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Increased Optimism

The economy has held up far better than most expected this year. Higher interest rates and fewer supply chain issues
have helped bring inflation down and slow economic activity without significant job losses. The Federal Reserve's
preferred inflation metric, “Core" PCE, which excludes the volatile food and energy categories, was 4.1% (June 2023),
down from 4.6% the month before, and was at its slowest annual rate since September 2021. While this is far from the
Fed’s 2% target, it should reduce the likelihood of future interest rate hikes. It has also led to many market forecasters
pushing out, or even eliminating, calls for a recession in the next year. This increased optimism has led investors back
into stocks after a painful 2022. While the first five months of gains were driven by only a handful of large tech stocks,
more recently, we’ve seen stock gains broaden to smaller companies and cyclical sectors.
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coming years. These six stocks now
represent almost 26% of the S&P 500, and
just recently, the Nasdaq implemented a
“special rebalance” to reduce the weighting
of these stocks from 50% to 40%.

Source: Bloomberg, as of 07.28.2023

It is undeniable that these mega-cap technology stocks are incredibly profitable businesses, which allows them to invest
billions of dollars, both to maintain their dominant positions and grow into adjacent businesses. The valuations for
these stocks have always been high, but when viewed against their projected growth rates, most look reasonable.
Despite these strong characteristics, these stocks collectively represent a lower percentage of our clients’ equity
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portfolios than the indexes. This is not because we think these stocks are wildly overvalued or see a near-term crash
in the stock prices, but is more driven by our core fiduciary duty as trustee — to “act prudently” and diversify
investments.

Our Approach to Diversification

Our investment strategy differs in that we focus a large portion
of a client’s investment portfolio on 30-40 individual stocks.

To many investment advisors, diversification means allocating to a wide range of asset classes and gaining exposure to
those asset classes with a mix of index funds or active money managers. With this approach, a client will have
exposure to hundreds, if not thousands, of underlying securities and can incur multiple layers of fees. Our investment
strategy differs in that we focus a large portion of a client’s investment portfolio on 30-40 individual stocks. This
approach may sound risky, but we aim to mitigate the risks of a concentrated portfolio by allocating primarily to large
multinational companies with solid balance sheets and a wide geographic reach. We invest in both growth and value
stocks, as they tend to ebb and flow at different times, and we have the flexibility to invest outside the US and in
smaller companies. We also manage risk by controlling position sizes. For example, companies like Apple and
Microsoft are core positions at the firm, but our weightings to these stocks are well below the ~7% weightings in the
S&P 500 and +10% weightings in the Nasdag. We continue to believe these companies can grow at above-average
rates, but we plan to set position sizes based on our conviction level in the stock, not on a stock’s weighting in a
benchmark.

Long-Term Bond Yields on the Rise

With so much focus on the strong equity market and money market funds now yielding 5%, it’s easy to forget about
bonds as part of a balanced portfolio. Interest rates have risen at their fastest pace in modern history, yet we
continue to see a strong labor market and resilience in the housing market. As longer-term bond yields have risen
over the last few months, we have been slowly adding to the duration of our bond portfolio. After years of relying on
equities to provide both income and growth to our portfolio, fixed income now provides a real yield. We recognize
this adds more bond price volatility to portfolios, but we believe locking in attractive yields over the next five-plus
years will not only help cover the income/distribution requirements but also preserve capital. Bond investments are a
key element of our strategy and will continue to act as a ballast in portfolios and to provide a stream of reliable
income and capital as bonds come due on a thoughtfully scheduled ladder of maturities.

Contact Us

Please contact your HTC advisor to discuss your long-term investment goals, portfolio changes or trends in the market.
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Information regarding investments is for information purposes only. The views expressed are subject to change based on market or other
conditions without notice. The information should not be construed as investment advice or a recommendation to buy or sell any
security or investment product. It does not take into account an investor’s particular objectives, risk tolerance, tax status, investment
horizon or other potential limitations. All material has been obtained from sources believed to be reliable, but the accuracy cannot be
guaranteed. Past performance is not a guide to or guarantee of future performance. An HTC portfolio could suffer losses as well as
achieve gains. Where reference is made to returns of specific indexes, returns of the indexes also do not typically reflect the deduction of
investment management fees, trading costs or other expenses. It is not possible to invest directly in an index. Indexes are the property of
their respective owners, all rights reserved.

Hemenway Market Update Q2 2023 | 2
Trust Companyl.._c hemtrust.com


https://www.hemtrust.com/people

