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First Quarter 2024 Review

Stocks were higher in the first quarter of 2024, continuing their winning ways that started in the fourth
quarter of last year.   Despite an up quarter overall, the MCM Thematic Growth Composite underperformed
the broader S&P 500 Total Return Index.

In the first quarter, the MCM Thematic Growth Composite increased by 2.8% net of costs and inclusive of
dividends versus an S&P 500 total return index gain of 10.6%. This was an evident disappointment, and as a
result, we have slipped against the S&P 500 total return over the five past years, with annualized gains of
13.32% versus the S&P 500 total return annualized gains of 15.05%.

The quarter’s underperformance resulted from two factors: a concentration of performance in just a few
stocks in the overall S&P 500 and—more importantly—my cautious view based on a fundamental analysis
of the broader market, which is at the heart of the Thematic Growth Fund philosophy.

Nvidia’s Impacts on The Market

In the first quarter, Nvidia was responsible for 11.02% of the returns in the S&P 500 total return index,
followed by Microsoft’s 3.69%, Meta’s 3.20%, and Amazon’s 2.83% contributions. Of course, we own
Microsoft and Amazon and benefited from those positions. However, they could not offset the declines
witnessed by our other holdings during the period.

Apple was the weakest contributor to the S&P index in the first quarter, subtracting 3.32%, followed by
Tesla’s 2.20%, Adobe’s 0.46%, and Boeing’s 0.42%.

(Bloomberg)

For us, it came down to owning too few “right” stocks in a market driven mainly by a few individual issues
while maintaining a higher-than-normal cash balance.

That said, a cautious, somewhat defensive position is the correct course for the Thematic Growth strategy.
With the market being dangerously driven by an Artificial Intelligence momentum trade, valuations very
high, and interest rates at their highest levels in decades, there are too many fundamental signals to be
optimistic about the strength of this market, and certainly enough evidence to be wary about short-term
investment outlook.

The most significant risk to this market presently doesn’t seem to be the economy but Nvidia. Nvidia has
been the most critical contributor to the gains in the market in 2024. The company is due to report results on
May 22, with the first anniversary of its breakout from the launch of its AI chip. Revenue growth rates
should begin to slow dramatically in the coming quarters, which could be one reason the stock has stalled in
recent weeks, with growth expected to slow.

(Bloomberg) – Nvidia’s stock price versus expected sales growth

Usually, I would not discuss a stock we don’t own. However, given how vital this stock has been to the
index and the market’s overall performance, where it goes from here will significantly impact the overall
market trends.

Additionally, because the stock is the third largest in the S&P 500, which is market cap-weighted, its
earnings and revenue growth have helped support overall earnings estimates for the S&P 500.

So, a lot is riding on this AI momentum trade now, and whether that rally can continue is questionable. It
seems to be a momentum-based rally because many companies are spending a lot on AI but aren’t
necessarily seeing the benefit of AI in greater revenue. In contrast, only a handful, mostly Nvidia, seem to
be.

Higher Rates and Sticky Inflation Pose Risks

More fundamentally, we are dealing with a market that appears to be overvalued when considering where
Treasury rates are currently. This is especially true given that inflation remains sticky in the mid-3% range,
which likely means that rates will remain higher for a more extended period.

S&P 500 earnings are expected to grow 11.4% over the next 52 weeks, while the risk-free rate is around 4.5%.
That means the expected earnings growth rate above the risk-free is around 6.9%. For that, investors are
paying about 20.1 times earnings. The risk-adjusted growth rate was higher from early 2017 until late 2018,
and the PE ratio was lower. Meanwhile, in 2021, the PE ratio was around 21, with a rate of growth above the
risk-free well above 20%, based on the nearly zero federal funds rate.

(Bloomberg) S&P 500 expected growth less the 10-Yr Treasury versus the PE Ratio

This tells us we are paying a high premium to own stocks and not getting much back in return. This is not to
say that all stocks in the market are expensive. However, the problem is that should the market turn lower,
stocks tend to become more correlated, which means that if some go down, there is a good chance that many
go down.

(Bloomberg) The S&P 500 vs the 1-Month Implied Correlation Index

There is a good argument that stock values will, in fact, retreat. At this point, nominal GDP growth is
outpacing money supply growth, and because of that, the velocity of money is rising. When the velocity of
money rises, you get inflation, as the pace of one dollar moving through the economy increases. If nominal
GDP grows faster than the money supply, the velocity of money will continue to rise, and inflation will
remain.

(Bloomberg) Nominal GDP Growth Rate Vs. M2 Growth Rate vs. Consumer Price Index

The velocity of money is highly correlated to bond yields. As long as the dynamic of faster money velocity
continues with nominal GDP growing as fast as it is and the money supply not growing at all, bond yields
will likely continue to rise.

(Bloomberg)Velocity of M2 and MZM vs. 10-Year Treasury Rate

So, if bond yields remain elevated and potentially go higher, the only thing keeping equities afloat is the risk
investors are willing to take. Notably, high-yield credit spreads are as narrow today as when the interest
rates were at 0%, and the Fed was pumping $120 billion into the economy through Quantitative Easing.
Because credit spreads are low, it tells us that investors are willing to take on more risk, and equities reflect
this with a higher PE ratio. The PE, when inversed, is called the earnings yield, and right now, the earnings
yield of the S&P 500 is low on a historical basis. There are better environments to pursue new positions
aggressively.

Portfolio Review

 

As for our holdings, it wasn’t a great quarter. Boeing was in the news and down a lot, and it was clearly the
biggest drag on our performance. Despite the negative headlines and concerns over some of their planes, I
continue to hold on to Boeing because the stock is still far above our purchase price, and there are no other
significant players in this space. They operate in a duopoly, and at this point, I don’t see anyone else coming
to take market share from them.

Apple also experienced a significant drawdown in the first quarter due to concern over iPhone sales in
China and sluggish growth expectations. Overall, Apple is a well-positioned company that continues to
create devices that integrate well with one another, making transferring devices within the ecosystem
seamless. Plus, once a customer enters the Apple ecosystem, moving to a new ecosystem is tough without
uprooting much of their life and leaving many memories behind.

Amazon had a fantastic quarter, and that is due to the rebound in its Amazon Web Services business.
Additionally, they seem to have expenses again under control, leading to expanding margins. Cash flow
from operations has moved to new highs, and the stock tends to follow cash flow from operations over time.

Alphabet and Microsoft delivered solid quarters and continue to be our core holdings. Despite their inability
to keep up with the index this quarter, I see no reason to unload them either. Meanwhile, Visa and
Mastercard continue to perform well, as they have for years.

Intuitive Surgical was a fantastic addition to the portfolio in 2022. It has performed exceptionally well and
continues to do so. It continues to see strong procedure growth and plans to roll out a new DaVinci 5 robotic
surgery system.

Overall, the portfolio is positioned to deliver long-term growth. While the recent quarter was disappointing,
I firmly believe that now remains a tricky market moment. I have learned over time that overpaying for
stocks in the present means underperformance in the future. That said, I have a list of names I have put
together that I think have already seen rather sharp declines over the past two or so years and haven’t
benefited from the current AI mania. But for now, cash balances remain elevated.  When market pullbacks
bring valuation back into better long-term alignment, I will be an aggressive buyer of stocks and look to
decrease our cash positions, bringing that target back to 5%, which would be a fully invested portfolio.

-Mike

Michael Kramer

Founder

Mott Capital Management, LLC

The Thematic Growth Strategy is also made available by Interactive Advisors through a licensing
arrangement with Mott Capital Management; performance may differ from the Mott Capital Thematic
Growth Composite. 

N.A. – Information is not statistically meaningful due to an insufficient number of portfolios in the
composite for the entire year.

†  Performance reflects the non-annualized performance from 8/1/2014 to 12/31/2014.

** For periods with less than 36 months of composite performance, no 3-year ex-post standard deviation
measurement is available.

 Disclosure: Mott Capital Management, LLC is a registered investment adviser.  Information presented is for
educational purposes only and does not intend to make an offer or solicitation for the sale or purchase of any specific
securities, investments, or investment strategies.  Investments involve risk and unless otherwise stated, are not
guaranteed.  Be sure to first consult with a qualified financial adviser and/or tax professional before implementing any
strategy discussed herein. Upon request, the advisor will provide a list of all recommendation made during the past
twelve months. Past performance is not indicative of future performance. 

An investment may be risky and may not be suitable for an investor’s goals, objectives and risk tolerance. Investors
should be aware that an investment’s value may be volatile and any investment involves the risk that you may lose
money. Investment performance of a model depends on the performance of the underlying investment options and on
the proportion of the assets invested in each underlying investment option over time. The performance of the
underlying investment options depends, in turn, on their investments. The performance of these investments will vary
day to day in response to many factors. Asset allocation strategies are subject to the volatility of the financial markets,
including that of the underlying investment options’ asset class. Diversification does not ensure a profit or guarantee
against a loss. Stock markets are volatile and can decline significantly in response to adverse issuer, political,
regulatory, market, or economic developments. In general the bond market is volatile, and fixed income securities carry
interest rate risk. (As interest rates rise, bond prices usually fall, and vice versa. This effect is usually more pronounced
for longer-term securities.  

Mott Capital Management, LLC, is an independent registered investment adviser. Mott Capital Management, LLC
(“Mott”) claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and
presented this report in compliance with the GIPS standards.  Mott has not been independently verified.  GIPS is a
registered trademark of CFA Institute.  CFA Institute does not endorse or promote this organization, nor does it
warrant the accuracy or quality of the content contained herein.

The Thematic Growth Composite is a blend strategy of different market capitalizations, which is approximately divided
equally among three sectors.  The Core Growth sector includes large multi-national companies, the Growth Sector
includes mid- to large-cap companies, and the Aggressive Growth sector includes small- to mid-cap companies.  The
strategy is concentrated, and typically includes approximately 20 positions, and 5% cash.  The portfolio may hold fewer
positions in times of market uncertainty, when raising cash as a hedge.  The strategy only invests in stocks, ADRs, and
ETFs denominated in USD.  The Thematic Growth Composite was created June 2015.   The inception date of the
strategy is August 1, 2014.

The S&P 500 is a free-float capitalization-weighted index of 500 large-cap common stocks actively traded in the United
States.  The index is shown as a general market indicator, and may not reflect the same exposures as the composite.

The investment management fee schedule for the composite is 2% on the first $250,000, 1.5% on the next $750,000,
and 1.0% on the remainder.  Actual investment advisory fees incurred by clients may vary.  Further information
regarding investment advisory fees is described in Part II of the firm’s Form ADV.

Past performance is not indicative of future results.  The U.S. Dollar is the currency used to express performance. 
Performance shown represents total returns that include income, realized and unrealized gains and losses.  Net of fee
performance was calculated using actual fees.  Composite performance is presented net of foreign withholding taxes on
dividends, interest income, and capital gains.  Withholding taxes may vary according to the investor’s domicile.  

Policies for valuing portfolios, calculating performance, and preparing GIPS reports are available upon request. 

The annual composite dispersion presented is an asset-weighted standard deviation calculated using net returns of
accounts in the composite the entire year.  The 3-Year Standard Deviation represents the annualized standard deviation
of actual net composite and benchmark returns, using the rolling 36-months ended each year-end. 

Historical performance results for investment indices, benchmarks, and/or categories have been provided for general
informational/comparison purposes only, and generally do not reflect the deduction of transaction and/or custodial
charges, the deduction of an investment management fee, nor the impact of taxes, the incurrence of which would have
the effect of decreasing historical performance results.  It should not be assumed that your managed account holdings
correspond directly to any comparative indices or categories. Please Also Note: (1) performance results do not reflect
the impact of taxes; (2) comparative benchmarks/indices may be more or less volatile than your Mott capital  accounts;
and, (3) Mott Capital’s relationship with Interactive Advisors  is that of a third-party Portfolio Manager licensing
trading data to Interactive Advisors

Mott Capital provides data to Interactive Advisors for use in its recommended portfolios. Interactive  Advisors, an SEC
registered investment adviser. Mott Capital is not affiliated with Interactive Advisors. Interactive Advisors uses data
provided by MOTT Capital to create a portfolio for its clients. Additionally:

1. Only investors matching a specific risk profile determined pursuant to Interactive Advisors’s risk questionnaire may
invest in Mott Capital’s model portfolio on the Interactive Advisors platform;

2. Interactive Advisors clients that qualify for and subscribe to Mott Capital’s model portfolio on Interactive Advisors
platform are clients of Interactive Advisors. They are not Mott Capital clients.

3. Mott Capital has a financial incentive (and therefore, a conflict of interest) in a current or prospective client
investing with Interactive Advisors and investing in its portfolio on the Interactive Advisors platform because Mott
will receive a portion of the annual management fee (and, if applicable, performance fee) Interactive Advisors charges
clients who invest in Mott’s portfolio, so Mott will receive more money the more investors sign up with Interactive
Advisors and select the Model based upon data provided by Mott Capital.
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© 2025 Mott Capital Management, LLC.  Use, publication or reproduction
in any media prohibited without the permission of the copyright holder.

© 2025 Michael Kramer.  Use, publication or reproduction in any media
prohibited without the permission of the copyright holder.

Legal/Privacy/Terms

 

© 2025 MOTT CAPITAL MANAGEMENT, LLC. USE, PUBLICATION
OR REPRODUCTION IN ANY MEDIA PROHIBITED WITHOUT THE

PERMISSION OF THE COPYRIGHT HOLDER.

   

Mott Capital | About Us Invest Services The Market Chronicles Market Analysis Videos

 

Exclusive Market Insights

Search…

      

https://mottcapitalmanagement.com/
https://mottcapitalmanagement.com/indicators-are-suggesting-a-stock-market-reversal-may-be-coming/
https://mottcapitalmanagement.com/stocks-rates-and-the-dollar-rise-on-may-6-2024/
https://interactiveadvisors.com/mott-capital-management?portfolio=thematic-growth
https://mottcapitalmanagement.com/legal/
https://mottcapitalmanagement.com/privacy/
https://mottcapitalmanagement.com/terms/
https://www.linkedin.com/in/michael-j-kramer-42511b9a/
https://www.youtube.com/c/mottcapitalmanagementllc
https://twitter.com/MichaelMOTTCM?lang=en
https://mottcapitalmanagement.com/feed/
https://www.navigatingthemarket.com/
https://attendee.gotowebinar.com/register/3638588940064234499?source=mott
https://mottcapitalmanagement.com/
https://mottcapitalmanagement.com/investing-thematic-growth-portfolio/
https://mottcapitalmanagement.com/services/
https://mottcapitalmanagement.com/the-market-chronicles/
https://mottcapitalmanagement.com/mott-capitals-the-market-chronicles-videos-insights-and-analysis/
https://mottcapitalmanagement.com/services/
https://www.linkedin.com/in/michael-j-kramer-42511b9a/
https://www.youtube.com/c/mottcapitalmanagementllc
https://twitter.com/MichaelMOTTCM?lang=en
https://mottcapitalmanagement.com/feed/

