
 

 

 

Don’t Get Lost in the Crowd 

• The S&P 500 had a huge rally (+37%) since the last correction low in October 2023. 

• There are concentration risks in major indexes, but there are ways to mitigate these risks. 

• We expect more volatility, but diversification can help, and market breadth is improving. 

Over the past 30 days, we have seen rotation within stocks. Growth stocks, which have led the market higher this 
year, have struggled and are down roughly 1.5% as measured by the Russell 1000 Growth Index. On the other 
hand, the Russell 1000 Value Index is up 3%. Small cap stocks have been doing even better, up nearly 8% over 
the past 30 days as measured by the Russell 2000 Index. We have seen a more pronounced trend since the 
release of June’s soft CPI report last week. Stocks that were mostly ignored over the past 12 months are starting 
to catch up. This wider market breadth can be a sign of a healthier stock market. 
 
We have spoken at length about the importance of diversification as the performance in major indexes like the 
Russell 1000 and S&P 500 has been primarily driven by a handful of Mega cap growth stocks that make up a 
significant amount of the indexes. These indexes are weighted by company size, so the larger the company, the 
larger the weight in the index. When very large companies do well, so do the indexes. The opposite can also be 
true. Before the recent selloff, the top 10 stocks in the S&P 500 made up over 38% of the index. By comparison, 
the top ten stocks were less than 20% ten years ago. This ratio was only higher when it went over 40% at the dot 
com bubble peak.  
 
Well diversified portfolios were not keeping up with these concentrated indexes. While the indexes appear to be 
diversified because they are comprised of hundreds of stocks, the diversification can be misleading because the 
weighting of these stocks is skewed heavily. The top ten largest stocks are mostly technology-oriented, growth 
stocks, pushed higher by the artificial intelligence optimism. Valuations in these stocks have soared. The price-to-
earnings (P/E) ratio in the technology sector is near 40, something we also haven’t seen since the dot com bubble. 
High valuations can mean more risk. If these highly valued companies miss earnings or growth projections, their 
stock prices will likely fall. 
 
It's easy to get excited about the new AI innovations, but it is important to remember that good companies can be 
overpriced, just like bad companies can be underpriced. Buying a stock only based on their industry is not prudent. 
One must do their homework and understand a stock’s value relative to its price. While these growthy sectors can 
offer higher potential returns, the risks are significantly higher. Thus, it is always prudent to diversified into multiple 
industries and sectors. 
 
Understanding a portfolio’s exposure to technology and growth stocks is important. One may also want to own 
stocks or indexes with exposure to different industries, sectors and sizes. Long-term investors must stay focused 
on their own risk and return objectives, understanding that underperforming a concentrated index, that only focuses 
on large domestic companies may be okay. It’s easy to race with the crowd, chasing popular indexes or stocks, 
but when the crowd heads to the exits, it is also easy to get lost in it. 
 
More volatility is likely if the economy continues to weaken, election uncertainty grows, and investors try to 
anticipate Fed rate cuts. Diversification can help mitigate this volatility. If volatility escalates, we think it could be 
short-lived as the Fed is likely going to cut rates soon and the labor market is strong. There is a lot of cash in 
savings accounts and money market assets that could be deployed to buy the dips. Furthermore, corrections and 
pullbacks are a normal part of investing. Your financial professional can help you stay focused on your personal 
financial goals. As always, please contact your financial professional with any questions about tailoring your 
portfolio to your personal situation. 
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This report is created by Cetera Investment Management LLC. For more insights and 

information from the team, follow @CeteraIM on X. 
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  About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial Group®. Cetera Investment 
Management provides market perspectives, portfolio guidance, model management, and other investment advice to its affiliated broker-
dealers, dually registered broker-dealers and registered investment advisers. 

 
About Cetera Financial Group 
“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others, Cetera Advisors LLC, Cetera 
Advisor Networks LLC, Cetera Investment Services LLC (marketed as Cetera Financial Institutions or Cetera Investors), and Cetera 
Financial Specialists LLC. All firms are members FINRA / SIPC. Located at 655 W. Broadway, 11th Floor, San Diego, CA 92101. 

 
Disclosures 
Individuals affiliated with Cetera firms are either Registered Representatives who offer only brokerage services and receive transaction-
based compensation (commissions), Investment Adviser Representatives who offer only investment advisory services and receive fees 
based on assets, or both Registered Representatives and Investment Adviser Representatives, who can offer both types of services. 
 
The material contained in this document was authored by and is the property of Cetera Investment Management LLC. Cetera Investment 
Management provides investment management and advisory services to a number of programs sponsored by affiliated and non-affiliated 
registered investment advisers. Your registered representative or investment adviser representative is not registered with Cetera Investment 
Management and did not take part in the creation of this material. He or she may not be able to offer Cetera Investment Management 
portfolio management services. 
 
Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or legal advice to any individual 
without the benefit of direct and specific consultation with an investment adviser representative authorized to offer Cetera Investment 
Management services. Information contained herein shall not constitute an offer or a solicitation of any services. Past performance is not 
a guarantee of future results. 
 
For more information about Cetera Investment Management, please reference the Cetera Investment Management LLC Form ADV 
disclosure brochure and the disclosure brochure for the registered investment adviser your adviser is registered with. Please consult with 
your adviser for his or her specific firm registrations and programs available. 
 
No independent analysis has been performed and the material should not be construed as investment advice. Investment decisions should 
not be based on this material since the information contained here is a singular update, and prudent investment decisions require the 
analysis of a much broader collection of facts and context. All information is believed to be from reliable sources; however, we make no 
representation as to its completeness or accuracy. The opinions expressed are as of the date published and may change without notice. 
Any forward-looking statements are based on assumptions, may not materialize, and are subject to revision. 
 
All economic and performance information is historical and not indicative of future results. The market indices discussed are not actively 
managed. Investors cannot directly invest in unmanaged indices. Please consult your financial advisor for more information. 
 
Additional risks are associated with international investing, such as currency fluctuations, political and economic instability, and differences 
in accounting standards. 

 
A diversified portfolio does not assure a profit or protect against loss in a declining market. 
 

Glossary 
 
The S&P 500 is an index of roughly 500 stocks chosen for market size, liquidity and industry grouping (among other factors) designed to be 
a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics of large cap universe.  
 
The Russell 1000 index is a stock market index that tracks the top 1,000 stocks by market capitalization in the Russell 3000 Index, which 
represent about 90% of the total market capitalization of that index. 
 
The Russell 1000 Growth index is a subset of the Russell 1000 as measured by three factors: sales growth, the ratio of earnings change to 
price, and momentum.  
 
The Russell 1000 Value index is a subset of the Russell 1000 as measured by three factors: the ratios of book value, earnings, and sales to 
price.  
 
The Russell 2000 index is comprised of 2000 small-capitalization companies. It is made up of the bottom two-thirds in company size of the 
Russell 3000 index. 

 

 

 

 

 

 

 

 

 

 

 

 

 


