


We often say, “you don’t need Broyhill in a bull market.”

The benefits of our approach are difficult to distinguish during good times but prove their merit during difficult times. 

We expect to trail the market when animal spirits lead the way but aim to more than make up the difference when the herd reverses course.



Recent performance provides a good illustration of this dynamic, as we’ve essentially experienced a full market cycle over the last few years. Markets fell sharply in
2022, with the most speculative assets hit hardest. We managed to preserve capital in an extremely challenging environment. As markets rallied in 2023, led by
many of the same speculative assets, we still generated respectable performance.

Looking at the total period in the aggregate, one thing becomes very clear: defense wins championships.

Long-term returns compound greatly when complemented by capital preservation.



Value has been out of favor since I joined Broyhill in 2005. It has been out of favor since the inception of our equity strategy, and yet we’ve managed to outperform
by just about any measuring stick.

We look forward to seeing what we can do as that multi-year headwind transitions to a tailwind in the years to come.



Let’s check in on that transition . . . 



This excerpt from Mackay’s classic on the “madness of crowds” was first published in 1841.  

Unless Musk’s Neuralink proves otherwise, AI is unlikely to change human psychology.

The same patterns have played out again and again throughout history.



A disconnect between fact and fiction lies at the heart of all great asset bubbles.  Technological change has been a constant for centuries, but once in a lifetime, new 
technology promises a revolutionary shift in the economy and huge rewards for riding the wave of profound change. 

Nothing captures the collective imagination of investors like technological change. Today’s Absolute Insanity may have legs, as investors are again captivated by 
shiny new toys and one hell of a compelling narrative.  But those investors would be well served to recall that all manias are built on a foundation of truth.  

It’s just that, eventually, that truth becomes so stretched it is discounted by the market. At that point, continued outperformance depends on that truth being stretched 
further than already glowing expectations. Those lucky enough to spot these waves early and skilled enough to ride them successfully without falling off stand to 
generate tremendous wealth. Unfortunately, most of us mere mortals are not that skilled.  As such, the most logical, rational, and prudent course of action is to 
recognize when such themes are stretched to extremes and promptly step aside, as such extremes represent dangerous distortions that can trigger very unstable 
unwinds.  These conditions may elevate risk to portfolios; at the same time, they elevate opportunities for others.  



We have seen a number of these “secular” themes come and go over our decades of experience. Markets dominated by the “new, new thing” is not a particularly new 
development.  But the current level of intensity does feel different. The one commonality across all of them: when the herd is running, nobody wants to get in the 
way. 

Today’s herd is running faster than ever, with surging animal spirits driving markets higher since the last big selloff in October and momentum stocks leading the 
way to an extent not seen since the dot-com bubble. 



Once again, betting on winners—anything connected to AI—has been especially rewarding of late.

But it’s getting very crowded. The weight of momentum stocks in the S&P has never been this high at any point in the past century.

Passive investing and the related increase in herding have resulted in more pervasive, more potent, and more perilous levels of concentration.



Momentum has rarely worked this well.

So, it should come as no surprise that today, there is a record overlap between the long momentum factor and hedge fund holdings.



At the same time, hedge funds have aggressively ramped gross exposures. 

Needless to say, given the level of herding across markets, when and if these trends reverse, the fallout amongst the lemmings will be one for the record books.



As today’s “Magnificent Seven” have captured investors’ imagination, the concentration in the biggest stocks is the highest in decades. The 10 largest stocks make up a 
third of the S&P 500’s market value, far above the 27% share reached at the peak of the dot-com bubble. Then, as now, a bubble inflated on the heels of a very 
compelling narrative.  But when actual growth lagged expectations, the tech-heavy Nasdaq plummeted ~ 80% over the following years.

The late stages of a bull market are almost always pushed higher by fewer and fewer stocks as the market capitalization of those companies grows larger and larger. 
Rapid growth rates and elevated margins decline as companies become dominant and competition increases. As a result, the same mega-cap growth stocks that 
powered the market higher have historically dragged it lower following the peak. Two years after March 2000, for example, the cap-weighted S&P 500 fell more 
than 20% while the average stock in the index actually rose by 25% over that period. 



While increasing concentration has helped drive increasing returns – the S&P has compounded at 16% annually over the past five years - history demonstrates the
challenges of maintaining such rapid growth and record profitability.

Since 1985, just 121 companies have increased sales by more than 20% for 5 consecutive years, and just 4 have maintained operating margins greater than 50% for 5
consecutive years.

On average, companies with high valuations often struggle to grow into their multiples regardless of realized growth rates.



If you look at the 10 largest companies in the S&P 500, odds are that they meaningfully outperformed the market over the preceding decade.

On a forward-looking basis, however, big is generally anything but beautiful. Historically, it’s been a bad idea to buy the biggest stocks. 

That’s because, by definition, the largest stocks became the largest by becoming expensive.

The good news is already in the price.  



Good returns in the face of high valuations require exceptional earnings growth.

But exceptional earnings growth is harder to come by for the largest companies in the world.

The largest stocks don’t always underperform, but on average, they have trailed the average S&P stock. 



The weight of the top 10% of stocks in the S&P 500 has only been in this range twice before – 1929 and 1999. Once concentration gets this extreme, it tends to give
way to years when active value managers – those with the courage to bet against the house - make out like bandits.

It’s worth highlighting that all of the technological innovations popularized during these periods – automobiles, aviation, radio, and the internet – did indeed
change the world and dramatically increased productivity. AI may do the same. Yet all the related “story stocks” still came crashing down to earth. In the case of
the dot-com crash, no catalyst was required. Asset prices simply rolled over due to exhaustion.

Again, AI may do the same. When and if it does, we believe the disclocation will represent a rare opportunity for bold managers to compound returns far in excess of
the market.



Concentration is equally extreme across sectors. Two sectors - Information Technology and Communication Services – now represent nearly 40% of the market, a 
level only briefly breached three times: the Iranian Oil Shock, the Internet Bubble, and the COVID Boom.

History warns that extremes in sector concentration are rare and short-lived, marking a peak in sentiment, foreshadowing the end of a trend, and introducing 
“uncomfortable” volatility. Fund managers are the most bullish since the market peaked in January 2022, highlighting US (tech) stocks as the most crowded trade on 
the planet. Investor positioning appears equally extreme, with the tech sector recently sitting at the 94th percentile, increasing the risk of a chaotic unwind should 
growth begin to fall short of elevated expectations. 

On paper, this seems like an obvious contrarian bet.  In the real world, however, it’s never obvious where the consensus sits, let alone when they will decide to 
change their seats.   



The decision to fight the trend is never easy. The best we can do is estimate the probabilities and consequences of various outcomes and make an informed decision 
based on careful analysis, intuition, and common sense. With that framework in mind, research suggests keeping a watchful eye for a collapse in volatility alongside 
rising prices.  Such a combination may hint that the rally is running out of gas, as the absence of volatility, when accompanied by a continued rise in asset prices, 
may indicate that groupthink has set in. As such, extended risk/reward ratios can capture peaks in sentiment that precede trend reversals.  

The current risk/reward ratios of two polarized sectors are particularly noteworthy. Information Technology’s ratio ranks in the 99th percentile of data, while 
Utilities’ ratio ranks in only the 5th percentile. We see similar extremes in Communication Services, which recently reached the 98th percentile, while both the 
Healthcare and Staples sectors sit at the 3rd percentile relative to history. 



Extremes across so many sectors are historically rare, with the current level of groupthink on par with the polarization last seen during the dot-com frenzy. We 
believe reversions across so many sectors represent a significant risk to portfolios and significant opportunities for others. 

Given today’s polarized sentiment, extremes in sector positioning, and rampant enthusiasm for AI, we think a rotation from growth to value could be even more 
intense than usual, representing a significant opportunity for active managers to take advantage of dislocations. Investors have historically done very well investing 
in laggards when conditions have reached similar extremes. Recent research from Goldman Sachs examined 26 peak-to-trough momentum reversals since 1930. 
Momentum laggards appreciated in absolute terms in every instance. 

The effect is always perfectly clear in hindsight: markets sell off, investors flee vulnerable stocks first, then crowd into safe havens, rotating out of prior leaders and 
into the laggards. With laggards trading at trough valuations, we think value is primed to snap back harder than ever.  



We are positioned accordingly, with close to half of the portfolio invested in staples and healthcare, more than three times the global market’s exposure to these 
cheap, defensive, high-quality sectors.

Big Cap Tech’s recent performance has been incredibly strong of late, and as such exposures are incredibly high, despite a laundry list of growing tail risks. This 
performance may not last as long as many think. 

We think it’s wise to take action while you can rather than when you “need” to.  It's hard to resist the urge to leave all your chips on the table after such a hot hand.  
But this is precisely when investors are rewarded most for moving chips to another, less crowded table.  



We think the current setup could be a once—or twice—in-a-generation opportunity to rebalance portfolios. Just as in the wake of the Internet bubble, what part of 
the market you own could mean the difference between a lost decade for crowded, expensive assets or very attractive returns on assets where capital is truly scarce. 
The years following 2000 were banner years for value managers. This was an era when lots of stocks were undervalued, and good stock-picking was rewarded.  As 
a result, even after accounting for the massive run in growth stocks leading up to the tech bubble peak, value outperformed by a wide margin over the full period.  
We think the decade that follows will look very similar.  

As the market becomes less concentrated—which is our assumption—active value managers are poised to have a decade for the record books. This would be a 
welcomed change!  


























