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As | wrote this blog, the S&P 500 index is up roughly 17% year-to-date. Most likely, your portfolio
isn't. This is a common frustration among many investors in the market this year in particular. As
discussed previously, the S&P 500 index performance is a bit deceiving. The majority of the gain in
the market this year has come from essentially seven stocks with the largest concentration in the
index in terms of market capitalization.

S&P 500 Point Contribution
Q12023 Q2 2023 July 2023 Aug 2023 Sep 2023 QTrD |YTD 2023
Apple 18 13 0.1 : 3.0
Microsoft 1.2 1.2 : 35
Alphabet/Google (GOOG) 0.6 0.6 0.4 ; : 19
Amazon 0.6 0.8 0.1 L \ 2.0

Nvidia 14 1.2 03 ! ¢ 5.1

Tesla 0.9 0.5 0.0 1.3

Meta/Facebook | 0.8 0.5 | 0.2 1 ; 25 |
Total 7.24 6.03 1.00 i 19.35
S&P Perf 7.03% 8.30% 3.11% -1.77% -4.87% 5.01% 17.28%
Pct of S&P 103% 73% 32% 16% 35% 59% 112%

The surge in those stocks has skewed the performance of the broad market index. The
performance of the bottom 493 stocks remains markedly different.

Exhibit 22: Share of largest seven companies’ market cap in S&P Exhibit 23: The Magnificent 7 have led the index higher in 2023
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As shown, the market capitalization of the top seven stocks is so large that it skews the
performance of the index overall. We can see this visually by comparing the performance of the
market and equal-weighted S&P 500 indices.
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This market bifurcation may not change in 2024 if Goldman Sachs is correct in their estimates.

"Consensus expects the Magnificent 7 will continue to deliver faster growth than the rest
of the index. Analyst estimates show the mega-cap tech companies growing sales at a
CAGR of 11% through 2025 compared with just 3% for the rest of the S&P 500. The net
margins of the Magnificent 7 are twice the margins of the rest of the index, and
consensus expects this gap will persist through 2025.

From a valuation perspective, the Magnificent 7 trade at a large P/E premium vs. the
rest of the market, but relative valuations stand in line with recent averages after
accounting for expected growth. The Magnificent 7 trades at a P/E of 29x, 1.7x the 17x
P/E multiple of the median S&P 500 stock. This ratio ranks in the 91st percentile since
2012. However, on an earnings-weighted basis, the Magnificent 7 long-term expected
EPS growth is 8 pp faster than the median S&P 500 stock (+17% vs. +9%)."

Exhibit 28: Sales growth of Magnificent 7 vs. rest of S&P 500 Exhihit 29: Margins of Magnificent 7 vs. rest of S&P 500
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Why am | telling you this? Well, when the end of the year comes, and you look at your performance
relative to the S&P 500 index, you will likely be disappointed.

However, that is precisely what Wall Street wants you to do.
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Wall Street Wants You To Compare

Comparison is the root cause of more unhappiness than anything else. Perhaps it is inevitable
that human beings, as social animals, have an urge to compare themselves with one another.
Maybe it is because we are all terminally insecure in some cosmic sense.

Let me give you an example | discussed with Adam Taggart at Thoughtful Money last week.

Assume your boss gave you a new Mercedes as a yearly bonus. You would be thrilled until you
learned everyone in the office got two. Now, you are upset because you got less than everyone
else on a "relative" basis. However, are you deprived on an absolute basis of getting a
Mercedes?

Comparison-created unhappiness and insecurity are pervasive. Social media is full of images
of people showing off their lavish lifestyles, giving you something to compare to. No wonder social
media users are terminally unhappy.

The flaw of human nature is that whatever we have is enough until we see someone else
who has more.

Comparison in financial markets can lead to awful decisions. For example, investors have
trouble being patient and letting whatever process they have work for them.

For example, you should be pleased if you made 12% on your investments but only needed 6%.
However, you feel disappointed when you find out everyone else made 14%. But why? Does it
make any difference?

Here is an ugly truth. Comparison-related unhappiness is for Wall Street's benefit.

The financial services industry is predicated on upsetting people so that they will move money
around in a frenzy. Money in motion creates fees and commissions. The creation of more and
more benchmarks, products, and style boxes is nothing more than the creation of more things to
COMPARE with. The end result is investors remain in a perpetual state of outrage.

The lesson we want to drive home here is the danger of following Wall Street's advice of beating
some arbitrary index from one year to the next. What most investors are taught to do is to measure
portfolio performance over a twelve-month period. However, that is absolutely the worst thing you
can do. It is the same as being on a diet and weighing yourself every day.

If you could see the whole future before you, making an investment decision knowing your eventual
outcome would be effortless. However, we don't have that luxury. Instead, Wall Street suggests
that if your fund manager lags in one year, you should move your money elsewhere. This forces
you to chase performance, creating fees and commissions for Wall Street.

We chase performance because we all suffer from the 7t deadly sin ? Greed.

Most of us want all of the rewards without regard for the consequences. However, instead, we
should learn to "love what is enough."”

In a year like 2023, where primarily seven companies drove the S&P 500 index, many individuals,
thinking they "missed out," will want to change their strategy for next year.
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As is often the case, such will likely be a mistake.

Don’t invest alone.

SimpleVisor Tap into the power of Sign up now

Goldman Sachs May Be Disappointed

The table below from Callan Investments is an excellent example of the risk investors take by
chasing last year's best-performing sector. If you pick any asset class, you will see they are rarely
the top performer for long. A good example in 2023 was that "cash" won, and the S&P 500 index
was down 18%. If you had chased last year's best-performing asset class, you would have woefully
underperformed the S&P 500 index in 2023.

The Callan Periodic Table of Investment Returns
Annual Returns for Key Indices Ranked in Order of Performance (2003-2022)

2006 2007 2 2011 2012 2013 2014 2016 2017 2018
Cash
Equivalent

u.s.

Equity
-3.04%

The Callan Periodic Table of Investment Retums conveys the strong case for diversification across asset classes
(stocks vs. bonds), capitalizations (large vs. small), and equity markets (U.S. vs. global ex-U.S.). The Table highlights the
uncertainty inherent in all capital markets. Rankings change every year. Also noteworthy is the difference between
absolute and relative performance, as returns for the top-performing asset class span a wide range over the past 20 years.

O? Callan|n5tltute Research | Education | Dialogue

While Goldman expects the S&P 500 index to have another winning year, as we noted in "Trojan
Horses," analysts are often wrong, and by a large degree.

?This is why we call it ?Millennial Earnings Season.? Wall Street continuously lowers
estimates as the reporting period approaches so ?everyone gets atrophy.??

The chart below shows the changes in Q4 earnings estimates from February 2022, when analysts
provided their first estimates.
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But while Goldman is very optimistic about earnings growth in 2024, the rest of the analysts
community has already started cutting their previous estimates for next year.
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Given still elevated interest rates, tighter lending standards, and slowing wage growth, there is
more than a substantial risk of slower economic growth next year. While such would lower inflation,
it will also reduce earnings growth, suggesting 2024 could be a lower return year for the S&P 500
index.

Conclusion
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When you sit down at the end of the year to analyze your performance, | suggest not looking at just
2023 as your benchmark. Investing aims to achieve a rate of return over a long period to reach
your financial goals. Therefore, look at the average rate of return you have achieved over the last
5-years and compare that to your goal. This will give you a better sense of how you are doing and
reduce the potential for emotional mistakes.

For example, over the last 5-years, the S&P 500 equal-weighted index has returned on a nominal
basis 43.21% versus 57.05% for the market-cap weighted equivalent. However, during that period,
the returns from the equal-weighted index came with lower volatility, allowing you to stay invested
during more troubling times. More importantly, if you need a 6% rate of return to reach your
retirement goal, even though the equal-weighted index underperformed in 2023, the 8.6% average
return still has you ahead of your objectives.

Investment
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Financial Resource Corporation summed it up best;

?For those who are not satisfied with simply beating the average over any given period,
consider this: if an investor can consistently achieve slightly better than average
returns each year over a 10-15 year period, then cumulatively over the full period
they are likely to do better than roughly 80% or more of their peers. They may
never have discovered a fund that ranked #1 over a subsequent one or three-year
period. That ?failure,? however, is more than offset by their having avoided options that
dramatically underperformed.

For those that are looking to find a new method of discerning the top ten funds
for the next year, this study will prove frustrating. There are no magic short-cut
solutions, and we urge our readers to abandon the illusive and ultimately
counterproductive search for them.

For those who are willing to restrain their short-term passions, embrace the
virtue of being only slightly better than average, and wait for the benefits of this
approach to compound into something much better.?

If you want to be a better investor, do what most investors don't:
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Look for stable returns ? not the highest returns.

Invest for a reasonable annual return to help you reach your investment goal.
Don't compare yourself to some anomalous index.

Save, Save, Save!

Manage your money ? after all ? it is your money.

It's not as complicated as you think.



