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Market Concentration Rewarded Again in 2024
The S&P 500 turned in another outstanding year,
its second 25%+ year in a row. And this perfor-
mance was fueled, once again, by the top seven
stocks in the index, the so-called Magnificent
Seven (Apple, Nvidia, Microsoft, Amazon, Alpha-
bet, Meta & Tesla). These seven stocks turned in
a 2024 return of 67% (!!), and as of year-end,
represented a record 34% of the index. That's an
average weight of nearly 5% per stock, compared
to an average weight of 0.1% for the other 493

stocks in the S&P index.

There’s plenty of chest-thumping among inves-
tors who are willing to disregard risk management and diversification and went allin on Al! How quickly we forget

the -45% return these Magnificent Seven experienced in 2022!

Market Concentration At 90+ Year Highs

It’s not just the top seven that have excelled. When examining the concentration of the top 10% of stocks, 2024
set a modern-day record, surpassing the Dot Com bubble of 2000. The market hasn’t been this top-heavy since

the Great Depression years.

Exhibit 1: Market Concentration
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Source: NYSE, American Stock Exchange, and NASDAQ sourced from Kenneth French database Kenneth R. French - Data
Library (dartmouth.edu) https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library. html#Research.
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Lessons From the Past
Let’s delve into market cycles and performance to see what we can learn from history.
Market Cycles

Markets move in cycles, whether it’s value versus growth, large versus small, or US versus non-US, cycles (and extremes)

come and go. This includes the “concentrated versus diversified” cycle as well, which is at a 90-year extreme.

If you believe in reversion to the mean, then you believe diversification will someday work again. The only questions are

1) when and 2) how long the concentration unwind might last.

The FirstLinks group at Morningstar studied market concentration cycles a few months back to examine how long the run-
ups preceding the peak can last and how long the ensuing unwind of these concentration cycles can take. The results are

below.

Exhibit 2: Cycle Lengths
Peak 1932 1957 1973 2000 Average

Concentration Cycle (Years) — 1.4 4.3 15.3 10.3 17.7

Diversification Cycle (Years) 13.9 1.3 12.3 53 10.7 —

Note: Concentration cycle indicates the period of time from the trough in market concentration to the peak. Diversification
cycle indicates the period of time from the peak in market concentration to the trough. Datais unavailable for the run-up
period to the 1932 peak. *Measured through December 31, 2023.

Source: NYSE, American Stock Exchange, and NASDAQ sourced from Kenneth French database Kenneth R. French - Data
Library (dartmouth.edu) https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html#Research.

Their findings reveal that while the lengths of the various concentration and diversification cycles vary, they generally last
about a decade. Even the shortest periods span four to five years, often considered a full market cycle. For context, the
diversification period following 2000 lasted until April 2006. The current concentration run-up is approaching 18 years,
significantly exceeding the average. While the end remains uncertain, empirical evidence suggests we are at an extreme

in both magnitude and duration.
Market Weight vs Equal Weight

One measure of diversification’s effectiveness is the Equal Weight S&P 500 index, which holds an equal amount of each
of the 500 stocks (0.2% each). For investors hesitant to place all their eggs in seven baskets (or aren’t sure they will pick
the correct seven each year), this equal weight index may in fact be the more appropriate performance benchmark. For

those interested, Invesco manages an ETF of this equal-weight index (ticker RSP).

This diversified index gained 13.0% in 2024 and 13.9% in 2023. This performance pales in comparison to the market-
weighted index, of course, but it’s worth noting that this index lost only 11.4% in 2022... less than investment grade

bonds.
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What might surprise many people is that this equal-weighted index has actually outperformed its market-weighted
counterpart over the long term. Consider the following two charts, compiled by our team from Bloomberg data. The chart
on the left shows that the market-weighted S&P 500 outperformed the equal weighted index (13.1% vs 10.3%) over the
past 10 years and absolutely trounced the Russell 2000 (7.8%). The concentration of the past decade has resulted in a
significant dispersion between large and small. But the chart on the right shows the opposite...that the equal-weighted

index has outperformed over the last 35 years. In the long run, diversification works.
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Return 13.1% 10.3% 7.8% Return 10.6% 11.1% 89.7%
Std Dev 17.8% 18.4% 22.9% Std Dev 18.0% 187% 217%

Cycle Performance

Exhibit 3: Performance After Concentration Peak

3 Years 5 Years 10 Years Diversification Cycle
Annualized Cumulative Annualized Cumulative = Annualized Cumulative Annualized Cumulative
Equal Wgt. - 14% 50% 12% 82% 8% 125% 9% 197%
Cap Wagt.
Small - Large 10% 36% 9% 61% 8% 114% 9% 158%
Value - Growth 5% 18% 7% 44% 4% 46% 7% 104%

Source: NYSE, American Stock Exchange, and NASDAQ sourced from Kenneth French database Kenneth R. French - Data
Library (dartmouth.edu) https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html#Research.

Morningstar studied the performance of different styles in post-concentration cycles and uncovered some intriguing
results. The table below the average annualized and cumulative results after the peak in concentration over various
timeframes for the following: US equal-weighted index less US cap-weighted index; US small cap less US large cap; US
value less US growth. The rightmost dataset indicates the average results across the entire diversification cycle, as

indicated from a peak to trough in market concentration.

As expected, the better performing areas of the equity market during a diversification cycle are historically the ones that
have been the laggards over the past many years — and by a wide margin. Specifically:

e Breadth: Equal-weighted equities significantly outperformed cap-weighted equities.

e Size: Small caps outperformed large caps.

e Style: Value outperformed growth.
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While no one can perfectly time when concentration will peak, it’s encouraging to note is that it is not critically important.
The study found directionally similar outcomes when measured from a starting point one and two years preceding market
concentration peaks. So even if you are early, the benefits of diversification can be meaningful when the cycle turns. Our

conclusion here is that ensuring proper diversification is more critical than the actual timing of diversification.

2024 Performance

We turned in a very strong year in 2024, with a 13.6% return. We are very pleased with this outcome, especially since the
(unhedged) equal-weight S&P 500 gained only 13%. As a fully diversified strategy, the equal-weight index serves as a
better benchmark than the market-weighted S&P. You may recall that we also lost just 7% in 2022, compared to -18.1%
for the market-weight S&P and 11.4% for the equal-weight S&P.

Q4 Winners & Losers

Name Stock Options Net Name Stock  Options

IBM 0.8% 2.1% 2.9% MDLZ -18.3% 4.0% -14.3%
ETN 0.3% 0.7% 1.1% DHR -17.3% 5.2%  -12.2%
Kl -0.4% 3.7% 3.3% SLB -13.5% 2.3% -11.2%
CB -0.4% 1.6% 1.2% UNH -13.1% 6.0% -7.1%
Median 0.0% 1.8% Median -15.4% 4.6% m

Name

Stock

Options

Name Stock Options Net
AAPL 76% - -06%  7.0% LULY 09%  -11.2% 29.?%
ADP 63%  -19% 4.5% AVGO 34.8%  -18.3%  16.5%
NDAQ 3.6%  -15%  2.1% AMZN 17.7%  -52%  12.5%
X 3.1% 11% 4.2% DIS 158%  -81% 7.7%
Median 49%  -11% Median 263%  -9.6%
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Long Term Alphal!

Alpha is the best measure of investment performance, as it accounts for both absolute performance and the risk taken

to achieve it. We have a long history of delivering alpha for our clients. Over the 23 past years, we have delivered 3.3-

3.5% alpha versus our two primary benchmarks (the covered call index and the high yield bond index) and 2.2% alpha

versus the S&P 500, thanks to our industry leading downside capture.

200 Risk /Return Return Std Dev
200 Van Hulzen (gross) 7.8% 9.1%
Van Hulzen (net) 6.9% 9.1%
700 Cov Call (BXM) 5.9% 10.8%
High Yield Bonds 5.5% 9.1%
600 Invest Grade Bonds 3.4% 4.4%
<00 S&P 500 9.4% 15.0%
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Van Hulzen ——Cov Call index (BXM) High Yield Bonds Invest Grade Bonds —S&P 500
Alpha Relative to...
a=Rp— [Rf+(Rm —Rf) B]
CC Index  High Yield S&P 500

Rp = Realized return of portfolio 7.8% 7.8% 7.8%

Rm = Market return 5.9% 5.5% 9.4%

Rf =risk-free rate 1.5% 1.5% 1.5%

R =Beta 0.7 0.7 0.5

Alpha 3.3% 3.4% 2.1%



Van Hulzen Covered Call Strategy

The Van Hulzen Covered Call strategy invests in US companies that we consider to have high shareholder yield (dividends
and share repurchases) and uses call options with the goal of reducing portfolio volatility and creating incremental in-
come. The goal is a portfolio that has equity exposure while seeking higher than average annual income (target of 6-8%

annual), although there is no guarantee that the strategy will achieve its objective, generate profits or avoid losses. Below

$9gé)vered Call Strategy Performance (gross as of 12/31/2024)
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Returns (annualized)* Dec 2024 3M 6M YTD 1Year 3Years 5Years 7Years 10Years Inception
Van Hulzen (Gross) -1.5% 0.3% 6.4% 13.6% 13.6% 5.9% 6.0% 6.0% 6.0% 7.8%
Van Hulzen (Net) -1.6% 0.1% 6.1% 12.9% 12.9% 5.3% 5.4% 5.5% 5.4% 7.0%
BXM 2.2% 5.8% 11.6% 20.1% 20.1% 6.0% 6.9% 6.3% 6.9% 5.9%
Difference (Gross-BXM) -3.7% -5.5% -5.2% -6.6% -6.6% -0.1% -0.9% -0.3% -0.9% 2.0%
S&P 500 -2.4% 2.4% 8.4% 25.0% 25.0% 8.9% 14.5% 13.8% 13.1% 9.4%

*Inception date : 12/31/2001. Figures greater than one year are annualized. Van Hulzen returns represent actual returns from
composite of accounts

The foregoing content reflects the opinions of Van Hulzen Asset Management and is subject to change at any time without notice. Content provided herein is for infor-
mational purposes only and should not be used or construed as investment advice or a recommendation regarding the purchase or sale of any security. There is no
guarantee that these statements, opinions or forecasts provided herein will prove to be correct. Past performance is not a guarantee of future results. Indices are not
available for direct investment. Any investor who attempts to mimic the performance of an index would incur fees and expenses which would reduce returns. All in-
vesting involves risk including the potential for loss of principal. There is no guarantee that any strategy will be successful. The CBOE S&P 500 BuyWrite Index (BXM) is a
benchmark index designed to track the performance of a hypothetical buy-write strategy on the S&P 500 Index. The BXM is a passive total return index based on (1)
buying an S&P 500 stock index portfolio, and (2) "writing" (or selling) the near-term S&P 500 Index (SPXSM) "covered" call option, generally on the third Friday of each
month. The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market-value weighted index (stock price
times number of shares outstanding), with each stock's weight in the Index proportionate to its market value. It is widely used as a benchmark of U.S. equity perfor-
mance. It is not possible to invest directly in an index:.
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