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Time for the Little Guys
Roughly two months ago, we noted that there was a bit of an anomaly taking place in the markets, with major
indices moving higher despite negative breadth (See our June 2nd Forbes Commentary here). In May, stock
indices were being pushed higher despite most of the component stocks trending downwards, because the
overwhelmingly dominant size of the mega-caps allowed them to control the overall market direction. The
S&P 500’s market cap skews heavily towards a handful of stocks in three sectors; Apple (AAPL), Microsoft
(MSFT), and Nvidia (NVDA) in the Technology sector, Google (GOOG) and Meta (META) in the Communication
Services Sector, and Amazon (AMZN) AND Tesla (TSLA) in the Consumer Discretionary sector. These seven

names encompass nearly 28% of the overall S&P 500 market cap, near a modern-day record for concentrated
stock weights in the S&P 500 Index.

In the table below, we can see how despite only three sectors being positive in May and the rest down, the
overall S&P 500 still managed to close out the month of May 0.43% higher. We cautioned that for the market to
truly break out to a sustainable bull run, participation would need to broaden out beyond mega-cap stocks and
into other sectors and stocks bought less so far in this rally. We suggested that it may be time to add exposure
to areas of the market beyond the “big three” sectors of Tech, Communications, and Consumer Discretionary.

YTD JAN FEB MARCH APRIL MAY JUNE MO‘:\ILJI'II-IYTO
DATE
S&P 500 19.24% 6.28% -2.44% 3.67% 1.56% 0.43% 6.61% 2.00%
Technology 42.15% 9.26% 0.41% 10.86% -0.12% 8.92% 6.05% 1.31%
Communication Services 37.21% 14.77% -2.87% 8.65% 3.33% 3.91% 4.73% 0.74%
Consumer Discretionary 33.05% 15.13% -2.13% 3.06% -1.12% 2.54% 12.23% 0.69%
Industrials 12.45% 3.71% -0.86% 0.61% -1.17% -3.15% 11.26% 2.08%
Materials 8.81% 8.97% -3.33% -1.01% -0.14% -6.87% 11.01% 1.06%
Real Estate 6.28% 9.91% -5.86% -1.48% 0.99% -4.53% 5.59% 2.41%
Financials 4.07% 6.90% -2.30% -9.55% 3.17% -4.25% 6.62% 4.60%
Consumer Staples 2.66% -1.09% -2.32% 4.21% 3.65% -6.16% 2.79% 1.97%
Health Care 1.09% -1.83% -4.64% 2.19% 3.14% -4.27% 4.26% 2.64%
Utilities -1.39% -2.00% -5.92% 4.90% 1.91% -5.87% 1.61% 4.61%
Energy -1.76% 2.81% -6.94% -0.01% 2.78% -10.03% 6.93% 3.86%



https://www.forbes.com/sites/seanhanlon-1/2023/06/02/is-the-market-running-out-of-breadth/?sh=273e63a94729

Looking at the returns from June shows how the rally extended beyond the mega-caps and market breadth
improved tremendously. The result was the best monthly return for the S&P 500 year-to-date.

With this positive development, we now look beyond the S&P 500’s large cap holdings towards the smaller
market cap names in the mid and small cap indices. Below is a chart of the SPDR S&P 500 ETF (SPY, Black
Line) compared to the Vanguard Mid (VO, Blue Line) and Small Cap (VB, Red Line) ETFs. We can see that
SPY has outpaced the Mid and Small caps in the first half of the year.

2023 Chart of the S&P 500 Index and Small and Midcap stocks
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The one-month view, however, paints a different picture. SPY has continued to advance, but VO and VB have
taken a leadership role for the time being, with accelerating momentum over the past several weeks. This
expansion of market breadth into the mid and smallest market cap stocks is very encouraging as we look for
signs of a sustainable bull market rally in the second half of the year.
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Ultimately, we need to get data that supports these moves in the form of positive earnings and perhaps more
importantly, easing inflation. We are early in the second quarter earnings season, but the results thus far
have been solid, especially from the Regional Banks that are heavily weighted within the Small and Mid-Cap
indices. From a price momentum and market breadth perspective, the market is clearly trending in the right
direction. As the mantra of technical analysts goes, “the trend is your friend”.

Thank you, as always, for the opportunity to serve you.
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You can read this article, along with our other Advisory articles at www.vestbridge.com.
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