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Since the bottom of the correction in 2022, we have
moved the narrow leadership of FANG (Facebook,
Amazon, Netflix, and Google) stocks to the
magnificent seven. These seven are all mega-cap
growth names that we highlighted last quarter. The
artificial intelligence (Al) trade has been the hot
common theme again this quarter. We highlighted the
importance of remaining disciplined even when the
market forces don’t reward sound diversification. If
you have been investing in anything other than
technology recently, you are swimming upstream with
a strong current against you (see sector flows below).

’ Figure 88: Sector fund flows

Cumulative global sector fund flows
(last 12m, weekly, $bn)
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The term “smart money” has generally implied the
institutional money managers that have years of
experience and resources will often be a step ahead of
the traditional individual investor. However, with the
internet, the ease of many small investors pouring into
their favorite tech stock is moving the market in ways
never seen in the past. Often after a social-media outlet
hype, the result can be major market moves in a
particular issue based on millions of very small

investors concentrating into a theme. The GameStop
incident of a few years ago illustrated that as a flood
sub $1,000 investments took the multi-billion dollar
hedge fund managers to the proverbial woodshed as
they pumped up the stock, to the detriment of the
“smart money” short sales (betting on it to drop). Even
if the investment thesis is based on unsound or
irrational logic, the outcome still comes down to
supply and demand for a security. A large volume of
trades can bid any security higher or lower, just like a
frenzy of bidders at an auction.

Remember the frenzy in cryptocurrency and Non-
fungible Tokens (NFT) in 2019? The frenzy ended as
fast as it began, and most of those prices plummeted
or went bankrupt. The difference with this melt up is
that the tech companies are primarily large and very
profitable, like Nvidia (chipmaker). However, even
though most of these magnificent seven stocks are
profitable, the market valuations have become
meteoric and the small investor could be contributing.

There is an old saying that trees don’t grow to the sky.
which implies that at some point there is an end to the
hyperbolic rise resulting from a bubble in any
commodity or security sector.
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The performance and valuation dichotomy between
the large company high growth equities (mainly
technology) and value stock — small and mid-cap — i

significant (see above).

Both small and medium size companies perform better
when interest rates decline as their ability to use debt
to operate becomes more cost-efficient. As signs that
inflation is finally cooling and interest rates trending
lower, a recent rotation may be the beginning of
something for significance. The chart below shows the
early July outperformance of small cap equities. With
so many investors (large and small) bidding up the few
popular large cap technology names over the past year,
the test of time will show us if they all head for the
door at once to sell if they see weakness, or if an
orderly rotation will occur.

The July 11 CPI print sparked a divergence
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Source: FactSet, Refinitiv Datastream, Russell Investment Group, Standard & Pocr 's,J.P. Morgan Asset Management.

All calculations are cumulative total return, including dividends reinvested for the stated period. Since market peak represents period from
2/19/2020 to 6/30/2024. Since market low represents period from 3/23/2020t0 6/30/2024. Returns are cumulative returns, not an nuahzed For
all time periods, total return is based on Russell style indices except for the large blend category, which is based on the S&P 500 Index. Past

perfermance is not indicative of future returns. The price-to-earnings is a bottom-up calculation based on the mast recent index prlce divided by
consensus estimates for earnings in the next 12 months (NTM) and is provided by FactSet Market Aggregates and .J.P. Morgan Asset Management.

Guide to the Markets — U.S. Data are as of June 30, 2024.

Important to remember is diversification across asset
classes and style. The market will usually revert to
more reasonable valuation over time.

The fall will surely bring more surprises with interest
rates, economy, and of course, the election. Things are
changing rapidly even since | began writing this
commentary. The recent events have implied a Trump
victory, and the question of a sweep or a split house
persisting is at stake. The markets have typically
preferred a split house. It is no surprise that politicians
getting their party’s complete agenda without
resistance in not optimal. Trump policy would favor
energy, small caps, and banks, and be less favorable to
big tech. Stay tuned!

Who will be the Next President?

Biden  [EANe:
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Source: https://www.realclearpolitics.com/elections/betting-odds/2024/ president/, As of July 18, 2024.

We will continue to monitor the economic indicators,
market valuation, and election news.

We appreciate your continued confidence and trust!

The Brechnitz Group

The Brechnitz Group of Raymond James
101 S. Main St., Suite 301-Decatur, IL 62523-217-423-1388

Raymond James & Associates, Inc. member New York Stock Exchange/SIPC



>

BRECHNITZ

RAYMOND JAMES

Is the Rotation Under Way?
Q2 2024 Commentary

IMPORTANT DISCLOSURES:

All investments are subject to risk, including loss. There is no assurance that any
investment strategy will be successful. Asset allocation and diversification does not
ensure a profit or protect against a loss. It is important to review the investment
objectives, risk tolerance, tax objectives and liquidity needs before choosing an
investment style or manager.

The foregoing content reflects the opinions of The Brechnitz Group of Raymond James
& Associates and is subject to change at any time without notice. Content provided
herein is for informational purposes only and should not be used or construed as
investment advice or a recommendation regarding the purchase or sale of any security
outside of a managed account. This should not be considered forward-looking and does
not guarantee the future performance of any investment.

The information contained in this report has been obtained from sources deemed to be
reliable; however, we do not guarantee the accuracy and completeness of such
information.

ASSET CLASS RISK CONSIDERATIONS

Equities: Investors should be willing and able to assume the risks of equity investing.
The value of a client's portfolio changes daily and can be affected by changes in
interest rates, general market conditions and other political, social and economic
developments, as well as specific matters relating to the companies in which the
portfolio has invested. Companies paying dividends can reduce or cut payouts at any
time.

Fixed Income: All fixed income securities are subject to market risk and interest rate
risk. If fixed income securities are sold in the secondary market before maturity, an
investor may experience a gain or loss depending on the level of interest rates, market
conditions and the credit quality of the issuer. There is an inverse relationship between
interest rate movements and bond prices. Generally, when interest rates rise, bond
prices fall and when interest rates fall, bond prices generally rise. Please note these
portfolios may be subject to state, local, and/or alternative minimum taxes. You should
discuss any tax or legal matters with the appropriate professional.

International investing involves additional risks over developed countries and is
greater in emerging markets. Additional information is available upon request. The
S&P 500 is an unmanaged index of 500 widely held stocks. You cannot invest directly
in an index.

Companies engaged in business related to a specific sector are subject to fierce
competition and their products and services may be subject to rapid obsolescence.
There are additional risks associated with investing in an individual sector, including
limited diversification. Biotechnology companies are affected by patent
considerations, intense competition, rapid technology change and obsolescence, and
regulatory requirements. Investing in the energy sector involves special risks,
including the potential adverse effects of state and federal regulation and may not be
suitable for all investors. International investing involves additional risks such as
currency fluctuations, differing financial accounting standards, and possible political
and economic instability. These risks are greater in emerging markets.
Forward-looking statements are subject to uncertainties that could cause actual
developments and results to differ materially from the expectations expressed. Price
Earnings Ratio (P/E) is the price of the stock divided by its earnings per share.

You cannot invest directly into any index and past performance doesn’t guarantee
future results.

This is not a recommendation to purchase or sell the stocks of the companies
pictured/mentioned.

The Dow Jones Industrial Average (DJIA), commonly known as “The Dow,” is an
index representing 30 stocks of companies maintained and reviewed by the editors of
the Wall Street Journal. The S&P SmallCap 600 Index is a stock market index
established by Standard & Poor’s. It covers roughly the small-cap range of American

stocks, using a capitalization-weighted index. To be included in the index, a stock must
have a total market capitalization that ranges from $850 million to $5.2 billion.

Keep in mind that individuals cannot invest directly in any index, and index
performance does not include transaction costs or other fees, which will affect actual
investment performance.
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