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Are Dispersion and Concentration in the Stock Market
Too High?

U.S. large cap stocks, as measured by the S&P 500, delivered a solid
performance in the first half of 2024. In January, the index eclipsed
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But it hasn’t been a story of a rising tide smoothly lifting all boats.
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Many readers likely have a general understanding of how this is i 5 U s 37 @7 e 0,

happening—a handful of mega-cap technology companies are
making an outsized impact, and the effect is bolstering overall returns. Indeed, in the first half of 2024,
just four of the “Magnificent Seven” stocks contributed over half of the S&P 500's total return.

The picture we’re left with is one with historic levels of dispersion and concentration in the S&P 500.
And that has some investors worried that year-to-date gains are unhealthy, unbalanced, and
susceptible to a quick reversal.

High Dispersion

The term ‘dispersion’ in equity markets refers to a lack of correlated movement among stocks, which is
what we’ve seen at near historic levels within the S&P 500 this year. Dispersion rose in the aftermath
of the pandemic, as technology stocks soared while many other categories of stocks—particularly value
names—Ilagged. Dispersion fell in 2022 with rising interest rates and the bear market, but it has risen
again recently driven by the Magnificent Seven and surging earnings growth tied to Artificial
Intelligence.
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As seen in the chart below, the rise of the Magnificent 7 has not been pure speculation—earnings
growth has been powerful over the past several quarters and should continue apace in 2024.

The Magnificent 7-
Quarterly Earnings and Revenue Growth Rate (YoY)
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Many narratives about high dispersion make it seem as though the remaining 493 S&P 500 stocks are in
the doldrums, but that’s not quite right. About 60% of the stocks in the index are 10% higher than their

low points in 2024, and the other half of the S&P 500’s year-to-date gains have been driven by the broad
swath of non-Magnificent Seven companies in the index that have posted solid performance for the year.

But earnings are the main reason | do not get overly worried about high year-to-date dispersion

in the S&P 500. According to Zacks Investment Research, S&P 500 earnings excluding Technology are
poised to grow 6% for the full year 2024, and it appears possible that the ‘remaining 493 stocks’ in the
index could deliver stronger earnings growth than the Magnificent Seven by the fourth quarter—thereby
closing the earnings gap and bolstering the case to own a broad set of equities outside this narrow group,
in my view.

High Concentration

Over the past 50+ years, the composition of the S&P 500 has changed substantially. In the 1970s, for
instance, Industrials and Materials had significant weightings, making up over 25% of the index. Today,
those two sectors combined are only about 10.6% of the index.

Fast forward to the present day, and Information Technology companies make up 32.4% of the S&P
500 (as of June 30), with the share rising to 41.7% when including Communications Services. Financials
have also become bigger, now comprising 12.4% of the index. In the 1970s, Technology and Financials
combined to make up about 13% of the S&P 500. Today, they make up more than half of the index.
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Technology’s high concentration has also impacted dividends. Technology companies are generally
growth stocks, and growth stocks tend to hoard cash or invest in future growth—versus returning cash
to shareholders in the form of dividends. Given this insight, the S&P 500’s dividend yield has done what
investors might expect—it’s gone from over 4% in the 1970s to an average of 1.45% in the 2020s.

So, what does this all mean for investors?

| think it strengthens the case for owning a broadly diversified portfolio of equities and rebalancing
regularly to ensure your exposure to sectors and individual companies remains within the desired range.
This is already part of our investment discipline at Zacks Investment Management. Remember, too, that
in a diversified portfolio you will almost always see variance—some strong performers, and some weak
ones. The outliers tend to neutralize each other’s impact on portfolio returns over long stretches of time,
leaving the middle-of-the-road stocks doing the heavy lifting.

1Wall Street Journal. June 28, 2024. https://www.nytimes.com/2024/06/28/business/stocks-dispersion-trade.html

Mitch on the Markets Weekly Client Commentary | July 11, 2024 www.zacksim.com | 3


https://www.nytimes.com/2024/06/28/business/stocks-dispersion-trade.html

Weekly Market Update

Z.acks’

INVESTMENT MANAGEMENT

» U.S.unemployment rate crosses
4%

» Fed Chairman Jerome Powell
testifies before Congress

> What to watch during the next
earnings season

The U.S. Unemployment Rate Crosses 4%
for the First Time Since 2021

At first glance, the Labor Department’s jobs
report released last Friday looked like great
news—the U.S. economy added 206,000 new
jobs, slightly beating expectations.!

Total Nonfarm Payrolls, Monthly Change Since
January 2021
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But the main takeaway from this report was
actually that the jobs market was decisively
cooling. The unemployment rate rose to 4.1%,
marking the first-time unemployment higher than
4% since 2021. The Labor Department also
revised job gains in April and May lower, by a
combined 111,000 jobs. And average hourly
earnings rose 3.9% year-over-year in June, the
smallest increase since 2021. These data points
don’t exactly paint a picture of the labor market
collapsing. But it does indicate a ’leveling off’
within the labor market, which investors largely

viewed in a positive light. The reason is that a
cooling jobs market—as opposed to a jobs market
that’s too hot—gives the Fed some breathing
room when it comes to setting monetary policy.
The Fed is increasingly aware of the risk that
keeping rates too high for too long could lead to
more job losses over time, which at this stage
would not be a desirable outcome. If inflation
continues to trend lower in the coming months,
further cooling in the jobs market would be
viewed as a strong rationale for cutting rates in
the fall—perhaps at the September meeting.

Fed Chairman Jerome Powell Testifies
Before Congress

Federal Reserve Chairman Jerome Powell testified
before Congress last week, and market-watchers
were probing his comments for any hints for
when rate cuts would commence in this cycle.
Chairman Powell did not offer any clear signals.
But he did slightly reposition the Fed’s stance
when it comes to how they’re weighing risks in
the economy. In Powell’s words, “elevated
inflation is not the only risk we face,” adding that
“we’ve seen that the labor market has cooled
really significantly across so many measures...it’s
not a source of broad inflationary pressures for
the economy now.” This statement is important
because for much of last year, the Fed was
worried that a hot labor market and rising wages
were contributing to sticky inflation, and a cooling
labor market was essentially a stated goal. With
the softer labor market data cited above, Powell
conceded that allowing the jobs market to cool
too much was surfacing as a key risk, stating that
“we’re very much aware that we have two-sided
risks now.” All told, Powell seemed to be
positioning for a rate cut later this year, assuming
inflation data in the next three months continues
to show signs of improving.3
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Earnings Season Gets Underway. Here's
What to Watch

With a blink of an eye we’re back in earnings
season, and our colleagues at Zacks Investment
Research have compiled three key factors to
watch for Q2’s reports. The first is that we’ve
seen a steadily accelerating earnings growth
trend. The chart below shows the year-over-year
earnings and revenue growth for the second
quarter relative to the preceding four periods and
expectations for the following three periods®:

Quarterly Earnings and Revenue Growth Rate (voY)
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The +8.4% second quarter expected earnings
growth rate is the highest we’ve seen in almost
two years. The second factor is the favorable
development on the revisions front, with
estimates for Q2 holding up far better than other
recent periods. In the three-month period from
the start of the quarter through June 30, Q2
estimates for the S&P 500 index fell the least
relative to comparable periods of other recent
quarters. The chart below gives us a good visual
sense of this favorable revisions trend.
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Eveolution of 2024 Q2 Earnings Growth Estimates

.
A final factor to watch is the outsized role
Technology stocks continue to play, particularly
the ‘Magnificent 7 Stocks.” Total Tech sector
earnings are expected to be up +15.7% from the
same period last year on +9.6% higher revenues.
Had it not been for the Tech sector’s strong
growth, Q2 earnings for the rest of the index
would be up only +4.8% (vs. +8.4% otherwise).

For the Mag 7 stocks, Q2 earnings are expected to
be up +25.5% on +13.2% higher revenues.
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Lwall Street Journal. July 5, 2024. https://www.wsj.com/economy/jobs/jobs-report-june-unemployment-
economy-68275d9e?mod=economy_lead pos4

2Fred Economic Data. July 5, 2024. https://fred.stlouisfed.org/series/PAYEMS#

3US News. July 9, 2024. https://www.usnews.com/news/economy/articles/2024-07-09/powell-tells-
congress-inflation-is-coming-under-control-is-it-enough-to-calm-angry-voters

4 Zacks.com. https://www.zacks.com/commentary/2297407/3-key-things-to-know-about-the-g2-
garnings-season

DISCLOSURE

Past performance is no guarantee of future results. Inherent in any investment is the potential for loss.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks Investment Management is an
independent Registered Investment Advisory firm and acts as an investment manager for individuals and institutions. Zacks Investment
Research is a provider of earnings data and other financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax
advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the information and advice given in this publication
without seeking the services of competent and professional legal, tax, or accounting counsel. Publication and distribution of this article
is not intended to create, and the information contained herein does not constitute, an attorney-client relationship. No
recommendation or advice is being given as to whether any investment or strategy is suitable for a particular investor. It should not be
assumed that any investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions expressed may not reflect
those of the firm as a whole.

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s research, analysis, and
assumptions. Due to rapidly changing market conditions and the complexity of investment decisions, supplemental information and
other sources may be required to make informed investment decisions based on your individual investment objectives and suitability
specifications. All expressions of opinions are subject to change without notice. Clients should seek financial advice regarding the
appropriateness of investing in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared by other parties. Zacks
Investment Management does not assume any responsibility for the accuracy or completeness of such information. Further, no third
party has assumed responsibility for independently verifying the information contained herein and accordingly no such persons make
any representations with respect to the accuracy, completeness or reasonableness of the information provided herein. Unless otherwise
indicated, market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management considers to
be reasonable.

Any investment inherently involves a high degree of risk, beyond any specific risks discussed herein.

It is not possible to invest directly in an index. Investors pursuing a strategy similar to an index may experience higher or lower returns,
which will be reduced by fees and expenses.

The ICE U.S. Dollar Index measures the value of the U.S. Dollar against a basket of currencies of the top six trading partners of the United
States, as measured in 1973: the Euro zone, Japan, the United Kingdom, Canada, Sweden, and Switzerland. An investor cannot directly
invest in an index. The volatility of the benchmark may be materially different from the individual performance obtained by a specific
investor.

Zacks Investment Management, Inc. is a wholly-owned subsidiary of Zacks Investment Research. Zacks Investment Management is an
independent Registered Investment Advisory firm that acts as an investment manager for individuals and institutions. Zacks Investment
Research is a provider of earnings data and other financial data to institutions and to individuals.

This material is being provided for informational purposes only and nothing herein constitutes investment, legal, accounting or tax
advice, or a recommendation to buy, sell or hold a security. Do not act or rely upon the information and advice given in this publication
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without seeking the services of competent and professional legal, tax, or accounting counsel. Publication and distribution of this article
is not intended to create, and the information contained herein does not constitute, an attorney-client relationship. No
recommendation or advice is being given as to whether any investment or strategy is suitable for a particular investor. It should not be
assumed that any investments in securities, companies, sectors or markets identified and described were or will be profitable. All
information is current as of the date of herein and is subject to change without notice. Any views or opinions expressed may not reflect
those of the firm as a whole.

Any projections, targets, or estimates in this report are forward looking statements and are based on the firm’s research, analysis, and
assumptions. Due to rapidly changing market conditions and the complexity of investment decisions, supplemental information and
other sources may be required to make informed investment decisions based on your individual investment objectives and suitability
specifications. All expressions of opinions are subject to change without notice. Clients should seek financial advice regarding the
appropriateness of investing in any security or investment strategy discussed in this presentation.

Certain economic and market information contained herein has been obtained from published sources prepared by other parties. Zacks
Investment Management does not assume any responsibility for the accuracy or completeness of such information. Further, no third
party has assumed responsibility for independently verifying the information contained herein and accordingly no such persons make
any representations with respect to the accuracy, completeness or reasonableness of the information provided herein. Unless otherwise
indicated, market analysis and conclusions are based upon opinions or assumptions that Zacks Investment Management considers to
be reasonable. Any investment inherently involves a high degree of risk, beyond any specific risks discussed herein.

The S&P 500 Index is a well-known, unmanaged index of the prices of 500 large-company common stocks, mainly blue-chip stocks,
selected by Standard & Poor’s. The S&P 500 Index assumes reinvestment of dividends but does not reflect advisory fees. The volatility
of the benchmark may be materially different from the individual performance obtained by a specific investor. An investor cannot invest
directly in an index.

The Russell 1000 Growth Index is a well-known, unmanaged index of the prices of 1000 large-company growth common stocks selected
by Russell. The Russell 1000 Growth Index assumes reinvestment of dividends but does not reflect advisory fees. An investor cannot
invest directly in an index. The volatility of the benchmark may be materially different from the individual performance obtained by a
specific investor.

Nasdag Composite Index is the market capitalization-weighted index of over 3,300 common equities listed on the Nasdaq stock
exchange. The types of securities in the index include American depositary receipts, common stocks, real estate investment trusts (REITs)
and tracking stocks, as well as limited partnership interests. The index includes all Nasdag-listed stocks that are not derivatives,
preferred shares, funds, exchange-traded funds (ETFs) or debenture securities. An investor cannot invest directly in an index. The
volatility of the benchmark may be materially different from the individual performance obtained by a specific investor.

The Dow Jones Industrial Average measures the daily stock market movements of 30 U.S. publicly-traded companies listed on the
NASDAQ or the New York Stock Exchange (NYSE). The 30 publicly-owned companies are considered leaders in the United States
economy. An investor cannot directly invest in an index. The volatility of the benchmark may be materially different from the individual
performance obtained by a specific investor.

The Bloomberg Global Aggregate Index is a flagship measure of global investment grade debt from twenty-four local currency markets.
This multi-currency benchmark includes treasury, government-related, corporate and securitized fixed-rate bonds from both developed
and emerging markets issuers. An investor cannot invest directly in an index. The volatility of the benchmark may be materially different
from the individual performance obtained by a specific investor.

The ICE Exchange-Listed Fixed & Adjustable Rate Preferred Securities Index is a modified market capitalization weighted index
composed of preferred stock and securities that are functionally equivalent to preferred stock including, but not limited to, depositary
preferred securities, perpetual subordinated debt and certain securities issued by banks and other financial institutions that are
eligible for capital treatment with respect to such instruments akin to that received for issuance of straight preferred stock. An investor
cannot invest directly in an index. The volatility of the benchmark may be materially different from the individual performance
obtained by a specific investor.
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