thC FCd’S nextmove VVOU.Id bC acut

Even still, ac che start of che year, it appearcd as though the Fed might have gone too
far and too fast with its rate hikes than in che prcvious years. While it almost seems like
ancient history, everyone held their collective breach when Silicon Valley Bank, and

OtthS, Csscntia“y {:&lICCl at tl’lC start O{:fl'lC year.

Would this be the start of another financial crisis like the one in

2008-20092

Fortunatcly, the answer was no, and the markets and economy were able to put the
biggest wobble in the banking system in over a decade behind them surprisingly
quickly. By the end of the year, it was almostas though ichad never happcncd, atleastas

far as thC markets wcere COHCCI‘HCd.

Then, we had the various debt cciling imbroglios, and lecs not forgct the removal of
the Speaker of the House of Representatives, a first. The never-ending war in Ukraine
was never far from the headlines. The Chinese continued to cause trouble in the South

China Sea, and Hamas started yet another conflict in the Middle East.

Thcrc SCCH’ICd to bc no cnd to thC b[’iCkS in our VVQ.H OFVVOH'Y.



In alot of ways, the world stumbled and fumbled its way through 2023. Still, thanks
to a strong labor market, the U.S. economy continued to thrive, much more so than
virtually anyone had predicted at the start of the year. As a result, investors were finally
able to put away the worst of their worries by the start of November, and the stock

I’I];ll'l(CtS soarc d

[twasa ﬁtting cnd to VVhélt hdd IDCCI] a Confounding YCEUT.

In the end, while 2023 providcd a lot of angst, it also produced a lot of economic
activity and positive market recurns. As we enter 2024, one can only hopc we get a

repeat oflast year, at least in their stock portfolios.

Théll’lk you EOI' your COI]UI]LICC[ SUPPOFt,

John Norris

Chief Economist

Our Investment Committee distributes information on a regular basis to better inform
our clients about pending investment decisions, the current state of the economy and our
forecasts for the economy and financial markets. Oakworth Capital currently advises on

approximately $1.9 billion in client assets. The allocation breakdown is in the chart below.

International Equities 7.5%

Ve Cash & Equivalcnts 7%

N~ Fixed Income 27%

~_ Commodities & Other 6.5%
US Equities 52%

RYAN BERNAL

CHRIS COOPER

Portfolio Manager
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2023: THE YEAR IN REVIEW

Investment Committee

The year 2023 was a year when things ultimatcly worked out
for domestic investors, somchow. From high—proﬁlc bank
failures to war in the Middle East to domestic labor strife to
higher interest rates to discord in Washington and general
societal malaise, it would have been casy to make a worst-case

scenario [:OI' thC past year.

Instead, givcn all the turmoil in the world, it ended up bcing

ClOSC toa best—case onc.

Throughout 2023, Oakworth’s Investment Committee was
very active making tactical shifts to asset allocation. As the

timeline below suggests, it had to be that way in order to stay

ahead of the news and business cycles.

As thC Old CXPI'CSSiOn gOCSI “YOU_ skatc to WhCI'C thC PUCl{ ISgOZﬂg

10 be and not where it currently is.”

B]ocking out the noise in the media, and focusing on what rf:al]y
matters to the economy, is extrcmely important when making
investment decisions. The kcy is dthrmining what is noise and

what isn'.

Fortunately, Oakworth’s Investment Committee was effective
in doing that last year. It you would like to know some of the
primary shifts we made in our clients portfolios, plcasc feel
free to contact your Oakworth client advisor or investment

portfolio manager, or set up a time to meet with one.

_ 1st - 1sl _ 8ch
Croatia adopts the Tom Brady retires, for 1" bank falls: Silvcrgatc
curo as its currency good this time Bank liqujdatcs

L 5th - 4th 10th
Funeral for Pope US. shoots down — Another bank falls:
Emeritus Benedict Chinese high—altitudc Silicon Valley
XVIin Rome spy balloon Bank collapscs

L 8ch | 6th 19th
Chinarcopens its Massive 7.8 — UBS buys Credit
borders after nearly carthquake strikes Suisse for about
3years southern Turl(cy $3.2 billion

| 1 2th - 1st | 1st
US. EPA proposes Another bank falls: Congess raiscs the $34
rcgulations mal(ing First Republic trillion debt cciling
electric vehicles 67% Bank collapscs
of new passenger car 21
sales by 2032 — 4th — US.approves first
WHO declares lab-grown meat, chicken
— 15th COVID-19 over
Germany ends its usc asaglobal 30t
of nuclear power health emergency — U.S. Supreme Court
rules against President
24t — 6th Biden’s student debt
India surpasses China Coronation of forgiveness plans
as the world's most King Charles 11T ac

POPUIOUS COUHEI’y

Westminster Abbey



_ 9th

“Barbic” premicres

— 14+
Actors union SAG-
AFTRAgoeson strike

— 26
Fed Funds Rate
reaches 5.50%

| 2 8th
Scientists gcnctically
engineer fruic flies to
rcproducc without

a malc

| 1st

Fitch downgrades
US. Treasury debe
from AAA to AA+

— 17t
U.S. 30-year fixed rate
mortgages risc above
7% for the first time in
over two decades

L 240
BRICS group of
countrics agrees to
invite Argentina,

Ethiopia, Egypt Iran,

UAE and Saudi Arabia

— 15t
UAW union goes on

strike at 3 locations

[ oqst
Rupert Murdoch
retires from the

boards of Fox and

News Corporation

— 29tk
The MSG Spherein
Las Vegas opens with

a U2 concert

| _ 4th

Kevin McCarthy
becomes first US.
House Speaker voted
out of the ofhice

- 7th
Hamas launches a
major surprisc artack
on Isracl from Gaza

— 13t
Microsoft completes its
acquisition of Activision

L 1st

Texas Rangers win
their first World
Series title in
franchise history

- 9th
SAG-AFTRA endsits
1 18—day actors’ strike

— 19t
Argentina clects
far-right President
Javier Milei

OURYEARIN REVIEW

| 9th

Bascball superstar
Shohei Ohtani
signs 10-year $700
million deal with

the LA Dodgcrs

— 19tk
Shipping firms
suspend Red Sea
activity hampcring

global tradc

28"
Gold crosses an

all-time high
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2023 KEY TAKEAWAYS

As 2023 drew to a close, threats af a /oommg recession subsided. However, prz'ces remain elevated, emp/oyem
slmggle to fz'im’ workers, grz’d/ock reigns in VVﬂs/Jz'ﬂgtm, and our massive annual defz’cz'z‘ balloons into 2024.

LABOR MARKETS

The much-feared recession that was supposed to happen in 2023 never came to fruition. Despite a lot of economic data suggesting
slower growth, the surprising strength in the labor markets provided enough of a tailwind to keep the economy growing,

POLITICAL GRIDLOCK

As usual, dysfunction and gridlock reigned in Washington. Fortunateiy, investors tend to love poiiticai gridioci(, as it limits new
constraints on the economy and the markets.

ELEVATED PRICES/ INFLATION FRUSTRATION

[nflation came down in 2023, but most prices didn’t. This caused some confusion for many Americans, as they didn’t see any real
improvement in cheir monthiy Ccosts even though the experts were saying things were getting beteer.

LABOR SHORTAGES
Employers continued to have difficulty in finding workers. More specificaiiy, they had crouble finding dependabie peopie Wiiiing

to WOl’i( ti’lC HCCCSS&I’Y hours at ti’lC Wages companies WaHth to pay

RATE EXPECTATIONS

The Federal Reserve didn't cut che overnight iending rarget rate the way many thought it would in 2023. However, that didn't
scem to deter investors. It secems simpiy knowing there wouldnt be any more rate hikes was enough to send stocks soaring at
times during the year, especially in November and December.

GEOPOLITICAL CHALLENGES

Global conflicts tested boch American resolve and miiitary stockpiies. By the end of the year, itwasn't clear whether the U.S. will have the
desire or industrial abiiity to continue to support its allies, both new and old, in the manner wich which they have become accustomed.

6



2023 KEY TAKEAWAYS

LARGE CAP GROWTH STOCKS

Atter a disastrous 2022, large cap growth stocks (read: technology and communicarions) rebounded sharply in 2023. The
strength of the advance, however, led many investors to wonder whether the pendulum had swung back roo far by year end.

GREEN ENERGY

The market limications of the administration’s green energy initiatives became increasingiy apparentas the year progressed. U.S.
manufacturers are behind in the EV race, and consumer demand has failed to meet idealistic expcctations. It reminded one of the

»

old expression: “wanting something to happen doesn't mean it will

THE BANKS
Aithough the banking system teetered during the Ist quarter of 2023, it didn't fall. The reason? There is a significant difference

thWCCH a non-performing assct and a repriced one. Ti’lC former ieads toa permanent crosion in capitai, Whereas ti’lC iatter usuaiiy
oniy iCZldS toa tcmporary once. Aftcr ali, ifYOU. i’lOid an “underwatcr” bOl’ld iOl’lg CI’lOU.gi’l, it shouid maturc at P:ll‘.

MARKETING 101

A number ofcompanics learned a powerfui lesson the hard way in 2023. Itis aiways abest practice to marketa company’s product
or service instead of senior management’s perceived poiiticai positions.

GEOPOLITICAL SHIFT
Asia and even Africa’s relative indifference to the war in Ukraine underscored the growing gap between the so-called Global
North and Global South. The lacter essentiaiiy being the former Third World. This will have iong iasting impiications, as the

geopoiiticai iandscape continues to shift from Eurocentrism to Asiacentrism.

MILITARY STOCKPILE LIMITATIONS

In 2023, cthe Pentagon found out boring, conventional munitions like 155mm artiiicry shells still maceer, and in a big way. The
drawdown on these stockpiies is showing the limitations of our military industrial compiex, especiaiiy relative to the Russians
and Chinese. While our material is more advanced, it is also more expensive and time—consuming to produce.

THE DEBT CEILING

No matter who is in the White House, Congress must periodicaiiy raise the debt ceiiing. [t doesn't reaiiy have any choice, chatis,
it it wants to continue paying Social Security, Medicare, Medicaid, the Department of Defense and servicing the debe. To chat
end, we could eliminace all ocher discretionary expenditures in Washington and still run a massive annual deficit.

HOLLYWOOD DERIVATIVES

By the end of the year, it scemed Americans were ﬁnally growing weary oi-yet more comic book movies, reboots, prequeis and endless
sequeis. Hoiiywood can blame whatever it wants for consumer indifference, however, its own lack of originality has to be in chere somewhere.

ARTIFICIAL INTELLIGENCE

One of the biggest buzz phrases for 2023 was “artificial inteiiigence” or Al It seemed to be on everyone’s mind, wich some even
spccuiating how it could lead to the extinction of human bcings. However, if and when it ever gets to that worst-case scenario, we
should all unpiug our machines and pick up a book instead.

TRENDING RIGHT

[n2023, right—of—center poiiticai parties performed well in national elections around the world. This will iikeiy continue, as voters
increasingiy reject the giobaiism which arguabiy hasn’t produced the results cheir leaders had promised.

ELECTION AHEAD! NORMALCY AVERTED!
We ended 2023 just like we did 2020, 2021 and 2022, hoping for a return to some type of normaicy. Unfortunateiy, we then

remembered 2024 is an election year, one that could devolve into a circus pretey quickiy.

~J



OAKWORTH CAPITAL BANK

ECONOMIC OVERVIEW

2024 won't be a bloodbath, but it should be a slowdown.

JOHN NORRIS
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At tilC start of2023, anaiysts and investors were Vny WOfriCCi about thC prospects {:01‘ arecession. ThCy aiso bCiiCVCd tilC Federai RCSCL’VC

would start cutting the overnight lending target rate at some point during the year. Neither of these things happened.

Aithough these predictions were wrong, this past year was yet another confusing year for economic data. | suppose you could call ita
post—pandemic hangover of some sort. Lets hope itisnt the so-called “new normal” The industry will have to learn a whole new set of

correlations if it is, as a lot of the tried & true from the pastno ionger seems to work.

However, [ have the iuxury of Writing this piece at the end of the year. During the st quarter of 2023, things were decidediy more

uncertain than they are now. After all, a few nice-size bank coiiapses will tend to fray nerves and send peopie running for their bunkers.

In March, when the problems at Silicon Valley Bank (and others) became too great to ignore any longer, the risk of another financial

system coiiapse seemed VCI‘y reai.



]f these ﬁrmx were ﬁi/ing because of the &z’émmge hzg/m’ interest
rates were mu&z’ng 1o their balance sheets, w@/ wou/&/ﬂ’z‘eveiyme

else have experz‘mced the same issues?

It is just math and Accounting 101. When rates go up, the value
of the bond holdings on the assct side of the balance sheet falls.
When this happens, assuming liabilities stay the same, the firm’s
cquity decreases. Obviously, if assets decline to the point where

liabilities exceed them, the bank(s) could Collapsc.

Frankly, it didn' take too much of a mental lt:ap to imaginc
a domino effect of failing financial firms taking down the

U.S. economy.

This, however, didn't happcn. Here'’s why:

o Notall banks were as interestrate-sensitive as the troubled
ones were.

o The wobbly ones tended to have largcr bond portfolios,
which tht:y had to “mark to market” as interest rates

were rising.

ECONOMIC OVERVIEW

So,whataboutbanks thathad a small amount of shore-term bonds,
say 10-15% of their assets? They were never in any real dangcr of
failing. Convcrscly, those that had a largc allocation to long«tcrm

bonds? Yes, they were in some trouble at the start of the year.
Fortunately, the worst-case scenario didn't materialize.

The banking system didnt fail. There wasn a repeat of the
2008-2009 Financial Crisis, at least not yet. But there were still

other problems with which to contend.

THEMONEY SUPPLY

First, there is the decline in the moncy supply.

Intuitively, a decrease in the amount of money sloshing about in
the cconomy isnt conducive for growth. Further, it almost never
happens. Surely, this would cause problems. After all, M2, the
most commonly used supply gauge, fell almost a trillion dollars

throughout the year, as is evidenced in the chart below:

GROWTH IN THE MONEY SUPPLY - OR LACK THEREOF

T High on 07/31/22 2170360
= Average 18978.85

E M Mid Price 20767.40
1 Lowion 12/31/18 14362.70
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Copyright@ 2023 Bloomberg Finance L.P. 26-Dec-2023 15:37:04
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Going all the way back to 1959, there had never been a
year-overyear decline in the money supply until 2022, when it fell
09%. However, at times in 2023, it got even worse. In April 2023,
the trailing 12-month decrease in the amount of moncy in the
system was 4.5%. By October, the last observation as of the time of

this writing, it was 3.3%, or roughiy $708 billion in absolute terms.

Surely, this would put a dent in activity, right? Apparentiy
not, as the Burcau of Economic Analysis (BEA) continued to

report surprisingiy decent quartcriy Gross Domestic Product

(GDP) numbers.
But how could chis be?

Apologists pointed  to the massive increase in M2 in 2020
and 2021 as the primary reason. While the supply of cash was
indeed falling, it was doing so from artificially high levels thanks
to Washington’s largesse during the pandemic and immediate
aftermath. As such, there was, and still is, a lot of ‘excess’ liquidity
sloshingabout the financial system, more than enough to keep the

CCOI]OH’ly’S WhCCiS WCii OiiCd.

While chat is an cxtrcmciy iogicai cxpianation, and possibiy very
accurace, it still leaves a lictle head scratching for pcopic who have

been watching the markets for an extended pcriod of time.

THEYIELD CURVE

Then there is the issue of the inverted yicid curve. This is when
short-term rates are higher than iong—tcrm ones. Thanks to the
Federal Reserve’s attempts to qucii inflation, short-term rates have

Si(erCi(Cth over ti’lC iast two ycars.

Since March 2022, the Fed has raised the overnight lending target
awhopping 525 basis points (5.25%). This is the most aggressive it

has been in doing so since the cariy 1980s.

Conversely, while they have gone up, longer-term rates havent
increased by the same amount as shortterm ones, either in
absolute or relative terms. As a result, as of 12/22/2023, the yield
to maturity on the 3-Month U.S. Treasury bill was 5.39%, whereas
the yield on the 30-Year U.S. Bond was only 4.05%.

This is important.

You sce, banks borrow short, in the form of deposits, and lend
long. Typically, there is a nice, positive spread between what they
pay and what they charge. However, if what banks have to pay
depositors increases faster than what they can charge for loans,
they make less money. As a result, they become pickier, if that is
right word, about to whom they lend money, at what rate and for

what icngth of time.

As was the case at times this pastycar.

IN OTHER WORDS, WHEN THE YIELD CURVE
INVERTS, BANKS TEND TO SLOW DOWN THEIR
EXTENSION OF CREDIT. WHEN THAT HAPPENS,
THEMONEY SUPPLY SLOWS, ORSHRINKS ASITHAS

RECENTLY, AND ECONOMIC ACTIVITY COOLS.

SOMETIMES, THIS IS ENOUGH TO SEND THE

ECONOMY INTO RECESSION, BUT NOT ALWAYS.




LOAN GROWTH

M vid Price 12262.457
T High on 10/25/23 12270.817
~ Average 11310.024
1 Low on 01/20/21 10326.866

LOANS & LEASES

ECONOMIC OVERVIEW

IN BANK CREDIT

/ o
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11000

ww/
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ALCBLOAN Index (US Commercial Bank Assets Loans & Leases Bank Credit SA) Weekly 31DEC2020-26DEC2023

Source: Bloom /mg[:mmu‘m/

During the worst of the banking turmoil at the starc of the

year, loans and lC&SCS on bank balance ShCCtS actually fCii

+  Afterreachinga high of $12.139 trillion for the week ending
on 3/15/2023, banks reined in their credic until the end
of July.

o lewasntuntil the week ending on 07/26/2023 thacloans and
leases finally eclipsed where they had been in March.

That is a four-month strecch of not much happening in the
banking industry. Trust me, this isn’t the norm. Bug, did it

have a ncgativc impact on the Cconomy?

10500

Sep Dec Mar Sep Dec

Jun
2023

Copyright@ 2023 Bloomberg Finance L.P. 26-Dec-2023 15:34:52

As you know by now, it didn’t, at least not officialiy.
After all, the BEA reported the U.S. economy grew at
a 2.1% annualized rate during the 2nd quarter of 2023.
While there were some weaknesses in the report, it didn’t
appear the quarter’s slowdown in loan creation was the

probiem it might have been in a simpier time.

+  Bank failures? Check.

+  Adccreasc in the money supply? Check.
« Aninvertedyield curve? Check.

+  Stagnantloan growth? Check.

o Deciining economic activity? Not so fast.

11
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PURCHASING MANAGERS INDEX

It chis isnt, lecs call it, interesting Cnough, there is the case of
the rcgional purchasing managers’ reports. These are surveys
some of the rcgional ofhices of the Fed take to gauge economic
activity in their area. Bluntly, the majority of them have been bad
over the last 12 months, as in below zero, which would ordinarily

POYtClld contraction.

For example, the “Dallas Fed Manufacturing Outlook Level of
General Business Activity” closed the year at (9.3). While sill
bad, it was an improvement on the (-29.1) reading for May. Whew.
It Texas isntgrowing, who is? Eerily similar, the “Philadelphia Fed
Business Outlook Survey Diffusion Index General Conditions™
was (-1050) in December 2023, which scemed robust after the
(-31.3) observation in April. Finally, the Kansas City Fed posted a
(-1.0) number in November. Although that was much better than

June’s (-12.0) data, it was a massive decline from the +32.0 reading

in March 2022.

As such, it was safe to say a lot of the Federal Reserve’s rcgional
information wasn't exactly mcshing with a lot of the official data.

Most O{:thC hOUSChOId and sma“ busincss data Wasn)t Citl]Cr.

HOUSEHOLD AND SMALL BUSINESS DATA

The University of Michigan Consumer Sentiment Index, a gauge
of the average American’s thoughts about the current and future
states of the economy, was 69.7 for December 2023. While chac
number might be Greek to many, the 30-year historical average,
from 1993-2023, is 86.4. To be sure, it was higher this year than
in 2022 when inflation was at its most cripphng. However, it is safe

to say tl’lC Amcrican consumer hasn’t IDCCH as Cbu”icnt as usual,

Neither have small businesses. To that end, the National

Federation of Independent Business (NFIB) Small Business
Optimism Index almost mirrors the University of Michigan data.
The former’s reading for November 2023 was 90.6, which is a
slight improvement from where it ended in 2022. However, the
30-year average for this series is 97.8, suggesting America’s small

busincss owncers don)t fCCl as COHﬁant as thCy WOUICL COU,ld or

should be.

So, with all of this negative news, how was it the economy’s
GDP grew at 2.2%, 2.1% and 4.9% for the first 3 quarters of 2023,
rcspectivcly? How was it actually able to accelerare so late in a
Fed tightening cyclc? From where is all of this strcngth coming?
Especially when peoplc were worried abour a recession at the start

of the year?



ECONOMIC OVERVIEW

THELABOR MARKETS +  The Bureau of Labor Statistics (BLS) reported that the

U.S. cconomy created 199,000 net, new payroll jobs during
The casy answer to that qucstion is the almost bizarre continued

November 2023.
strength in the U.S. labor markets. They scem to have alife of their

o  Forthe 11 months ending in November 2023 employers

own. If not that, thcy are coated in Teflon.
added an impressive 2.81 million workers to their payrol]s.

Fed rate hikes can'tstop the jobs machine. Wars in Eastern Europe «  The cconomy has now added back all of the jobs it lost

and the Middle East cant cither. Weak consumer and small during the pandemic plus about 4.4 million additional ones.

business optimism? That isnt a problcm. Inverted yicld curves,

slowing credit creation, decreases in the money supply, and the As a result, the official Unemployment Rate was a miserly 3.7%
heretofore unmentioned burgeoning Federal budgct deficit are this past November. Further, and perhaps more importantly, the
all so much child’s piay. Labor Force Participation Rate has increased to 62.8%, which is

up sharply from the low of 60.1% it had reached in Aprii 2020.

U.S. EMPLOYERS ARE STILL HAVING TROUBLE Basically, firms are hiring and folks are returning to the workforce.

FINDING ENOUGH CAPABLE WORKERS TO MEET

THEIR DESIRED CAPACITY.

TOTAL PAYROLL JOBS IN THE UNITED STATES

-
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M Vid Pricd | | 0157
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Empioycrs are prone to be more reactive to economic conditions
than proactive. So while the jobs numbers are arguabiy iagging
cconomic indicators, their continued strcngth is providing a

tailwind for the cconomy.

WHETHER THIS TAILWIND WILL BE STRONG
ENOUGH TO FORESTALL ANY POTENTIAL
ECONOMIC SLOWDOWN IN 2024 1S STILL
ANYONES BEST GUESS. HOWEVER, IT
WILL CERTAINLY MITIGATE ITS SEVERITY,

PERHAPS SIGNIFICANTLY.

The reasonis simple. The U.S. consumer drives the U.S. cconomy.
To that end, Personal Consumption Expenditures account for
over two-thirds of the total GDP equation. As such, you can'
talk about the U.S. economy without talking about the U.S.
consumer. Since paychecks are the primary source of income for
the vast majority of U.S. houscholds, you can't talk about the U.S.

consumer without taiking about the job markets.
THEBOTTOM LINE

Esscntiaiiy, when the economy s creating jobs, it is creating
consumers. When it creates consumers, good things tend to
happcn in terms of economic activity. Such was the case in 2023.
This continued (and somewhat surprising) strength in consumer
spcnding spurrcd businesses to reinvest a little bit more in their

companies and inventories than they would have otherwise.

That is, haci tilC iélbOl‘ markets behaved ti’lC W&y one wouid havc
CXPCCth thcrn to dO SO thiS past ycar.

How can 2024 possibiy improve upon it?

14

In truch, it probably won't, at least not at the first of the year.
Thatisnt to say the economy is going to falter. It shouldn'.
However, it probably wont post another 49% quarterly
obscrvation, as it did in the 3rd quarter of 2023, for the

forcsccabic futurc.

IF YOU HAD TO WAGER MONEY ON IT, THE EASY

BET WOULD BE TO ASSUME GDP WON'T BE AS

ROBUST DURING THE FIRST TWO QUARTERS OF

2024 ASIT WAS THE FIRST TWO OF 2023.

[t wont be a bloodbath, but it should be a slowdown.
The rates of inflation will continue to trend lower, even as priccs
remain high, and the Cmpioymcnt picturc will iikciy be a liccle

softer than it has been.

Alloficwill be just cnough for the Federal Reserve to start cutting

the overnight lending target rate.
h ghtlending targ

So, there you have it. In a lot of ways, we are cnding 2023 simiiariy
to how we ended 2022. A lot of folks are expecting a slowing in
the economy, but not ncccssariiy a recession. Further, Virtuaily

cveryone believes the Fed will ﬁnaily start cutting rates.

[ SLIPPOSC yOU. can say CVCI‘YOHC wasn’t wrongi They were jU.SE eariy.



CATCH MORE FROM OUR INVESTMENT COMMITTEE EXPERTS

FIXED INCOME:
The Rising Class of 20242

The year 2024 is expected to be different, with lower inflation rates, higher interest rates
aficcting consumers, and the U.S. government dcaiing with signiﬁcant debtissuance
from 2023. Market expectations include declining rates and a potentiai increase in
demand for safer assets. Bonds, once considered boring, may offer higher yieids and
artractive price appreciation in 2024. Once deemed safe but dull, fixed income is now

seen as a secure and strategic investment choice.

Scan to Read Fixed Income

MEET THE MEMBERS OF OUR
INVESTMENT COMMITTEE

Our Investment Committee experts are responsibie for overseeing the investment
decisions on behalf of Oakworth Capitai Bank. Their objective is to manage
investment strategy, monitor the performance ofall portfoiios and conduct rescarch

to idcntify kcy opportunitics.

Want to meet them? Scan here for our Investment Committee’s Video Library.
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LISTEN TO OUR PODCAST:
Trading Perspectives

T e

e s s 2 s et I this weekly podcast, Chicf Economist John Norris and Portfolio Manager
Sam Clement exchange perspectives on the driving factors inﬂuencing our
cconomy. Trading Perspectives can be found on Apple Podcasts, Spority,
Google Play, YouTube, and all other major podcast outlets.

CAPITAL 'i'Kﬁ}I{(
- Listen to Trading Perspectives
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The Fedem/Budget Defz’cﬁ ¢ Accumulated Debr

JOHN NORRIS

ThiS year, EhC Investment Committee and I havc rcccivcd morc qU.CStiOllS about thC chcral budgct dCﬁCit and accumulatcd dCbt than thC rest

of my career combined. For good reason.
The pubiic debchas cxploded by over $10 trillion since the end of 2019.

While much of the increase was due to pandcmic-rclatcd reliefand stimulus efforts, Washington continues to demonstrate an aimost—shocking

inability to live within its means. For instance, the total pubiic debt outstanding grewan almost $2.5 trillion in 2023, This after an additional $1.8
trillion in red ink in 2022.

Atan estimated $33.9 trillion and counting, is there any endin sight to the mountain of debt Washington is amassing? Surely, this will have a

ncgative impact on the cconomy moving forward, right?

Bcforc [ answer that last qUCStiOH, itis important to undcrstand on What thC US Trcasury currcntiy SandS moncy and hOW it irltCI’ldS to SPCHd

money in the future. For that, we need to take alook inside the administration’s proposed budgets.

AS OF NOVEMBER 2023 IT COSTS $169 BILLION TO MAINTAIN THE DEBT, WHICH IS 16% OF THE TOTAL

FEDERAL SPENDING.
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Page 137 (out of 176) in the most recent budget shows “top of the house” outlays and receipts. In 2024, the White House is estimating the
Treasury will take in $4.721 trillion and spend $6.584 trillion.

That would resultin an annual deficic of $1.863 trillion for 2024.
Now, consider that revenue ﬁgurc, $4.721 trillion.

 Toputitinto perspective, that numberis greater than the IMF's 2023 estimate for the nominal Gross Domestic Product (GDP) for South

America, the entire continent in aggregate.

o Ifthatdoesn’tseem like much, itis also greater than the nominal GDP of any of the other countries in the G7.

$33,900,000,000,000 is Roughly the Value of the Combined Economies of:

CANADA + FRANCE + GERMANY ITALY JAPAN + THE UK

«|f |m=] ] -

Thatisa lOt OmeHCy, and we Still can’t make ends mect. Wl’ly>

HOWTHEDEBT ACCUMULATES

Toanswer that question, take alook at the table below

2024 LINE ITEM ESTIMATED BILLIONS ($)
National Defense $992

Social Security $1,459

Medicare $842

Medicaid $556

Other Mandatory Prograrns $ 1,060

Debr Service $796

Discretionary Other $992

TOTAL $6,584

ESTIMATED DEFICIT $ 1,863

Ifyou are curious what “other mandatory programs” are, page 140 outlines them in excruciating decail. While some of these might
seem like so much fluff co many, thcy all represent promiscs \Washington has made and intends to fulfill. For “discrctionary” outlays,

please take alook at Table S.8 on page 164.

As for the rest of it, \Washington can eliminate all discrctionary cxpcnditurc outside of the National Defense and still run an annual

deficit ofroughly $900 billion.

STATED SIMPLY, THE FEDERAL GOVERNMENT COULD EFFECTIVELY SHUT DOWN ALL CABINET

DEPARTMENTS AND MAJOR AGENCIES, AND THE TREASURY STILL WOULDN T HAVE ANYWHERE CLOSE TO
ENOUGH MONEY TO BALANCE THE BUDGET.
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[f chat seems frustrating, consider how the numbers might look in2033:

2024 LINE ITEM ESTIMATED BILLIONS ($)

National Defense $ 1,141
Social Security $2,371
Medicare $ 1,844
Medicaid $926
Other Mandatory Programs $1,220
Debr Service $ 1,393
Discretionary Other $ 1,141
TOTAL $9,954
ESTIMATED DEFICIT $2,535

['ve gotnews for you. Given current levels of spending, and the apparent lack of concern abouc it, we will be iucky if the deficicis oniy $2.5 trillion in

2033. Afterall, che vast majority of the estimated increases in payoutsare in Social Security, Medicare, Medicaid and the Debt Service.

In fact, (discretionary other shrinks to less than 12% of all outiays in 2033 from 15% in 2024. Exclude them from the budget in the future, and the
Treasury will still have a, get this, $1.4 trillion annual deficic.

So, the $64.000 Question s this: what do you want to cur?

o Defense? This doesn'tscem terribly likely wich all of the turmoil in the world.

o Social Security and Medicare? Oh boy, who has the nerve to tackle those two sacred cows? Further, older people tend to vote, you know?
e Medicaid? Thatsort of scemsalictle mean spirited, doesn'tic?

o Thedebtservice? While that might be tempting for many, defauiting on the pubiic debtwould cause a massive financial system coiiapse and

giobai recession.

Its daunting, and undoubtecﬂy the reason few of our elected officials seem to be taking this problem very seriously. [tistoo overwheiming and would

be cxtrcmciy unpopuiar to tackle. Besides, we seem to be able to finance our deficic quite nicciy, all things considered.
Therein lies the probicm.

FINANCING THEDEBT

For years, Washington has bCCH abie to borrow FOI‘ essentiaiiy ﬁ'CC, iCSS than ti’lC accepted ratces ofinﬂationi SO, there was iittiC reason not to CiO SO.

Now, however, interest rates have normalized, and the folks on Capitoi Hill will be facing ancw reaiity, whether they likeitornot.

Borrowing money is going to be more expensive moving forward, which should limit the amount the Treasury will be able to borrow at

favorable terms.

Asa I’CSUit, you can CXPCCt thOSC (OthCl” mandatory programs’ and ‘discretionary OEi’lCI" CXPCHdithCS to gI'OW cven SiOWC[' than tilC current budget

proj ccts. Obviousiy, thiswill have an impact onhowmuch the Federal government willbe able to purchase or spend onso-called pet proj ectsand pork.

In other words, it means Washington won'tbe as forthcoming with fiscal scimuli or iargesse asithasbeen over the last 15 years.

PUT ANOTHER WAY, WE CAN EXPECT THE GOVERNMENT TO SHRINK AS A PERCENTAGE OF GDP EVEN AS

ANNUAL DEFICITS GO THROUGH THE ROOF.
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| understand tlllS might not mal(e any sensc. HOWCVCI', tl’lC G Variable Ol:tllC GDP equation represents what tl’lC government actually purchases or

invests back into infrastructure. It doesnt reflect Social Security payments, salaries, etc, which are included in the C (consumer) variable.

GDP = PRIVATE CONSUMPTION + GROSS PRIVATE INVESTMENT + GOVERNMENT INVESTMENT +

GOVERNMENT SPENDING + (EXPORTS — IMPORTS) OR: (C+ 1 + G +/- NET EXPORTS)

Asaresult, we can expect the government to oﬁcially add less to the overall GDP equation than it has in recent memory. It just simply won't have

the means to buy as much scuff because the bulk of the moncey is going to entitlementand other mandatory program payments to individuals.

Voila. Whichis the primary reason howall of this debtis going to drag down the economy. Fiscal stimuliwill, or should, be less in the future, especially

in relative terms. Of course, this assumes there isn'ta major global conﬂagration whichwould require a military mobilization.
So,what can be done?

Ower the next decade, there will be no shortage of proposed tax schemes proffered to raise additional receipts for Washington. All of them will be
the equivalent of’ “pushing ona string.” Anot terribly exhaustive study of our nation’s economic history SUggESts tax receipts tend to goup whenthe

economy expands. The g[' cater tl‘iC economic gr Oth’l, tl’lC gr cater tl’lC revenue in Washington.

Assuch, the bestway to make a dentin the budgerdeficitis grow the domestic economy as rapidly as is possible. This would require unfettering the
private sectorina way which might be socially distasteful to many. Untold regulations would have to goout the window. We would need to be more

realistic about how mandates actually impact cconomic decision mal(ing.

Frankly, we WOU.ld have to have morc pCOplC in thC halls OEPOWCI' WllO have ruana bUSlHCSS, had to make a payroll and actually tOOl( risks Wlth their

own capital. Afterall, itis much easier to make decisions about other people’s moncy thanitis your own.

PERSONALLY, | BELIEVE A LOGICAL FIRST STEP WOULD BE TO ELIMINATE THE CAPITAL GAINS TAX, AND |

MEAN SCRAP IT. IT IS LITTLE MORE THAN A CAPITAL CONSTRAINT, AS IT NEGATIVELY IMPACTS THE FREE

FLOW OF INVESTMENT THROUGHOUT THE ECONOMY. ESSENTIALLY, IT EFFECTIVELY FORCES INVESTORS

TO HOLD ON TO UNDERPERFORMING ASSETS WHEN THERE ARE MORE ATTRACTIVE ALTERNATIVES.

How can that possibly be good for economic activity? Intuitively, itisn't.

Admittedly, there is liccle chance of this happening. However, a meaningﬁil reduction in the capital gains tax rate would allow money to flow to its

highest and best use and potentially even raise revenue for Washington. [ewould bea good start, even if itwould be politically unpopular for many.

Intheend, unfortunately, there doesn’tseem tobeanendin sight to ourdeficits. Fortunately, they likely won'tcrush the cconomyas muchas constrain
it. If we are serious about reducing them, we need to be serious about growing the cconomy. Putting more regulations, constraints and higher taxes

onboth businesses and capital is not the solution, and never was.

Thatis what I cell people when they ask me about the public debt.
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EQUITIES IN 2023:
A YEAR IN REVIEW

We are aﬁfz'czﬂ//)/ Vz'g/n‘ back

Z()h€7”€ we Sf&li”l?d.

DAvID MCGRATH

Most prcdictions for stock performancc in 2023 did
not include large gains. The consensus prcdicted that
we would see some form of a recession during 2023,
and that a pcriod of massive inflation would slow down

the consumer, and the stock market along with it
Well, the consensus was wrong,

o  Economic activity actually picked up.
o The consumer continued to spcnd.
o Both happencd with core inflacion numbers coming

dOWH ClOSCl’ to thC 2% target from tl’lC Fedcral Reserve.




EQUITIES

VOLATILITY IN THE MARKETS

Last Price
M PCE CYOY Index 3.155030
M CPI XYOY Index 4.007340

Source: Bloomberg Financial

The year before 2023 ended up being a year made up of three strong
rallics and two periods of rather large declines. First Rally: The first
six weeks of 2023 had the S&P 500 up almost 9%. First Decline:
The collapse of Silicon Valley Bank and Signature Bank led to the
fear of more banking problems, and by mid-March the S&P 500
wasall the way back to flac for the year. Second Rally: From thatmid-
Marchlow until the end of July, stock prices moved up again. Stronger-
than-expected (or feared) carnings and continuously falling inflation
numbers allowed the S&P 500 to approach a 20% gain. The fear of a
recession began to disappear, and hope of an cconomic soft landing
became more believable. Fallinginflation numbers gave markets belief
that the Fed was at the conclusion of their interest rate hiking cycle.
Second Decline: September and October are traditionally difficule

months for stocks; 2023 was no different. As the calendar ﬂippcd from

July to August, the mood of the equity markets started to change.
The culpric? The bond market. The yield on the 10-year Treasury
moved from 3.85% on July 26 all the way to a peak of 5% on October 18.
During that time, the near 20% recurn for the S&P 500 had eroded to
a7%gain. Final Rally: That rising yield on the 10-year Treasury turned
dramatically in November and December. The yield on the 10-year
Treasury fell all the way back to 3.86% by the end of the year. We also
reccived some lower-than-expected inflation numbers and dovish
comments from the Fed that gave equity markets hope - not only
thatwe have seen the last race hike of this difficule cycle, butalso chat
arate cutmay finally be coming, The last two months of 2023 gave us
our most powerful rally of the year, with the return for the S&P 500
climbingall the way up to a24% gain for the year. The S&P 500 ended

2023 on anine-week winning streak.

IN RETROSPECT

For even more perspective, let’s look back a bit further. As the Waterford Crystal ball droppcd in Times Square on December 31,2021, the

StOCl( marketwas jLISt WC€1(S ’dW&y from tl’lC start ofwhat WOU.lCl bCCOl’l’lC thC most aggressive tightening CyClC ﬁ’Ol’l’l thC Federal Reservein ClCCS.ClCS.

Thatlast trading day 0f2021, the S&P 500 closed at 4,766.18. As that same ball droppcd this New Year's Eve, the S&P 500 closed 2023 at 4,769.83.

So, over the course of two years, the S&P 500 provided aprice change ofa whopping 3.65 points, or 0.076%.
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Last Price
M SPX Index (R1) 4769.83

4600

i vt 3600

Source: Bloomberg Financial

Thilt price movce fOl’ thC S&p 500 WOU.ld normally bC associatedwith onc vcry SlOV\/ trading d&y, nottwo Cxtremely volatile ycars. Asamatter offact,

in only afew of those 504 trading days Comprising the pasttwo years of trading would the S&P 500 showa pricc ch;mge ofless than 3.65 points.

Not only have we traveled through the rising interest rate cyde from the Fed these past two years, we have seen wars break outin both Eastern
Europe and the Middle East and countless stories of‘political disfunction out of \Washington.

Weare oﬁ‘]cially right back where we started.

The S&P 500 was not the only index that showed this type of pcrformancc It’s important not to confuse the lack of‘price change over the past
WO years with a lack ofvolatility. The years 2022 and 2023 were mirror images of cach other, with the first year showing large losses, and 2023

prowdmg 51gn1hcant gams.

ENDING VALUES ON o ICE ChANGE
12/31/2021 12/31/2022 12/31/2023
S&P 500 4766.18 3,849.28 4,769.83 0.08%
Year over Year % Change 19.2% 239%
Dow Jones Industrials 36,338.30 33,147.25 37,689.54 3.72%
Year over Year % Change 8.8% 13.7%
NASDAQ_ 15,644.97 10,466.48 15,011.35 -4.05%
Year over Year % Change 33.1% 43 4%
S&P 400 Mid Cap 2.,842.00 2.441.17 2,781.54 2.13%
Year over Year % Change -14.1% 13.9%
S&P 600 Small Cap 140171 115753 131826 595%
Year over Year % Change 17.4% 13.9%




Equity index priccs are not the only thing that has not Changcd
dramatically over the past two years, as corporate carnings also seem

to be stuck in neucral.

S&P 500 carnings moved from roughly $215in 2021 to $220
in2022.

With only the 4th quarter Carnings scason left, it does not appear
that carnings for2023 will be much above the $220 carned in 2022.
Companics found it much more difhcult to pass along all of their

increased costs to their customers.

As sales increased almost 3% in 2023, carnings were flac.

SECTOR SPECIFICS

The worst pcrforming indexes in 2022 were the best pcrforming
in 2023. The same pattern held for sector performance.
Technology, Consumer Discretion and Communication Service
scctors recovered from miserable 2022 performances to show the

best returnsin 2023.

ECONOMIC SECTORS 2022 2023
Communication Services -39.9% +51.5%
Consumer Discretion 37.0% +38.1%
Technology 28.2% +54.5%

The strength of the largest stocks in the S&P 500, dubbed the

“Magniﬁccnt Seven,” led the strong market performance all year.

These stocks (Apple +49% Microsoft+56% NVDIA +349%, Alphabet
+67%, Meta +68%, Amazon +194%and Tesla +59%) accounted for 63%

of the entire return of the S&P 500 chis year.

[tis not surprising that all seven of these companies are members of

the three best performing sectors.

EQUITIES

By the end of 2023, those seven stocks now provide just over 30% of
the weightof the S&P 500, and evenalargerweight of the NASDAQ_
composite index. It was only the cquity rally in November and
December thatsaw a broad advancement of stocks, and not one led by
the Magnificent Seven. The average stock from the S&P 500 was not
ncarly asstrongas the index returns. These few eye-popping, individual
stock returns turned a good year of cquity pcrformancc into a

grcat one.

With recession fears front and center as we entered 2023, the three
defensive sectors ended up being a surprisingly bad place to try to get
through 2023. Healthcare (0% return in 2023), Consumer Staples
(-4%) and Utilities (-11%) all significantly underperformed the broad
market. The only other sector that provided a loss last year was the
Energy sector (-3.5%). In 2022, Energy was the only sector that

provided a positive return (+65%).

LOOKING AHEAD

So how did most experts get their 2023 economic and market

PI’CdiCtiOI’lS SO wrong?

We ended up with strong cconomic activity instead of the feared
recession. The labor market did not weaken, it somehow goteven
stronger. This,in spitc of the fact that the Fed raised interest rates even

morc than most markct CXPCF(S periCth.

In more normal times, rising interest rates and cvcr—incrcasing priccs
(inflation) would be met with a consumer who would limit their
spcnding. This was likcly a factor contributing to concerns about a

recession at the bcginning 0f2023.

HOWCVCF, thC U.IlCXPCCth rcsilicncc and strcngth OfthC consumecerwas

driven from two main components.
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1. Labor Markets

First, the labor market remained red hot, and with low uncmpioymcnt
rates and increasing wages, the consumer fele compciicd to kccp on
spending Andindeed, they did.

Will the labor market finally cool off some in 2024 and sce the
uncmpioymcnt rate move back up to more typicai levels? Wil
corporate icadcrship try to stop the decline in proﬁt margins and
trim down their number of Cmpioyccs? Many companics have

maintained highcr stafﬁng levels due to concerns about cheir ability

to rehire in the future. If that fear of not bcing able to rehire subsides

in 2024, we may ﬁnaiiy observe the anticipatcd wcakcning in the

iabor markcts.

2. Excess Cash

"The other component that may have changed the normal reaction to
a period of extreme inflation was the amount of excess cash, around
$4 trillion, the consumer had saved from the COVID economy of
2020 and 2021. Higher interest rates did not matter to a consumer
spending saved cash. Why? They weren't borrowing money they were

then spcnding.

A RETURNTO NORMAL?

Atthe end of 2023, we started to see some signs that the consumerwas starting to return to more normal patterns. Airlines and hotels that have
been slammed since che iifting of COVID travel restrictions in 2021 are starting to see future booking return to 2 more normal level. The vast

majority of that excess "COVID cash” has finally been spent.

Howall of these Changcs piay outwill have adirect impact on corporate carnings. Will we ﬁnaiiy break outand sce growth in corporate camings?
Current estimates for S&P 500 carnings for2024 are $245, oran 11% increase from 2023. These carnings prcdictions usuaiiy end up bcing abit

optimistic, so somcthing around $235 may be more realistic. Based on the current S&P 500 level of 4,769, we are trading justover 20x carnings.

Currcntiy, ti’lC fUILll’CS markct CXPCCtS ti’lC FCC] to cut ti’lC FCCI FU.HClS rate from its current iCVCi OfS.S% dOer to 4% by ti’lC CI'lCl Oi:thC year. ifthat

were to happcn, we could see siight muitipic cxpansion over the next 12 months for another positivc year of cquity returns.

Asareminder, 2024 also givcs usa prcsidcntiai clection. This one should be intcrcsting! Typicaiiy, the stock market likes ccrtainty. By the first

WCCi( in Novcmbcr, we Si’lOU.id i(I'lOW What poiiticai party controis ti’lC WhitC House and bOti’l chambcrs OfCOngCSS.

Do not be surpriscd if the incredible pcrformancc of the Magniﬁccnt Seven can’t continue into the new year. Smaller stocks and more value

names may ﬁnaiiy have their day in the sun. In chis scenario, the average stock may outpcrform the overall index. Another mirror imagc.

The year 2024looks to beadecentc-b ut-not-greatyear for equity pcrformancc. The second half of the year may bewhere we see betrer pcrformancc.
That givesussome time tosee inflation numbers continue to get closertothe Fed target of2%,and (hopcfuiiy) the Novemberelectionswill giveussome

poiiticai ccrtainty.
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2023 ALLOCATION

“Don't fz’g/n‘ the Fed.”

SAM CLEMENT

Wcli...maybc sometimes fight the Fed.

2023 will always be looked at as a year that puts a licele asterisk next to che adagc that famed investor, Marty chig, coined in 1970.
The saying makes sense. All too often, the Fed seems to follow che famous saying in the tech space of “move fast and break things,” as
their policics both under-and overshoot frcqucntly. Be it their inability to hit 2% intlation for most of the last (prc—COVID) decade,

or the continued loose post—covid policy that at least didn't hcip tame the rampant inflation to come.

Basicaliy, when the Fed shows up to cool things off, dont stand in cheir way.

[
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THE STOCKMARKET

Not only was 2023 a tough year for the “Don't fight the Fed”
crowd, butitwasalsoa tough year for the stock—picking crowd.
Never in chis century has there been more names within
the S&P 500 underperforming the index. Shockingly, the
cqual-weighted version of the S&P 500 underperformed the
standard S&P 500 by over 12%!

In face, that same equal—wcightcd index was down for the year,
as rcccntly as November 10ch. That is, ifyour portfolio didn’t
have atleasta market Wcighting to whatis now bcing called che
Magnificent Seven (Apple, Amazon, Microsoft, Alphaber,
Tesla, Nvidia, Meta) then you likely underperformed

‘the market.

EQUAL-WEIGHTED S&P 500 VS STANDARD S&P 500

VAL
® Invesco S&P 500® Equal Weight ETF (RSP) Price % Change ~ 11.72%
SPDR® S&P 500 ETF Trust (SPY) Price % Change 24.29%

20.00%

Jan 23 Mar 23 May '23 Jul'23

Source: Bloomberg Financial

AS gOOd ofa ycar as El’liS was on EhC surfacc, things were not,

and continue to bC, {:8.1’ lCSS smooth undcrncath,

That bcgs the question, what does this mean for our
Investment Committee’s thoughts, and subsequently our

allocation?

Ifyou have been aslccp since the bcginning of the year and
just woke up to check the bond market (highly unlikcly but
not impossiblc), you would have probably thought this was a

prctty UHCVCHt{:UI ycar.

-10.00%

Sep 23 Nov 23

The 10-year treasury is exacl/)/ where it was to start the year.
However, this has involved alow of 3.30% and a high ofncarly
5%. Thatis a wildly volatile year.
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10-YEAR TREASURY

10 Year Treasury Rate (I:10YTR) % Change  0.00%

30.00%

Jan 23 Mar '23 May '23 Jul 23

Source: Bloomberg Financial

THE BOND MARKET

The bond market had a tough time deciphering things chis
year. With varying messages coming from Federal Reserve
officials, a mix of weak and strong cconomic darta, and a
substantial influx of new treasury bonds, the interest rates
pendulum swung drastically. What this meant for us and our
allocation was to keep duration short to start the year.

This short duration bond portfoiio insulated us as best
as possible from the rate hikes that we expected and
subsequentiy saw. In the 3rd quartet, however, it became
precty clear. The Fed was done even though they didn’t say
it as cieariy. Much like a birthday wish that, if said our loud,

won't come true.

Sep '23 Nov '23

This meant ifthey fiipped so dovish, the market would front
run them entirely and not give them the chance to loosen

poiicy as they may have desired.
We saw through this though.

The Fed was and is done, and with that, we had the green
iight to shift duration out. Not exponentiaiiy, but to around
neutral, enabiing us to “lock in” those higher rates that were
Cieariy not sct to last with the Federal Reserve taking their
foot off the pedal. This was the right call. At the time of our

trades, thC ten—year treasury was over 480%, and is Currentiy

nestled around 3.90%.
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There are two main ways to make plays on fixed income:
Changing duration and changing credit quality. We have
leaned on the former, as credit spreads have not widened,

making the risk reward unattractive by our estimation.

But you cant talk about stocks without discussing the
Magnificent Seven, as mentioned earlier. These names,
funny enough, are often viewed as tech stocks; however,
only three of them technically are (Apple, Microsoft,
and Nvidia).

o Allseven were up tremendously with Nvidia and Meta

leading the way both up over 200% for the year.

° All seven contributecl to tl’lC Nasdaq being U.P over 50% IEOI”

tllC year.

These names emerged as leaders for a whole host of reasons
that I could expand on; however, [ will focus on one particular
trend that has been, and will likely continue to remain,
significant — the swinging of the pendulum. As much as all
of these names were up this year, the pendulum swungin the
opposite direction in 2022, with the Nasdaq experiencing a
decline over 32%. This decline was led by the likes of Meta

and Tesla, ClOWH over 60% eacli.

Up until che last two months, the market under che surface of
these names did not have a good year. As I mentioned carlier,
the equal weighted was down for the year as recently as the
beginning of November. Small and mid-caps were down as
well. This was the opposite of the “everything rally”. I'll call
it the “almost—nothing rally”. For us and our allocation, we
have maintained a roughly-neutral-Weighting to the large—

cap growth StOCl(S leading tllC “almost-nothing rally”.

With this, as the year has gone on and the rally has largely
continued, we have found opportunities to add to some
of the more value-oriented cyclical sectors that have not
contributed to the rally. This included things such as

small—cap StOCl(S, as WCll as Energy and Financials.

WE HAVE FOUND OPPORTUNITIES TO ADD TO
SOME OF THE MORE VALUE-ORIENTED CYCLICAL

SECTORS THAT HAVE NOT CONTRIBUTED TO

THE RALLY. THIS INCLUDED THINGS SUCH AS

SMALL-CAP STOCKS, AS WELL AS ENERGY AND

FINANCIALS.

ENERGY

The case for Energy can be made as complex as one would
like; however, it can also be made simple. The demise of oil
dependency has been greatly exaggerated; most barrels of oil
arc boughtand sold in U.S. dollars. As the Fed begins to cut
rates, the dollar should weaken... meaning it will take more
dollars to purcliase the same barrel of oil. Oh, and the sector
is largely cheap (undervalued) and has robust cash flow

generation. See? It’s quite simple, really.



FINANCIALS

Financials on the other hand have become the boogeyman of
sectors, ever since the Silicon Valley Bank coiiapsei One that
scared anaiysts into having to actuaiiy do their due diiigence
and understand the assets of the companics they track.

It was not necessarily elevated interest races that hure banks,
rather it was the rapidity at which rartes increased and the
unexpeetedness that caught many off guard. Higher rates
are frankly not bad for banks. Regional and Money Center
banks have large amounts of non-interese-bearing deposits,
meaning they have very healthy margins, especialiy when the

rates they charge on their loans go up.

AS LONG AS THE BALANCE SHEET IS HEALTHY,

AND THE INVESTMENTS MADE ARE WISE, BANKS

CAN CONTINUE TO TURN A HEALTHY PROFIT.

SMALL-CAP STOCKS

Smaii—cap stocks are attractive for several reasons. First of
all, theyre cheap. The companies in the S&P 600 small-cap
index are trading at forward carnings multipie of 12x.

This is the case, even after the 20+% raily the sector
experienced during the last two months of the year.
Secondly, this sector is more diverse across sectors than
iarge—cap, with the three largest sector Weightings being

Financials, Industrials, and Consumer cyciicai. All areas we

think will do well.

ALLOCATION

OURTHOUGHTS

Take all of chis and put it together, and it means in our view,
the pendulum should swing back slightiy. This doesnt mean
Tech will fall apart, or even thatitdemandsa pull back, rather
the “almostnothing rally” should continue to broaden out
and include more names outside of the Magnificent Seven.
With the large recoveries we have seen in those names, it
is our view that a broader range of companics will begin
generating stronger returns. If the Fed is able to cut rates
due to lower inflation rather than an economic slowdown, as
currentiy anticipated, itis expected to have a positive impact

on market confidence and will continue to broaden out.

As aiways, we will remain open minded to the incoming
data and how it fits into the mosaic of the overall economic
outlook, with a focus on generating the best possibie risk

adjusted recurns for our clients.
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2024 PREDICTIONS
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election and other projections from our Investment Committee.

*  Ductothe strcngth of the stock market raily to end 2023,
investors start 2024 wondcring what equities will do for
an encore. Unfortunately, stocks give back some of
their gains during the st quarter, as largc foundations,
endowments and fund complexes rebalance their portfolios

back to thcir targct aiiocations.

*  Afterahistoric run in terms of absolute and relative
pcrformancc over the last decade, large cap growth stocks
are poised to underperform their value counterparts
in 2024. This has more to do with current valuations more
than long—tcrm economic growth prospects. Esscntially,

VaiU.C StOCi(S ilElVC bccomc too chcap to continue to ignorc.

If the futures market is anywhere close to accurate,
the Federal Reserve could cut the overnight lending target

rate by as many as 150 basis points during 2024.

[f the Fedis as aggressive in cutting the ovcrnight rate as
investors believe it will be, the U.S. dollar should fall in
value relative to other major trading currencies. This
should bode well for commodities’ prices and international

investments.

prast is proioguc, and we are supposcd to say it isn, the
anticipated Fed rate cuts should cause the yield curve

to steepen and make variable rate debt less expensive.
Historically, this has beneficted small and mid—cap stocks, and
should do so again in 2024.



U.S. investors could have a dilemma on their hands in the
upcoming year. Would it be better to play the weaker
dollar trade by buying commodities, precious metals
and materials OR would it be better to buy international
investments? Duc to continued economic sluggishncss in
the remainder of the world’s major developed economies,

US investors Opt Sllglltly morce FOI” tllC l:OI”mCl”.

The continued depletion of U.S. munitions stockpiles
becomes more serious in the upcoming year. Dcspitc
constraints on the Federal budgct, the Pcntagon has no choice
but to ask for and earmark more funds for procurement. The
most immediate concern is rcplcnishing “conventional war”

material, things like 155mm artillcry shells and smaller arms.

At the start of the year, the prcsidcntial candidates for both
major political parties seem set. However, after the primaries
getunderway in carnest, what were thought to be foregone
conclusions turn out not to be so. Of particular note, both
Nikki Haley and Ron DeSantis make serious dents in Donald

Trump’s commanding lead in che polls.

Although the cconomy seemed to ignore the inverted yicld
curve, shrinking money supply, pcrsistcntly negative lcading
indicators, housing unaffordability, the highcr cost ofcapital
and weaker business sentiment in 2023, these things finally

come home to roost at the start of the year.

The U.S. willlikely post weaker Gross Domestic Product
(GDP) numbers for both the Istand 2nd quarters, bu they
won't be the worst-case scenarios. Investors can expect
roughly 1-1.5% economic growth for the first two quarters,

with stronger activity to close the year.

Belligerents in the “global south,” especially the Middle
East, continue to push back against the Western World.
Artacks against United States’ military installations and naval
vessels persist during the year until the administration has to
make a decision. Eliminate the problcms at their sources and

risk a wider escalation? Or kccp on handling the attacks on a

2024 PREDICTIONS

PlCCClTlCle basis? Unfortunatcly, tllC Pcntagon Wlll attcmpt an

approach which is neither, to no onc’s great satisfaction.

Cheaper money in the U.S. economy in 2024 should
benefit the real estate sector. However, mortgages will seill
be more expensive than thcy were a few years ago. As such,
the boost probahly won't be as greatas your local real estate
agcnt/ broker would like. chardlcss, the worst is likcly over

for this economic cyclc.

The U.S. labor markets will remain tight onarelative,
historical basis. However, thcy should weaken from their
surprising strength in 2023. The reason is relacively simple.
Cheaper money will allow U.S. employers to invest more in
technology and systems in order to increase capacity. This
reduces the need for additional employees. The change will

be cxtrcmcly gradual, butitwill be happcning nonctheless.

In 2024, it becomes increasingly more apparent that reports
of the death of the fossil fuel industry in the United States
were greatly exaggerated. U.S. automakers are too far behind
in the EV race to meet the Administration’s aggressive goals.
U.S. consumers don't want EVs in the quantities which might
make them profitable for manufacturers. The necessary
infrastructure simply doesn' exist across the country, and the

U.S. has all of this energy alrcady atits disposal.

Aswars continue to wage across the globe, Americans
increasingly wonder whether it is in our nation’s best interests
to continue to be the world’s policeman. It is extremely
cxpensive. [t costs American lives, and there doesn't scem
tobeanendin sight. Not surprisingly, the US’s increasing

isolationism becomes a major clection topic by November.

Despite adding Shohei Ohtani during the off-scason, the LA

Dodgers won't win the World Series.

No later than halfway through the Fall, college football
fans will come to the conclusion they liked their old

conference and rivalries better than their new ones.
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HERE TO SERVE YOU

Meet Our Wealth Advisors

Managing both the broad view and the complcxitics of our clients wealch management and trust needs is our hallmark.
Our holistic approach allows us to manage asscts not just for today, but for generations.
Your client advisor works to understand dccply your values and goals‘ then coordinates an clite, multidisciplinary team of
financial CXPCITS tO preserve your invested dollars, providc a 1'cadily accessible stream ofliquidity and generate a competitive rate
of return — all based upon a statement of investment policy we have defined uniqucly for you.

We advise clients on the appropriatc asset allocation and execute chis strategy through the use of an opcn—architccturc
investment platform. We then work closcly to achieve cheir gcncrational financial objcctivcs.

Learn more about our wealth team at: oakworth.com/our-team/wealth-team
Learn more about our wealth services at: oakworth.com/our-approach/wealth-management
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This report does not constitute an offer to sell or a solicitation of an offer to buy or sell
securities. The public information contained in this report was obtained from sources and
vendors deemed to be reliable, but it is not represented to be complete and its accuracy is

not guaranteed.

The opinions expressed within this report are those of the Investment Committee of
Oakworth Capital Bank as of the date of publication. They are subject to change without
notice, and do not necessarily reflect the views of Oakworth Capital Bank, its directors,
shareholders and employees.
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