Equity Market Observations
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KEY IDEAS

- Equity Market Shift: Equity markets exhibit signs of diversification
in March, with slightly reduced reliance on large-cap tech stocks, as
seen in the early months of 2024.

Macroeconomic Changes: The macroeconomic shift away from
ultra-accommodative monetary policies is altering the equity risk
landscape, prompting a reevaluation of investment strategies.

Market Concentration Implications: The pronounced
concentration in tech stocks within major indices has led to
heightened systematic risks, underscoring the need for investment
strategies that address increased market imbalances.

Navigating Future Landscape: The evolving market environment
requires adaptable investment strategies that effectively respond to
increased market complexity and emerging opportunities.
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2024 Market Shifts: Navigating a New Terrain in Equities

As the market climbed in the early stages of 2024, we are witnessing moderate shifts in
the dynamics of the equity market, one that may suggest a departure from the trends
established in recent years. This evolution, emerging from a period of prolonged
accommodative monetary policies that favored market-cap-based indexes, hints at a
potential move towards a more diversified market fabric.

Driven by the overarching macroeconomic environment, this shift potentially challenges
the long-standing dominance of mega-cap technology-oriented stocks. It may signify a
potential turning point for market-capitalization-based indices, where passive investors
might now face a critical juncture, compelling them to reexamine their strategy in a
landscape less reliant on a few influential companies.
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Macroeconomic Context and Implications
Transition from Accommodative Policies

The current markets are starting to reflect the departure from the extended period of low-
interest rates and quantitative easing that has characterized much of the past decade. As
central banks globally adjust their stances, moving away from these ultra-accommodative
policies, we are beginning to see the ripple effects across various asset classes.

Shifting Equity Risk Premiums

In the wake of these policy shifts, the equity risk premium — a key determinant of
investor return expectations — is undergoing a not-so-subtle recalibration. As the market
climbed higher during the quarter, the S&P 500 implied equity risk premium fell to 4.23%,
its lowest value since 2008 according to Damodaran Online (Figure 1). The era of
relatively straightforward gains, fueled by expansive monetary policies, is giving way to a
more complex investment landscape, where the assessment of risk and potential returns
demands a more discerning approach.

FIGURE 1: IMPLIED EQUITY RISK PREMIUM

Source: Damodaran Online: Home Page for Aswath Damodaran. (2024). NYU.edu.
https://pages.stern.nyu.edu/%7Eadamodar/
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Past results are not indicative of future results. 3



Implications for Market Valuations

This transition phase in macroeconomic policy is exerting pressure on market valuations,
particularly in sectors that have enjoyed inflated valuations. Mega-cap technology-
oriented stocks, which have been at the forefront of market rallies, are now under scrutiny
as investors reevaluate risk-return profiles in this new economic environment.

Inflation and Interest Rate Dynamics

Uneven inflation indicators and corresponding rising interest rates were key in rising
inflation expectations this quarter (Figure 2). The potential for sticky inflation, coupled
with the likelihood of higher interest rates, poses challenges and opportunities within
equity markets, prompting investors to seek strategies that can navigate these changing
tides.

FIGURE 2: EXPECTED INFLATION TERM STRUCTURE

“Inflation Expectations.” Federal Reserve Bank of Cleveland, www.clevelandfed.org/indicators-and-
data/inflation-expectations. Accessed 05 Apr. 2024.
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Global Economic Shifts

Beyond domestic economic factors, global economic shifts — including Middle East
tensions, supply chain disruptions, and varying recovery trajectories post-pandemic — are
contributing to market uncertainty. Equity markets have ignored rising oil and bond yields
all year, making earnings season that much more important. This global economic
interplay further emphasizes the need for adaptable and resilient investment strategies in
the face of heightened volatility and changing market dynamics.

Past results are not indicative of future results. 4



Concentration Dynamics and Its Implications
Peak Concentration in Equity Markets

The current equity market scenario is distinguished by a pronounced concentration in
large-cap technology stocks, significantly influencing market dynamics and shaping
investment strategies. Both the S&P 500 and MSCI World Indexes have never seen these

levels of concentration, highlighting a critical juncture for investors (Figure 3).

FIGURE 3: TOP 10 STOCK CONCENTRATION BY INDEX REACHES NEW HIGHS (1991-2023)
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Past results are not indicative of future results. An index is unmanaged, is not available for direct investment, and does not reflect the deduction of management fees
or other expenses. 5



Enhanced Market Breadth: Indications of a Diversified Rally

We are observing, however, a broadening participation across various sectors and stocks
varying in market capitalizations in the closing weeks of the quarter. A higher share of
stocks outperforming the market is a departure from the previous year's tech-centric
performance (Figure 4).

The implications are twofold: while this provides investors with a broader canvas of
opportunity, it also introduces new risks for the tech sector, which may no longer sustain
its disproportionate impact on market returns. As the dominance of the tech sector faces
this emergent challenge, the risk profile for these stocks may need reassessment.
Investors could find themselves at an inflection point, considering the potential for
overexposure to a sector that may no longer be the sole driver of market performance.

The shift in market breadth serves not only as an indicator of a robust, diversified market
but also as a harbinger of changing tides for sector-specific risks, particularly within
technology equities.

FIGURE 4: PERCENTAGE OF STOCKS OUTPERFORMING - Q1 2024 VS. 2023
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Impact on Index Performance and Risk Profile

The concentration in tech stocks has profound implications for market-cap-weighted
indices, affecting their performance and elevating systematic risk. This concentration
diminishes the traditional diversification benefits of these indices and makes them more
susceptible to sector-specific fluctuations.

Reevaluation of Strategies

Given these dynamics, there is a growing need among investors to reassess their future
equity strategy, particularly if they are passive. The heightened sector concentration and
macro backdrop may call for investment approaches that can navigate these complexities.

Past results are not indicative of future results. An index is unmanaged, is not available for direct investment, and does not reflect the deduction of 6
management fees or other expenses.



Conclusion: Navigating the Future Investment Landscape

As we close our analysis of the first quarter of 2024, it's evident that the investment
landscape is at a critical juncture. The convergence of macroeconomic shifts, evolving
market dynamics, and the recalibration of equity risk premiums are collectively reshaping
investor perspectives and strategies.

Future Market Dynamics

The ongoing diversification in market participation, coupled with the changing role of
major tech stocks, points to a more complex yet potentially rewarding investment
environment. This diversification suggests a landscape where risk and opportunity are
more evenly distributed, necessitating a keen eye for emerging trends and inefficiencies.

In this evolving context, the value of enhanced equity strategies and adaptable
investment strategies becomes paramount. Strategies that can identify favorable
fundamentals and volatility characteristics, dynamically respond to market shifts, manage
risk effectively, and capitalize on emerging opportunities are likely to be at the forefront of
investor preferences.

Looking Ahead

As we navigate through 2024 and beyond, the key for investors will be to maintain
flexibility, stay informed, and be ready to adjust their approaches in response to the
ongoing market evolution. The future landscape promises opportunities for those equipped
to navigate its complexities, highlighting the importance of insight, foresight, and
adaptability in investment decision-making.

Understanding Intech’s Size Exposure and Performance Dynamics

Intech’s investment process uses stock price volatility and correlations to create a portfolio that is potentially
more efficient than its benchmark, prioritizing mispriced stocks with improving fundamentals. We then
attempt to capture a trading profit by systematically rebalancing the portfolio to replenish diversification.

Essential to the process is constructing a portfolio where the weighted average variance of its holdings
exceeds the overall portfolio variance. Such portfolios typically have a lower average market capitalization,
as smaller stocks often show greater volatility than larger ones. This smaller market cap profile can lead to a
size effect that either boosts or impedes performance contingent on market conditions.

In May 2023, Intech implemented enhancements to address this size exposure, carefully adjusting our
portfolio construction to mitigate adverse effects and potentially enhance performance under various market
conditions.




Equity Market Returns

January 1, 2019 - March 31, 2024

U.S. LARGE CAP EQUITY INDEXES

Index MTD QTD YTD 2022 2021 2020 2019
Russell 1000 3.21% 10.30% 10.30% -19.13% 26.45% 20.96% 31.43%
S&P 500 3.22% 10.56% 10.56% -18.11% 28.71% 18.40% 31.49%
Russell Midcap 4.34% 8.60% 8.60% -17.32% 22.58% 17.10% 30.54%
Russell 2000 3.58% 5.18% 5.18% -20.44% 14.82% 19.96% 25.52%

U.S. LARGE CAP EQUITY STYLE INDEXES

Index MTD QTD YTD 2022 2021 2020 2019

Russell 1000 Growth 1.76% 11.41% 11.41% -29.14% 27.60% 38.49% 36.39%
S&P 500 Growth 2.13% 12.75% 12.75% -29.41% 32.01% 33.47% 31.13%
Russell 1000 Value 5.00% 8.99% 8.99% -7.54% 25.16% 2.80% 26.54%
S&P 500 Value 4.55% 8.05% 8.05% -5.22% 24.90% 1.36% 31.93%
Russell Midcap Growth 2.39% 9.50% 9.50% -26.72% 12.73% 35.59% 35.47%
Russell Midcap Value 5.18% 8.23% 8.23% -12.03% 28.34% 4.96% 27.06%
Russell 2000 Growth 2.80% 7.58% 7.58% -26.36% 2.83% 34.63% 28.48%
Russell 2000 Value 4.38% 2.90% 2.90% -14.48% 28.27% 4.63% 22.39%

GLOBAL AND NON-U.S. EQUITY INDEXES

Index MTD QTD YTD 2022 2021 2020 2019
MSCI EAFE 3.40% 5.93% 5.93% -14.01% 11.78% 8.28% 22.66%
MSCI ACWI ex USA 3.22% 4.81% 4.81% -15.57% 8.29% 11.13% 22.13%
MSCI ACWI 3.20% 8.32% 8.32% -17.96% 19.04% 16.82% 27.30%
MSCI World 3.27% 9.01% 9.01% -17.73% 22.35% 16.50% 28.40%
MSCI Europe 3.86% 5.39% 5.39% -14.53% 16.97% 5.93% 24.59%
MSCI Pacific 2.58% 6.84% 6.84% -12.78% 2.89% 12.25% 19.61%
MSCI Emerging Markets 2.52% 2.44% 2.44% -19.74% -2.22% 18.69% 18.88%

DEFENSIVE INDEXES

Index MTD QTD YTD 2022 2021 2020 2019

MSCI USA Minimum Volatility 3.16% 7.69% 7.69% -9.19% 21.01% 5.76% 27.96%
S&P 500 Minimum Volatility 3.12% 9.41% 9.41% -10.66% 24.45% 8.65% 32.36%
S&P 500 Low Volatility 3.09% 5.84% 5.84% -4.59% 24.42% -1.11% 28.26%
S&P Global Low Volatility 1.80% 0.86% 0.86% -7.13% 16.72% -3.68% 19.21%
MSCI World Minimum Volatility 2.53% 5.81% 5.81% -9.28% 14.84% 3.26% 23.97%

Source: FactSet. Periods of less than one year are not annualized. Data presented reflects past performance, which is no guarantee of
future results. Performance includes the reinvestment of dividends and other earnings. An index is unmanaged, is not available for
direct investment, and does not reflect the deduction of management fees or other expenses. 8



Equity Returns by Market Cap

January 1, 2024 - March 31, 2024

S&P 500 INDEX MSCI WORLD INDEX

S&P 500 Index
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Equity Returns by Sector
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future results. Performance includes the reinvestment of dividends and other earnings. An index is unmanaged, is not available for
direct investment, and does not reflect the deduction of management fees or other expenses.
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Equity Market Stress Monitor

March 31, 2024
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Capital Concentration
How capital is distributed among stocks within an index.

Correlation of Returns
How similar are stocks’ absolute returns.

Dispersion of Returns
How different are stocks’ relative returns, i.e., cross-sectional volatility.

Skewness of Returns
How fat are the tails, i.e., the asymmetry of index returns relative to the mean.

Source: Intech. Chart reflects the percentile rank as of date shown for each dashboard component against available history for the index. The risk metrics presented are
intended to be general in nature and do not constitute investment advice or recommendations by Intech. This information is being provided for informational purposes only,
and is not an offer or recommendation of any security or investment product, or a prediction of future results or events. It should not be used as the sole basis for
investment decisions. You will bear the sole responsibility of evaluating the merits and risks associated with the use of any content shown if you choose to make any type of
decision based on such information. There are numerous other factors related to the markets in general that should be considered before making any investment decision.
Information presented has been obtained from sources believed to be reliable and Intech does everything within its power to ensure that it is current and accurate. However,
no representation, or warranty, expressed or implied, is being made as to the accuracy or completeness of information shown as there may be inadvertent technical or
factual inaccuracies and typographical errors. We reserve the right to make changes and corrections at any time without notice. Intech cannot be held liable towards the user
for any direct or indirect consequence relating to the use of this information. All content is presented by the date(s) published or indicated only, and may be superseded by
subsequent market events or other reasons. Information that is based on past performance or observations is not necessarily a guide to future returns and no representation 10
or warranty, express or implied, is made regarding future performance. The value of investments and their returns can go down as well as up. Investing involves risk,
including the loss of principal, fluctuation in value, and total loss of investment.



Presentation notes

The views presented are for general informational purposes only and are not
intended as investment advice, as an offer or solicitation of an offer to sell or buy, or
as an endorsement, recommendation, or sponsorship of any company, security,
advisory service, or fund nor do they purport to address the financial objectives or
specific investment needs of any individual reader, investor, or organization. This
information should not be used as the sole basis for investment decisions. All content
is presented by the date(s) published or indicated only and may be superseded by

subsequent market events or other conditions.

Past performance is no guarantee of future results. Investing involves risk,

including possible loss of principal and fluctuation of value.

An index is unmanaged, is not available for direct investment, and does not

reflect the deduction of management fees or other expenses.

S&P 500 Dow Jones Indices LLC and/or its affiliates make no express or

implied warranties or representations and shall have no liability whatsoever with
respect to any S&P data contained herein. The S&P data has been licensed for use
by Intech and may not be further redistributed or used as a basis for other indices
or any securities or financial products. This report has not been approved, reviewed,
or produced by S&P Dow Jones Indices LLC. For more information on any of S&P

Dow Jones Indices LLC's indices, please visit www,spdii.com.

This material has been developed solely by Intech and are not in any way connected
to or sponsored, endorsed, sold or promoted by the London Stock Exchange Group
plc and its group undertakings (collectively, the “LSE Group©"”). FTSE® and
Russell® are trademarks of the relevant LSE Group© companies and are used by
any other LSE Group© company under license. All rights in the FTSE/Russell indexes
or data vest in the relevant LSE Group© company, which owns the index or the data.
Neither LSE Group®© nor its licensors accept any liability for any errors or omissions
in the indexes or data and no party may rely on any indexes or data contained in
these materials. No further distribution of data from the LSE Group®© is permitted
without the relevant LSE Group© company’s express written consent. The LSE

Group© does not promote, sponsor, or endorse the content of these materials.

MSCI makes no express or implied warranties or representations and shall have
no liability whatsoever with respect to any MSCI data contained herein. The MSCI
data may not be further redistributed or used as a basis for other indices or any
securities or financial products. This material has not been approved, reviewed,

or produced by MSCI.

This material should not be copied, distributed, published, or reproduced, in whole or

in part, without permission.
The information shown is not in any way intended for persons who come under a

jurisdiction where, due to their nationality, their place of residence or for any other

reason, publication or access to this information is legally prohibited.
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http://www.spdji.com/

About Intech®

Intech is a private, employee-owned quantitative asset manager investing on behalf of pension funds,
governments, endowments, foundations, and other institutional investors worldwide. Having pioneered
the application of Stochastic Portfolio Theory in 1987, Intech continues to seek distinctive alpha sources
for clients in alternative equity, defensive equity, sustainable equity, and traditional long-only strategies.
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