
The S&P 500 Index returned 5.89 percent in the third quarter marking another
consecutive quarter of positive returns in the index. Year to date the S&P 500 (as of
10/28/2024) is up 23.43 percent and over the past 12 months the index is up a staggering
43.49 percent. The biggest contributors to these returns have been from only a few
stocks and the top 10 largest companies in the S&P 500 now make up a record high 36.7
percent of the index. Furthermore, the price to earnings ratios of these 10 stocks have a
current average of 30.9x as compared to a 20.5x historical average. Stripping out the top
10, the remaining 490 stocks in the index have a much more reasonable 18.4x price to
earnings ratio. 

In a vacuum, its hard to contextualize all these numbers but, simply put, valuations
remain elevated relative to historical averages and the top 10 companies in the index are
having an increasingly higher impact on the results of the overall index. There are
multiple takeaways from this data, some of which are good and some of which are not
so good. On the good side, although the S&P 490 has slightly higher valuation than its
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historical average it is in a very reasonable range. Value can be found across sectors
amongst this cohort of stocks. On the not so good side, this level of concentration in the
index provides a unique set of challenges for the investor. We are in a period in which if
you own a company inside the top 10 of the index, or a company that derives much of its
value from the hardware side of artificial intelligence (i.e. GPUs and AI servers) you very
likely had outsized performance. Conversely, if you were underweight the top 10, or
stayed away from AI stocks due to their extreme valuations, you likely underperformed
the index materially. 

These types of equity markets can be thrilling and profitable in the short run and
contain an element of “FOMO” (fear of missing out) which can exacerbate the problem
as investors rush into already overpriced stocks in the attempt to make a quick buck. In
the long run, these bubbles burst, and investors can get hurt, so it is very important to
remain disciplined and focused on process during times like now. At Patterson Andrews
we will always stay committed to long-term investing and protect your hard-earned
wealth from the value destructive nature of throwing investment fundamentals out the
window in favor of short-term hype. Instead, we will position your portfolios for long-
term success, and we believe a chief component to that success is the importance that
we place on risk management. Investing in AI might be fun, but it’s only fun until it isn’t
anymore. Building wealth is a process and it is boring. To us, boring is good.
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endorsement of any specific investment or security. Please remember that all investments carry some level of risk, including the potential loss of
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guarantee of future performance and are not indicative of any specific investment. Diversification and strategic asset allocation do not assure profit or
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doing business as representatives of Northwestern Mutual. Northwestern Mutual Private Client Group is a select group of NM advisors and
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