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Significant ink and airtime has been devoted to
the domination that a few high-growth technology
stocks have exerted on US markets in the first half
of 2023. Those stocks added significant value to
investor portfolios during that time-frame. The
question, in our minds, is: What next? In this piece,
we seek to provide some context about where we
see opportunities ahead.
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Many market indices are “capitalization weighted” rather than “equal weighted.” Said more plainly,

the oft-quoted S&P 500® Index does NOT represent the simple average of how all 500 securities have
performed. Instead, the largest companies represent out-sized weights, while the smallest companies are
almost immaterial to the overall index. More specifically, just two stocks - Apple and Microsoft - comprise
approximately 14% of the index. Each of the nine largest S&P 500 constituents represent high-growth
technology companies of one variety or another (these include companies like Netflix, which S&P does NOT
classify as a technology stock).

While we’re not making predictions, the
last five years have bucked the historical Average Relative 1, 3, 5, 10-Year Forward Performance
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weighted indices, stocks that already have

performed well become incrementally larger as a percent of the index. Channeling our inner Wayne Gretzky,
while the index skates to where the puck just was, we try to skate to where the puck might be going.

None of this is intended as an indictment or endorsement of any single sector or stock. From our
perspective, over the long term, the price an investor pays tends to matter. So a good company bought
inexpensively can generate terrific returns (for example: Microsoft a decade ago at 12x earnings), while the
same good company bought too expensively can generate mediocre returns (for example: Microsoft during
the dot.com bubble at 40x earnings).

Turning to where we’ve been investing incrementally, we tend to favor companies that have the financial

flexibility to achieve the rare combination of being able to “walk and chew gum” — demonstrated by self-
financing their growth, paying a growing stream of dividends, and buying back shares or acquiring other
businesses when it’s opportunistic to do so.

DAMinfo@investdavenport.com | (800) 846-6666 | davenportassetmanagement.com T
One James Center | 901 East Cary Street, Suite 1100 | Richmond, VA 23219 DA‘]ENPORT %
Davenport & Company LLC Member: NYSE*FINRA<SIPC ASSET MANAGEMENT <




Value & Income Portfolio: The Value in Being Contrarian

So-called Dividend

Aristocrats represent S&P 500 Dividend Aristocrat Sectors

companies that have

raised their dividends B ndustrials 23%

at least 25 consecutive B Consumer Staples 23%
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In our Value & Income B cnergy 3%

Portfolio, we own a

dozen Aristocrats. Three
of those holdings have
achieved 50 or more
years of higher dividends.
Three others are not far
behind at more than 45
years of higher dividends.

Source: Davenport Asset Management and Simply Safe Dividends

iShares Selec! : 07/25/2003 to 07/26/2023 (Monthly)

Our admiration for these
companies is more than
just philosophical; it’s
rooted in data, which
shows that companies
which regularly raise
their dividends (as well
as those that regularly
buy back their shares)
outperform the market.

As mentioned earlier, the Source: FactSet financial data and analytics.

price an investor pays

for an asset matters. While Dividend Aristocrats have outperformed over long time periods, our interest

in these businesses depends on their valuation. Over the past decade, these Aristocrats have averaged a
slight P/E valuation premium vs. the S&P 500, but presently they trade at a discount. Therefore, we find
this cohort particularly timely on a risk/reward basis. A number of recent purchases in the Value & Income
portfolio include companies with long and distinguished track records of rising dividends, several of which
have reached the threshold for Aristocracy

Important Disclosures:

Any opinions expressed here are statements of judgment on this date and are subject to future change without notice. This information may contain forward looking predictions that are subject to
certain risks and uncertainties which could cause actual results to differ materially from those currently anticipated or projected. The information contained herein has been compiled from sources
believed to be reliable; however, there is no guarantee of its accuracy or completeness. The information provided in this letter should not be considered a recommendation to purchase or sell any
particular security. The S&P 500 Index is comprised of 500 U.S. stocks and is an indicator of the performance of the overall U.S. stock market. Standard & Poor’s Financial Services LLC, a division
of S&P Global, is the source and owner of the registered trademarks related to the S&P 500 Index. There is no guarantee that a company will continue to pay dividends. Diversification and Asset
Allocation does not ensure a profit or guarantee protection against a loss.
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