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Momentum Madness

Executive Summary

Sticky inflation and strong labor market data pushed out the timeline for the Fed’s first rate cut. Despite a rise in yields, the
S&P 500 surged 10.6% in Q1, notching its strongest start since 2019.

The Artificial Intelligence (Al) hype that powered 2023’s market rally extended its momentum into 2024. Although there
were signs of some rotation away from the dominance of mega-caps, leadership dynamics largely remained unchanged.

The weight of high momentum stocks is at an all-time high. A recent surge in insider selling activity, especially in tech
companies, likely reflects the extreme valuations and unsustainability of this Al momentum trade.

For our portfolios, the relative advantage of our Quality-orientation was strongest down the market cap spectrum. The
dominance of Momentum, Growth, & Volatility factors were headwinds for our large cap portfolios.

The odds of a recession have come down, but our cautious posture persists due to high valuations, market concentration,
looming debt challenges, and the lengthiest inversion of the yield curve in history.

Momentum dynamics ran rampant across equity markets during Q1, similar to what we see each year in the NCAA
college basketball tournament. March Madness reliably brings us examples of college teams that go on hot streaks at
just the right time. While the short-term action can be enticing, momentum
has a way of working until it doesn’t. Just as a team’s hot streak can
suddenly fizzle out, the short-term hype and excitement of momentum
rallies eventually dissipates. Through Q1, however, that hot streak continued Russell 3000 10.0%
as the broad market notched a second straight double-digit quarterly gain.

Broad Market Performance QTD

Market enthusiasm persisted in Q1, with the S&P 500 gaining 10.6%—its strongest start since 2019. The big story for Q1
was the market's ability to continue to rally despite a rise in yields. Sticky inflation and strong labor market data pushed
out the timeline for the Fed’s first rate cut. Typically, a rise in yields has a negative effect on asset prices. So, what is
driving the market’s appreciation this year? We suspect some FOMO (fear of missing out) was a contributing factor.
Often times, higher asset prices beget higher asset prices, and the Al hype that powered 2023’s market rally extended
its momentum into 2024.

Notably, there was a discernible increase in dispersion among the Magnificent 7 mega-cap stocks, accompanied by a
broader market rally. Although there were signs of some rotation away from the dominant mega-caps, leadership
dynamics largely remained unchanged along with a bifurcated earnings landscape. While Small Cap earnings faced
headwinds stemming from stubbornly elevated cost structures and weak volumes, Large Cap companies emerged as a
bright spot, delivering solid profits in the quarter. Market performance continued to be driven by Momentum, Growth,
and Volatility market factors, while Yield, Value, and Quality factors lagged behind.
Weight of Momentum Stocks in S&P 500 Over Time
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effect). If these same stocks experience significant declines, this idiosyncratic risk could trigger systemic risk and lead to
unexpected losses across markets.

Over the past year, we’'ve highlighted the risks and fragility that come with narrow, top-heavy markets, and it seems as
though corporate insiders have begun to share that view. Insider selling has spiked in recent months, especially among
tech companies. We’ve always put a lot of weight on the actions of insiders, and we believe the surge in selling activity
reflects apprehensions over the extreme valuations and unsustainability of this Al momentum trade.

Strategy Recap

The London Company portfolios produced solid absolute returns during Q1, but our relative results were mixed. Our
Mid, Small-Mid, and Small Cap portfolios far exceeded our expectations of 85-90% of upside capture versus their
benchmarks. Our Quality orientation continued to stand out down cap where weakness was more pervasive. Company
fundamentals continued to drive price, and the strong balance sheets of our companies—many with net cash—remained
a significant advantage in this high rate environment.

In the large cap arena, not much has changed since last year, and the relative advantage of our Quality orientation was
less pronounced. Our Large Cap and Income Equity portfolios fell short of our upside capture expectations. Our focus
on Quality, Yield, and Value factors faced headwinds in a market favoring Momentum, Growth, and Volatility. A handful
of mega-cap stocks continued to skew index results, and the opportunity cost of not owning several holdings, like
NVidia or Meta Platforms, was significant.

We echo the mantra ‘Offense wins games. Defense wins championships,” but lately defense hasn’t had much playing
time. We're well past 100 trading days without a -2% pullback
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After such a strong five-month rally, it’s fair to question the sustainability of the market’s strength. Potential supports
include monetary policy that is poised to become less restrictive. Moreover, fiscal stimulus and deficit spending by
incumbent governments are unlikely to fall in 2024, given that >4 billion people will be heading to the polls across the
globe this year. The odds of a recession have come down, but our cautious posture persists due to high valuations,
market concentration, looming debt challenges and the lengthiest inversion of the yield curve in history.

Looking forward, a durable broadening likely relies on earnings growth. P/E valuation multiple expansion has done the
bulk of the heavy lifting in recent years, but continued multiple expansion in a higher rate environment is unlikely. We
suspect the S&P 500 will eventually track earnings, so we would expect more volatility, especially in stocks where a lot
of growth is already priced in. Given the exceptionally strong run in equities over the past five years and looming
headwinds on the horizon, we wouldn’t be surprised to see some reversion to the mean—both in terms of returns
moving lower and risk moving higher. With that in mind, we see a greater opportunity for quality operators with durable
cash flow generation, strong balance sheets and attractive shareholder yields in the years ahead.

In college basketball and investing, episodes of momentum
come and go, but quality and consistency are attributes
that typically win in the end. Some teams can get hot and
go on runs, but regression typically occurs over the course A byproduct of the momentum surge is
of six games. We believe our track record of consistency that low beta & low volatility stocks now
and commitment to Quality will help us ‘cut down the
nets’ for our clients and our partners over the long term.

trade at historically wide discounts to
the S&P 500.

As always, we appreciate and highly value the trust you
have placed in us.




Important Disclosures:

Performance is preliminary and subject to change. Past performance is no guarantee of future results. This report is for informational purposes
only. The statements contained herein are solely based upon the opinions of The London Company and the data available at the time of
publication of this report, and there is no assurance that any predicted results will actually occur. Information was obtained from third-party
sources which we believe to be reliable but are not guaranteed as to their accuracy or completeness. This report contains no
recommendations to buy or sell any specific securities and should not be considered investment advice of any kind. An investment in a
London Company strategy is subject to risks, including loss of principal. Referenced strategies may not be suitable for all investors. The
appropriateness of a certain strategy will depend on individual circumstances and objectives. In making an investment decision, individuals
should utilize other information sources and the advice of their investment advisor. All data references are as of March 31, 2024 unless noted
otherwise.

The London Company of Virginia is a registered investment advisor. More information about the advisor, including its investment strategies,

fees and objectives, are fully described in the firm’s Form ADV Part 2, which is available by calling 804.775.0317, or can be found by visiting
www.tlcadvisory.com.
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