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One of the primary duties of the Federal Reserve is to foster economic conditions that achieve
price stability. Over the past 12 to 18 months, the Fed has explained that the inflation we have
been experiencing is short-term and transitory. They have maintained that price stability will
return soon. In November 2021, however, the Fed abandoned the “transitory” statements,
acknowledging longer-term inflation in the economy. What factors influence the Fed’s decisions
and actions? In addition to raising the Fed Funds rate recently, we see several economic
indicators that lead to the expectation that the Fed will raise the Fed Funds rate several more
times. With the Consumer Price Index and the Producer Price Index reporting the highest
increase in more than 30 years, some believe 6 or 7 increases are likely in the next year.

The numbers tell the story, and they appear to be forcing the Fed to head back to their playbook.
The question is: How do rising interest rates impact stock prices, particularly micro-cap stocks?
In the table below, we assembled the past twelve periods when the Federal Reserve raised the
Fed Funds rate. This data comes from the Federal Reserve Economic Data (FRED). As you can
see, the average length of time the Fed raised rates was 24 months, with the least time being 6
months and longest being 53 months. We also included the range of increases which include a
modest increase of rates from 4.75% to 6.54% in the 1999/2000 period to a drastic increase of
4.61% to 17.61% in the 1977/1980 period.

We then gathered the micro-cap performance from the Duff & Phelps’ Ibbotson Annual
Yearbook. The performance results are from the month-end date when the Fed raised rates until
the month-end when they stopped raising rates. As you can see, micro-cap stocks rose in ten of



the twelve periods when the Fed raised rates, and the average gain was more than 25%. There are
two notable periods | would like to address. First, the 1972 to 1974 period certainly was a
negative period for micro-cap stocks with a 40.61% decline, but that period was also plagued by
other social and severe economic factors. However, the second period to note is 1977 to 1980
which was also affected by several social and economic factors. Although inflation was severe in
the late 1970s, the strength of the economy drove the performance of micro-cap stocks to an
exceptional gain of nearly 84%. We believe that the current economic situation could be like the
second period. While inflation is part of the picture, we expect that the strength of the economy
could drive robust performance for micro-cap stocks.

May 1962-Oct. 1966 (53 months) 2.36%-5.76% +94.91%
July 1967-Sept. 1969 (26 months) 3.79%-9.15% +24.79%
March 1971-Sept. 1971 (6 months) 3.71% - 5.50% -0.03%
Feb. 1972-July 1974 (29 months) 3.30%%-12.92% -40.61%
Jan. 1977-March 1980 (38 months) 4.61%-17.61% +83.98%
Aug. 1980-July 1981 (11months} 0.03%._10.04%, +36.84%
Feb. 1983-July 1984 (17 months) B.51%-11.64% +8.20%
March 1988-March 1989 (12 months) 6.58%-9.85%, +12.94%
Dec. 1993- April 1995 (16 months) 2.96%-6.05% +14.15%
June 1999-Tune 2000 (12 months) 4.76%-6.54% +20.81%
June 2004-Tuly 2006 (25 months) 1.26%-5.24% +20.41%
Nov. 2015-July 2019 (38 months) 0.24%-2.40% $70.32%,
March 2022-%27 (722 months) 0.08%-727 7

Averages (24 months)

Source: Thbotson 12-31-2021.

The micro-cap universe is composed of stocks making up the fifth quintile (i.e., the ninth and 10th deciles) of the New York Stock Exchange (NYSE).

The fund's investment objectives, risks, charges, and expenses must be considered carefully before
investing. The prospectus contains this and other important information about the investment company,
and it may be obtained by calling 800-331-8936 or by visiting www.perrittmutualfunds.com. Read it
carefully before investing.

Mutual fund investing involves risk. Principal loss is possible. The Funds invest in smaller companies,
which involve additional risks such as limited liquidity and greater volatility. The Funds invest in



micro- cap companies which tend to perform poorly during times of economic stress. The Perritt
MicroCap Funds may invest in early-stage companies which tend to be more volatile and somewhat

Past performance does not guarantee future results. Index performance is not illustrative of fund
performance. You cannot invest directly in an index. For fund performance please visit
https://www.perrittcap.com/funds/

Consumer Price Index (CPI) is a price index, the price of a weighted average market basket of
consumer goods and services purchased by households.

Producer Price Index (PPI) is a price index that measures the average changes in prices received by
domestic producers for their output.

The Perritt Funds are distributed by Quasar Distributors, LLC.





