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“We are prone to overestimate how much we understand about the world and to
underestimate the role of chance in events.”

Daniel Kahneman
Q1 Market Recap

Q1 2024 was another banner quarter for stocks as better than expected economic momentum outweighed
a higher-for-longer interest rate outlook. The U.S. employment picture looks good, the economy is growing,
many stocks continue to notch all-time highs, and inflation is moderating. The S&P 500 was up over 10.6%
in Q1, led by large caps. Similar to last quarter, growth beat value and small caps underperformed. Foreign
stocks were up almost 6%. Emerging markets gained 2.4% despite ongoing uncertainty regarding China’s
growth potential. Interest rates moved higher in the quarter, driven by hotter than expected inflation
reports and a patient Federal Reserve waiting for more progress on inflation before initiating rate cuts.
Taxable bonds delivered a negative 0.8% return while municipal bonds were down 0.4% for the quarter.
Private credit and junk bonds remained a bright spot benefitting from their floating rate profile and falling
credit spreads.

Asset Class Benchmark March Q12024
U.S. Large Cap Stocks S&P 500 TR USD 3.2 10.6
U.S. Small & Micro Cap Russell 2000 TR USD 3.6 5.2
Intl Dev Stocks MSCI EAFE NR USD 33 5.8
Emerging Mkt Stocks MSCI EM NR USD 2.5 2.4
Global Stocks MSCI ACWI NR USD 3.1 8.2
U.S. Municipal Bonds Bloomberg Municipal TR USD 0.0 -0.4
U.S. Taxable Bonds BBgBarc US Agg Bond TR USD 0.9 -0.8
U.S. High Yield Bonds BBgBarc US Corporate High Yield TR USD 1.2 1.5
Intl Dev Bonds S&P International Sov Ex-US Bond TR USD 0.2 -4.3
U.S. REITs MSCI US REIT NR USD 1.7 -0.6
Broad Commodity Futures Bloomberg Commodity TR USD 33 2.2
Energy Partnerships Alerian MLP TR USD 4.5 13.9
Gold DJ Cmmdty Gold TR USD 8.3 7.4

Source: Morningstar as of 3/31/2024

Investor sentiment and CEO optimism are high and rising. The former may be a contrarian signal while the
latter may help support equity prices via corporate buybacks. U.S. manufacturing expanded in March,
defying a 16-month contractionary trend, suggesting that economic momentum will continue in the first
half of the year.! With a U.S. presidential election on deck for this fall and increasing geopolitical tensions
overseas, investors will have no shortage of events and market trends to monitor this year.

When Will the Fed Cut Interest Rates?

Investors may have gotten ahead of themselves in Q4 2023 anticipating as many as six rate cuts in 2024.
Data dependent Fed officials continue to forecast three rate cuts this year but want to see sustained

Lism Report on Business. March 2024. Based on sources deemed reliable but which have not been independently verified. Please see Important Disclosure
Information at the end of this presentation.
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disinflation over time. Interest rates increased due to higher-than-expected inflation data in January and
February. As seen on the chart below, this led interest rate traders to dramatically reduce their rate cut
Implied Fed Funds Rate, % expectations in the first half of the year.
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economy such as banking and real
estate. There is a tremendous amount
ot Var 0t ot Sep-24 _— of commercial real estate debt coming
Source: Bloomberg, Springtide Partners, LLC due in the next few years with most of it
owned by smaller banks. We anticipate those with weaker balance sheets may face tough decisions in the
year ahead which may create opportunities for others. Successful real estate investors will have to do more
than hope they can sell at a lower cap rate to generate profits.
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The US Treasury yield curve hit the longest inversion on record in March (as measured by the 10-Year
Treasury yield minus the 2-year Treasury yield) highlighting the difficulty in using traditional leading
recession signals to forecast economic momentum.

Consumer Leverage
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2 U.S. Census Bureau as of December 2023.

3J.P. Morgan Guide to the Markets. Q1 2024 .
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U.S. households hold an estimated $3.8 trillion in money market assets. This translates to more than $190
billion in excess annual interest income that did not exist during the zero-interest rate policy regime we
grew accustomed to following the global financial crisis. Even though it is most likely being reinvested, this
excess interest may be creating a wealth effect for consumers.

Stock Valuations

Large cap U.S. stocks look rich relative to 25-year average valuations but reasonable on a price to earnings
growth basis. There are pocket of lower valuations in small caps, various equity sectors, and international
equities. From a style perspective, growth looks expensive relative to value. This should be expected as
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growth stocks have delivered larger earnings growth in this cycle. International stocks remain out of favor
and continue to trade at record price to earnings discounts relative to U.S. stocks. Starting valuations
matter tremendously for go-forward returns. At some point, investors may take notice and start to increase
allocations to foreign stocks.

Market breadth widened during the quarter. The number of high-performing sectors broadened beyond
mega cap tech and communications stocks. At the same time, corporate fundamentals as measured by
earnings growth and profit margins have held up despite a rising cost of capital. This year’s earnings growth
estimates reflect optimism as analyst consensus calls for an 11% increase in earnings and a 5% increase in
revenues.* Managing earnings expectations is par for the course for public company executives. If lofty
growth metrics are not achieved, many high-flying growth stocks may be vulnerable at today’s market
valuations.

Risks Waiting to Invest

Many investors with idle cash have taken advantage of higher interest rates and are earning ~5% in money
markets. Given our experience investing through low interest rates, for some, this looks like an attractive
place to wait for better entry points into the market. Timing the market requires a great deal of luck and skill
to get right. Good buying opportunities are only evident after the fact. Cash has delivered a 0.6% annualized

4 FactSet. Earnings Insights. 4/5/2024. Based on sources deemed reliable but which have not been independently verified. Please see Important Disclosure
Information at the end of this presentation.
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real return over the past 40 years (see  |nflation Adjusted Returns
chart on the right) highlighting that

while today’s short term interest rates Il 3 Month US Treasury Bill
are relatively appealing as an investor,

it carries a great deal of risk from a

long-term  wealth  accumulation

perspective.

US large caps may be trading at
premium valuations, but there are
plenty of other opportunities to invest
in markets with higher expected
returns. For high income taxpayers,
longer dated municipal bonds offer a

0.6
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continues but adding to a negatively Createdw

correlated asset (relative to stocks) at current levels is prudent risk management. Should inflation continue
to moderate and interest rates follow their historically high correlation with inflation, we should expect to
see interest rates fall over time. Such a trend would further benefit investors with some exposure to longer
dated bonds.

Thank you for your continued trust. Please contact your PCM advisor with any questions specific to your
financial situation.

Sincerely,
The Private Capital Management Team

Based on sources deemed reliable but which have not been independently verified. Please see Important Disclosure Information at the end of this presentation.
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Important Disclosure Information

© 2024, Private Capital Management, LLC (PCM). All rights reserved. PCM is an investment advisor registered with the Securities
and Exchange Commission. SEC registration does not imply a certain level of skill or training. Neither PCM’s investment adviser
registration status, nor any amount of prior experience or success, should be construed that a certain level of results or satisfaction
will be achieved if PCM is engaged, or continues to be engaged, to provide investment advisory services. PCM is neither a law firm,
nor a certified public accounting firm, and no portion of its services should be construed as legal or accounting advice. Information
in these materials are based on sources deemed reliable but which have not been independently verified. Please see Important
Disclosure Information at the end of this presentation. Please remember that past performance is no guarantee 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 (including the investments and/or investment strategies recommended or
undertaken by PCM), or any non-investment related content, made reference to directly or indirectly in this commentary will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation,
or prove successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no
longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information
contained in this commentary serves as the receipt of, or as a substitute for, personalized investment advice from PCM. Historical
performance results for investment indices, benchmarks, and/or categories have been provided for general
informational/comparison purposes only, and generally do not reflect the deduction of transaction and/or custodial charges, the
deduction of an investment management fee, nor the impact of taxes, the incurrence of which would have the effect of decreasing
historical performance results. It should not be assumed that your PCM account holdings correspond directly to any comparative
indices or categories._Please Also Note: (1) performance results do not reflect the impact of taxes; (2) comparative
benchmarks/indices may be more or less volatile than your PCM accounts; and, (3) a description of each comparative
benchmark/index is available upon request. A copy of PCM’s current written disclosure Brochure discussing our advisory services
and fees continues to remain available upon request. Please Remember: If you are a PCM client, please contact PCM, in writing, if
there are any changes in your personal/financial situation or investment objectives for the purpose of
reviewing/evaluating/revising our previous recommendations and/or services, or if you would like to impose, add, or to modify any
reasonable restrictions to our investment advisory services. Unless, and until, you notify us, in writing, to the contrary, we shall
continue to provide services as we do currently. Please Also Remember to advise us if you have not been receiving account
statements (at least quarterly) from the account custodian.
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