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Equity	markets	maintained	their	bullish	momentum	to	start	2024,	showing	resilience	even	in	the	face	of	the	potential	for	higher	interest	rates
for	longer.	Notably,	the	S&P	500	achieved	significant	gains	in	the	first	quarter,	surpassing	10%	and	has	now	posted	over	30%	returns	over	the
past	year.

Despite	reduced	expectations	for	Federal	Reserve	rate	adjustments	in	2024,	stock	prices	continued	to	climb	in	the	first	quarter.	This	upward
trend	was	particularly	driven	by	the	technology	sector,	especially	those	poised	to	benefit	from	the	expanding	use	of	artificial	intelligence.
Additionally,	even	value	stocks	contributed	to	the	market's	positive	performance.	Conversely,	the	bond	market	faced	challenges	due	to	the
anticipation	of	delayed	rate	cuts	by	the	Fed	until	later	in	the	year.
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-	We	are	underweight	large-cap	growth	and	overweight	large-cap	blend	with	a	focus	on	quality.

-	We	are	underweight	developed	small-cap	and	overweight	Asia-Pacific	as	we	favor	Japan.

-	Within	fixed	income	we	are	overweight	credit/short	duration	and	underweight	treasuries/long	duration.

-	Allocated	some	of	our	cash	to	large	cap	cyclical	sectors	(Energy,	Financials,	Industrials)	as	we	look	for	a	broadening	out	of	the	market	away
from	momentum/mega	cap	growth.

-	With	stock-bond	correlations	to	remain	in	positive	territory,	we	continue	to	utilize	commodities,	trend-following	and	other	alternative
strategies	to	reduce	risk	within	our	portfolios.

A	Few	Thoughts	on	Diversification

Since	around	2016	we	have	been	in	what	I	have	read	said	best,	a	bear	market	in	diversification.	The	premise	being	that	asset	allocation
(investing	in	different	styles	and	asset	classes	to	protect	portfolios	and	increase	long-term	risk/returns)	has	been	broken.	What	has	worked	has
been	the	momentum	style	and	ultimately	mega-cap	growth	companies.	There	have	been	a	few	exceptions	of	companies/factors/asset	classes
bucking	the	trend,	but	only	for	a	brief	period.	Any	allocation	to	small	caps,	international,	value	factor,	commodities,	real	estate	and	fixed
income	have	been	a	drag	on	returns.

The	S&P	500	has	grown	to	its	most	concentrated	level	since	the	Nifty	Fifty	bubble	in	the	early	1970s	(Figure	1).

The	average	stock,	represented	by	the	S&P	500	equal	weight	index,	has	outperformed	the	cap-weighted	index	since	the	bottom	of	the	Dot
Com	bubble	in	2003	(Figure	2).

And	finally,	from	1/1/2000	–	12/31/2009	the	S&P	500	total	return	index	had	a	negative	return.	During	that	same	period	emerging	markets	and
small	caps	had	above	average	annualized	returns	(Figure	3).

The	reason	why	we	allocate	to	different	asset	classes	and	styles	is	because	we	do	not	have	a	crystal	ball	and	know	precisely	what	is	going	to
work	and	not	work	over	a	given	cycle.	Why	we	take	the	approach	we	do	is	to	smooth	out	our	returns	over	both	boom-and-bust	cycles	as	well
as	to	add	alpha	through	rebalancing.

There	are	pockets	in	the	current	market	environment	that	are	showing	signs	of	excess	or	manias	and	historically	it	has	not	ended	well	for	the
investors,	even	if	the	ideas	spread	and	did	have	a	revolutionary	impact	on	our	lives.	The	new	theme	is	currently	AI	(artificial	intelligence).	Past
scenarios	include	1840s	(trains),	1920s	(cars	and	radios),	1970s	(Nifty	Fifty/Blue	Chip	stocks),	2000s	(internet).

The	thing	with	diversification	is	that	the	moment	we	most	need	it	is	the	moment	we	least	want	it.

Figure	1	–	Top	10	concentration	of	the	S&P	500
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Figure	2	–	S&P	500	vs	Equal-Weight	S&P	500

Figure	3	–	Lost	Decade	of	US	Large	Cap	(1/1/2000	–	12/31/2009)

Written	by:	Antonio	Belmonte,	CFA,	Chief	Investment	Officer

These	are	the	opinions	of	Antonio	Belmonte	and	not	necessarily	those	of	Cambridge,	are	for	information	purposes	only,	and	should	not	be
construed	or	acted	upon	as	individualized	investment	advice.	Investing	involves	risk.	Depending	on	the	types	of	investments,	there	may	be
varying	degrees	of	risk.	Investors	should	be	prepared	to	bear	loss,	including	total	loss	of	principal.	The	strategies	discussed	herein	are	not
designed	based	on	the	individual	needs	of	any	one	specific	client	or	investor.	In	other	words,	it	is	not	a	customized	strategy	designed	on	the
specific	financial	circumstances	of	the	client.	However,	prior	to	opening	an	account,	Cambridge	will	consult	with	you	to	determine	if	your
financial	objectives	are	appropriate	for	investing	in	the	model.	You	are	also	provided	the	opportunity	to	place	reasonable	restrictions	on	the
securities	held	in	your	account.

Cambridge	does	not	offer	tax	or	legal	advice.

Securities	offered	through	Registered	Representatives	of	Cambridge	Investment	Research,	Inc.,	a	broker-dealer,	member	FINRA/SIPC.	Advisory
services	offered	through	Cambridge	Investment	Research	Advisors,	Inc.,	a	Registered	Investment	Advisor.	HFS	Wealth	Advisors	and	Cambridge
are	not	affiliated.
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