Adaptive Asset Program — Hybrid Program
First Quarter 2024 in Review

Global stock markets rallied in the first quarter as investors anticipated moderation of monetary
policy and the economy remained strong. The Federal Reserve recently signaled that its
campaign of interest rate hikes is over and that falling inflation may allow it to lower rates in the
future. Excitement about the potential of Al technology has helped spur the rise of a small
number of large tech stocks to extremely high valuations, overshadowing gains in other market
sectors.

Outlook:

Inflation has dropped dramatically from its 2022 high and is approaching the Fed’s target.
Interest rates and inflation are now close to their median levels for the last 100 years. The
negative consequences of ultra-low interest rates are becoming apparent (commercial real
estate, for example), and it is likely that the Fed will try to keep economic growth high enough
to prevent a repeat.

The “Magnificent 7” (Apple, Microsoft, Tesla, Nvidia, Meta, Amazon and Google) have risen
exponentially in value over the last few years and now account for about 30% of the total
market value of the 500 stocks in the S&P 500. They are currently trading at a P/E ratio of
twice that of the other 493 S&P 500 companies. While their recent success has many
clamoring for more of these companies’ shares, chasing the hottest stocks can be dangerous.
The fear of missing out on easy gains can cause investors to get caught up in bubbles. The
more expensive an asset is, the more it can potentially lose if such a bubble bursts.
Unwelcome events that can deflate such speculative enthusiasm are likely but are hard to
predict.

While the surge of illegal immigrants across the border is unsettling, it is helping to alleviate a
labor shortage in the US. Economic growth is a function of population growth and productivity
growth. As in many countries around the world, women in the US are having fewer children
than would be needed to maintain the population. Without immigration, the labor force will
shrink and economic growth will slow. The US economy has outperformed in part because the
labor force has continued to expand due to immigration. This contrasts with a country like
Japan which has faced extremely low birth rates and immigration levels leading to population
shrinkage and economic stagnation.

Higher interest rates have increased the cost of borrowing for consumers and could be behind
the persistent negativity of consumer sentiment despite a strong labor market and falling
inflation. For the first time in decades, workers in the lowest income quartile have seen their
wages rise faster than inflation. However, they do not typically owe as much in mortgages,



student loan debt, etc. as the middle class, many of whom have had to adjust to making
interest payments much higher than they have seen in their adult lifetimes.

Your account:

Last year we shifted most of our cash balance into short- and medium-term bonds after
interest rates rose to attractive levels. We continue to favor international stocks because they
are historically cheap compared to US equities. Rate cuts by the Fed this year could lead to a
decline in the dollar’s value compared to foreign currencies, which would be positive for
international stocks. Our pipeline stocks remain attractively valued compared to the rest of the
US equity market.
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The Federal Reserve System (the Fed) is the central banking system of the United States. The Fed is composed of 12 regional Reserve banks, which
supervise state member banks. It controls the Federal Funds Rate (aka Fed Rate), an important benchmark in financial markets used to influence
the supply of money in the U.S. economy. Inflation is the rise in prices of goods and services, as happens when spending increases relative to the
supply of goods on the market. Moderate inflation is a common result of economic growth. Hyperinflation, with prices rising at 100% a year or
more, causes people to lose confidence in the currency and put their assets in hard assets like real estate or gold, which usually retain their value
in inflationary times. The S&P 500 in an index of 500 of the largest exchange traded stocks in the U.S. Price/Earnings (P/E) ratio is the price of a
stock divided by its earnings per share that gives investors an idea of how much they are paying for a company’s earning power. High P/E stocks are
typically young, fast-growing companies and may be riskier to trade than low P/E stocks.Although bond funds may pay higher yields than other
fixed income investments it does not negate the fact that the market value of all bonds fluctuate due to interest rate movements and other factors.
International investing involves special risks including the possibility of substantial volatility due to currency fluctuations and political
uncertainties. The views and opinions expressed herein are those of the author and may or may not represent the views of Capital Analysts or
Lincoln Investment. The material presented is provided for informational purposes only, from sources deemed to be reliable, however, there can
be no guarantee as to the accuracy of the information. Nothing contained herein should be construed as a recommendation to buy or sell any
securities. As with all investments, past performance is no guarantee of future results. No person or system can predict the market. Neither asset
allocation nor diversification guarantee a profit or protect against a loss. All investments are subject to risk, including the loss of principal.



