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January Update: Market Corrects as Value Stocks Outperform

The stock market fell 5.3% in January, the worst start to a year since 2009. Concerns about interest rates, inflation,
overvaluation, the pandemic, earnings reports, and a possible war in Ukraine all may have contributed to the decline.
Perhaps most interestingly, the month saw an unusual dispersion in performance of different types of companies.
Dividend paying stocks held up best, falling 1.0%. Value stocks were down 1.5%. Growth stocks fell 10%. Many of the
most speculative equities fell 30% or more.

Performance dispersion is not unusual but when it is so extreme it is worth evaluating. Certainly, with the
outperformance of growth stocks in recent years it would be expected that value stocks would have a period of
outperformance. But in the current period there is more going on than that because there has also been significant
dispersion within the growth stock world.

To understand what has been going on it is important to differentiate between traditional growth stocks and more
speculative ones. Traditional growth stocks (think Apple, Facebook or Costco) have strong products, earnings and
revenues and can be analyzed using the established tools of the security analyst. (Stocks in this category can be either
small or large cap). Speculative growth stocks, on the other hand, lack the financial metrics which analysts prefer. While
some of them will end up becoming great companies, their lack of traditional fundamental metrics makes them subject to
becoming speculative vehicles or “concept stocks” whose prices may move substantially based on investor whims. (Think
Tesla or Shopify.) These are the sorts of stocks which led the bubble up in 2020, and they are the ones which are now
leading the decline. (Again, some of them will end up being great companies.)

Another interesting feature of this period is that the speculative bubble has crossed asset classes. To illustrate, note that in
a month when speculative stocks fell, so did cryptocurrencies, meme stocks and SPACs. All of these have been favored
by speculators in recent years.

While the underperformance of speculative stocks has been going on for a year, it has received more attention in recent
weeks as the trend has accelerated, and the overall market has declined as well. Sometimes the acceleration of a trend
which has been going on for a long time signals it is near its end, although that is not certain to us.

What does the future hold? The last time a bubble of this magnitude burst was the Tech Bubble early in this century. In
that case it took three years for the excesses of the bubble to be shaken out. If we say we are one year into the shakeout
then perhaps there would be two more years of underperformance ahead. But of course, it is not that simple. In the early
2000s, there was an earnings collapse of many of the leading tech companies. As Stanley Druckenmiller has pointed out,
many of the leading tech companies during that period were involved in building out infrastructure for the internet and
when that work was finished their growth came to a sudden halt. That may not be the case this time. If earnings for the
current group of growth stocks meet expectations, it would be expected that the current underperformance would be
shorter lived.

Please feel free to call us if you would like to discuss the market or any related topic.
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Disclosures

Western Pacific Wealth Management LP (referred to herein as "WPWM" or "the Company") is registered with the SEC as
an investment adviser, but registration does not imply any certain level of skill or training. The information contained in
this document has not been filed with, reviewed by or approved by any regulatory or self-regulatory authority.

Not an offer of advisory services or securities

This document is provided for informational purposes only. This document is intended for residents of the United States only
and the information contained herein does not constitute and should not be construed as an offering of advisory services or an
offer to sell or solicitation to buy any securities or other financial instruments in any jurisdiction in which such offer or
solicitation, purchase or sale would be unlawful under the securities, or other applicable laws of such jurisdiction. Nothing
contained in this document constitutes tax, legal or investment advice. Responses to any inquiry which may involve the
rendering of personalized investment advice for compensation or effecting or attempting to effect transactions in securities will
not be made absent compliance with investment adviser, or investment adviser representative registration requirements, or
applicable exemptions or exclusions from such requirements.

Investment risk

The Company makes no representation, and it should not be assumed, that past investment performance is any indication of
future results. Moreover, wherever there is the potential for profit there also is the possibility of loss. Certain of the Company's
strategies may involve investments that are illiquid, are subject to a substantial risk of loss and are not suitable for certain
investors.

Limitation of liability

While the Company uses reasonable efforts to include accurate and up-to-date information in this document, errors or omissions
sometimes occur. The Company makes no warranties or representations as to the accuracy of this document. Opinions
expressed herein are subject to change without notice. Under no circumstances shall the Company or any party involved in
creating, producing, or delivering this document be liable for any direct, incidental, consequential, indirect, or punitive damages
that result from the use of the information contained in this document, even if the Company's authorized representative has been
advised of the possibility of such damages. Applicable law may not allow the limitation or exclusion of liability or incidental or
consequential damages, so the above limitation or exclusion may not apply to you.

Restrictions on use of materials

This document is intended only for the person to whom it has been delivered. Except as otherwise permitted by the Company in
writing, no portion of this document, or the information contained herein, may be copied, reproduced, republished, uploaded,
posted, transmitted, or distributed in any way.

Trademarks and copyrights

All trademarks, service marks, trade names, logos, and icons are proprietary to the Company. Nothing contained in this
document should be construed as granting, by implication, estoppel, or otherwise, any license or right to use any trademark
displayed in this document without the prior written permission of the Company or such third party that may own the
trademarks displayed in this document. Your use of the trademarks displayed in this document, or any other content in this
document, except as provided herein, is strictly prohibited.
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