
 
 

2nd Quarter 2024     

2024 2nd Quarter in Review & Outlook 

"The most dangerous thing is to buy something at the peak of its popularity." —Howard Marks 

Narrow leadership fuels momentum surge 

The 2nd quarter of 2024 was lackluster for most broader global equity benchmarks, except for a few in the U.S. large-

cap growth space that contained a handful of stocks benefiting from the Artificial Intelligence (AI) theme. According to a 

Morningstar attribution analysis, without the gains from just Nvidia, Apple, Microsoft, Alphabet, and Broadcom, the 

broad U.S. market index would have been down for the 2nd quarter as well. 

 

Emerging Markets posted the best gains for the quarter while the broader bond market eked out a small gain but 

remained in slightly negative territory year-to-date. Real Estate remains the most unloved sector by investors in 2024. 

Based on a composite of intrinsic valuations of the approximately 700 stocks covered by Morningstar that trade on US 

exchanges, as of June 24, 2024, they calculated that the US equity market was trading at a price/fair value estimate of 

1.03. This represents a 3% premium to their fair value 

estimates. Since the end of 2010, the market has traded at 

this premium or more only 10% of the time, according to 

Morningstar. 

The insatiable demand for a handful of stocks tied to artificial 

intelligence continues to push the market to a higher 

premium as compared with a composite of Morningstar 

valuations. We think AI stocks are at best fairly-valued, and 

at worst overvalued. Therefore, we expect a widening out of 

returns across the market to drive further gains. We think 

this specifically will occur in the value category, which 

remains the most undervalued, according to Morningstar 
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valuations, as well as down in capitalization into small-cap stocks. 

While it may have been a little early to start moving into contrarian plays, we continue to see the best opportunities 

among those sectors and stocks that have underperformed, are unloved, and—most important—undervalued. 

The ongoing surge in AI-related 

stocks, along with positive returns in 

defensive sectors, was enough to 

push the broad market index into 

positive territory, but that hides the 

losses seen elsewhere. 

The technology and communications 

sectors surged as AI plays remain hot. 

Even though the utility sector is 

considered a defensive sector, it too 

has been caught up in the demand 

for AI-related plays. Computing for AI 

requires multiple times more electricity than traditional computing and investors have increasingly begun to price in that 

higher electric usage. 

As the rate of economic growth slows, consumer defensive stocks have caught a bid as investors become increasingly 

nervous that macroeconomic risk could pressure earnings elsewhere. Losses were widespread across the cyclical sectors 

as well as economically sensitive sectors such as energy and industrials. 

Value/Growth disparity increases 

The AI phenomenon has caused an even greater disparity of returns between Growth and Value, or “style,” indexes, 

particularly in U.S. asset classes. The data show that this phenomenon is largely a U.S. trend and predominantly among 

large-cap technology-driven companies. The style disparity is much narrower in the international (MSCI) indexes. We 

think the disparity is also a result of some investor overexuberance, as it could be quite a long time before all the AI 

capital investment boom translates into profitability and productivity enhancement. We have seen a rebalancing from 

large-cap growth into value and small- and mid-cap stocks at the beginning of the third quarter. 

 

http://www.scadvisors.net/
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Risk builds in capitalization-weight indexes 

Yet another way to see the AI influence among U.S. Large Cap stocks is to compare a capitalization-weighted index like 

the widely-known S&P 500 versus its equal-weighted counterpart. A capitalization-weighted index assigns a larger 

proportion to companies with higher market values, meaning bigger companies have more influence on the index’s 

performance. In contrast, an equal-weighted index gives each company the same importance, regardless of its market 

size, leading to a more balanced representation of all constituents. 

Below, the shorter-term returns strongly favor the cap-weighted methodology, displaying the massive influence of the 

few mega-cap technology-oriented stocks that have driven returns. Yet, the long-term inception returns favor the equal-

weighted index. This data reinforces the importance of periodically rebalancing portfolios based on valuations. 

 

According to Morningstar, value stocks trade near their lowest valuations relative to the broad market valuation over 

the past 14 years while Blackrock reports that Large Cap stock outperformance over small cap stocks is the largest since 

1999. Blackrock also reports that the gap between the Fed Funds rate and the current inflation rate is the largest since 

August of 2007, which bodes well for a central bank rate cut later this year.  
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Unchartered territory in presidential race 

As the presidential race heats up, the political landscape continues to reflect deep divisions and significant challenges. 

Former President Donald Trump remains a polarizing figure, with his policies and rhetoric eliciting strong reactions from 

both supporters and detractors. Meanwhile, President Joe Biden faces scrutiny over concerns related to his age and 

cognitive health, with some questioning his ability to 

manage the rigorous demands of the presidency. 

Voters are weighing these and other factors as they 

consider their options in the upcoming election, 

underscoring the complexity and high stakes of this 

electoral season. Many in the Democratic party are 

even questioning at this late stage on whether Mr. 

Biden should even be the nominee at this point. 

It's important for investors to maintain a long-term 

perspective and avoid making drastic changes to their 

portfolio based solely on the results of a presidential 

election. Historical data has shown that markets have 

experienced ups and downs under both Democratic and Republican administrations. Instead of reacting to short-term 

political events, investors should focus on their overall financial goals, risk tolerance, and investment strategy. Staying 

diversified and adhering to a well-thought-out plan is generally a more effective approach than making hasty decisions 

based on election outcomes. 

Strategic Roth conversions 

We have been conducting quite a bit of strategic Roth conversion analysis for clients lately, particularly those who have 

recently retired and find themselves in the Roth conversion “sweet spot.” A Roth conversion involves transferring assets 

from a traditional IRA or 401(k) into a Roth IRA, which can result in taxable income at the time of conversion but allows 

for tax-free withdrawals later in retirement. The sweet spot occurs when someone is recently retired, their household 

income is potentially lower than when they were working, and they are in the years before Required Minimum 

Distributions begin, which is currently at age 73.  

While there is no right or wrong answer regarding Roth conversions, there are a few rules of thumb to follow: 1) Convert 

over time, 2) Stay within your current marginal tax bracket, 3) Pay the taxes with non-qualified (after tax) money, if 

possible. This allows for putting all of the converted qualified money to work tax-deferred in the Roth account. 

One does not have to be in the sweet spot to convert. It can make sense to do Roth conversions while you are still 

working or after you have reached RMD age. If you would like to have a conversation about it, please give us a call or 

send us an email.  

Please let us know if you have any questions. We look forward to talking with you soon. 

—Dana L. Crosby, CFA, CFP® 

Historical data has shown that 

markets have experienced ups and 

downs under both Democratic and 

Republican administrations. 
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IMPORTANT DISCLOSURES: 
 
Educational use Only. The market update published by SC Capital Advisors (“SC Capital”) is intended to be educational 
in nature and is not intended to be a recommendation for any specific investment product, strategy, plan feature or other 
purposes. Accordingly, it should not be construed by any consumer and/or prospective client as solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation. 
 
Advertising and Marketing. Communications such as this are not impartial and are provided in connection with 
advertising and marketing. This material is not suggesting a specific course of action or any action at all. Prior to making 
any investment or financial decisions, an investor should seek individualized advice from a personal financial, insurance, 
legal or tax professional that takes into account all of the particular facts and circumstances of an investor's own situation. 
No person associated with SC Capital is a licensed attorney or tax professional and the information contained herein 
should not be considered tax or legal advice. 
 
Links to Third Party Content. This Market Update contains links to articles or other information maintained by unrelated 
third parties. You acknowledge and agree to the following: All such information is provided solely for convenience 
purposes only because we believe that it may provide useful content and all users thereof should be guided accordingly. 

http://www.scadvisors.net/
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We disclaim any responsibility for the link’s performance or interaction with your computer, its security and privacy policies 
and practices, and any consequences that may result from visiting it. We do not control the content published by the third-
party; we do not guarantee any claims made on it, nor do we endorse its sponsor or any of the content, policies, activities, 
products or services offered by any advertiser on the site. SC Capital assumes no liability for any inaccuracies, errors or 
omissions in or from any data or other information provided by the third party and inclusion or reference by SC Capital to 
any third-party link should not be construed by any consumer and/or prospective client as a solicitation to effect, or 
attempt to effect transactions in securities, or the rendering of personalized investment advice for compensation, over the 
Internet. 
 
Important Information regarding Registration. SC Capital Advisors offers Investment advisory and financial planning 
services through Belpointe Asset Management, LLC, 500 Damonte Ranch Parkway, Building 700, Unit 700, Reno, NV 
89521 (“Belpointe), an investment adviser registered with the Securities and Exchange Commission (“SEC”). Registration 
with the SEC should not be construed to imply that the SEC has approved or endorsed qualifications or the services 
Belpointe Asset Management offers, or that or its personnel possess a particular level of skill, expertise or training. SC 
Capital Advisors is not affiliated with Belpointe Asset Management, LLC. Additional information about Belpointe Asset 
Management is available on the SEC’s website at www.adviserinfo.sec.gov. 
 

http://www.scadvisors.net/
https://adviserinfo.sec.gov/firm/summary/143440

