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Background
Over recent years investors have migrated toward passive
investment products, particularly in efficient segments of the
market where many active investment managers have historically
struggled to generate outperformance relative to their
benchmarks. Many passive products track indices that follow
market capitalization weighting methodologies, meaning each
index constituent’s weight is determined by its market cap’s
proportional share of the overall index. While this weighting
technique offers several benefits, such as reduced turnover and
lower transaction costs, these indices are susceptible to top-
heavy allocations to companies that significantly outperform the
broader market over time. Since 2017, returns of the S&P 500,
which weights constituents by market cap, have been led by five
companies. By the end of 2019 Alphabet (Google), Amazon,
Apple, Facebook, and Microsoft contributed 14.4% to the S&P
500’s 53% cumulative three-year return, accounting for 27% of the
index’s performance. Meanwhile, these five stocks saw their
collective weights in the index increase from 11% to
approximately 17% over this period.

Implications for Index Diversification
While passive investors have benefited from the S&P 500’s returns
over the last several years, concentration in the index today is far
above historical averages and has approached levels last seen
during the Dot-Com bubble. Since 1990, the annual average
weight of the top five holdings in the S&P 500 had a median value
of 12.2%, a level that was surpassed in 2017. From that point,
concentration in the top five holdings expanded, and is currently
in line with levels last seen in 2000. Compared to the S&P 500,
International and Small Cap indices have been less susceptible to
concentration due to their large number of holdings. The top five
holdings within the MSCI ACWI ex-US and Russell 2000 currently
make up 6.5% and 1.6% of each index, respectively.
Concentration in the Russell 2000 is also limited by its reconstitution
process, periodically removing companies from the index that
surpass a maximum market cap threshold.

Historical Comparisons
The S&P 500’s allocation to the Information Technology (IT) sector
approached 24% at the end of 2019, similar to the level in 1999.
The market’s current concentration in top holdings and tilt toward
IT has drawn comparisons to the Dot-Com bubble of the late-90s,
when IT and Telecom companies’ valuations were driven to
excessive levels prior to a large drawdown in the S&P 500 that
began in 2000. While the degree of narrow leadership by IT and
concentration in top holdings are similar, valuation levels and
earnings contribution of the top names differ across these two
periods. The Shiller CAPE and 12-month trailing P/E ratios at the
end of 2019 were 31x and 25x, respectively, compared to 44x in
and 29x in January 2000. At the end of 2019, the top ten S&P 500
holdings made up nearly 23% of the index, compared to 25% in
1999. However, these top ten companies contributed 18% to the
index’s annual earnings in contrast to just 14% in 1999. While
current US Large Cap valuations are elevated relative to historical
averages, they are not at the levels of exuberance seen in the
late-90s, and today’s top constituents are currently contributing
more to the S&P 500’s trailing earnings.

ACG’s Position
Maintaining a long-term focus and following strategic allocations
to a diverse set of asset classes can help manage portfolio
volatility while enhancing risk-adjusted returns. While reallocating
to an S&P 500 Equal-Weight product may alleviate concerns over
holdings concentration, investors should consider the dispersion in
returns, lower average market cap, and higher expense ratios
and turnover relative to passive products tracking the cap-
weighted index. As US Large Caps have significantly
outperformed US Small Cap and International indices over the last
decade, investors may wish to review their current allocations in
relation to their strategic targets and rebalance if appropriate.
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OVERVIEW
▪ The collective weight of the top five holdings in the S&P 500 has approached levels last seen in 2000.
▪ Concentration has become more prominent as five companies have accounted for nearly one-third of the S&P 500’s total return since 2017.
▪ International and US Small Cap indices historically exhibit far lower concentration in holdings, potentially offering more balanced exposure.

Average Annual Weights of Largest Five S&P 500 Holdings

Source: Morningstar Direct

S&P 500 Cap-Weighted and Equal-Weighted Comparison

Source: eVestment and Morningstar Direct

Cap-Weighted Equal-Weighted

Year Return % Avg Market 
Cap ($Bn) Return % Avg Market 

Cap ($Bn)

2009 26.46 43.9 46.31 10.6
2010 15.06 48.1 21.91 12.8
2011 2.11 49.1 -0.11 12.6
2012 16.00 54.8 17.65 14.3
2013 32.39 66.6 36.16 19.5
2014 13.69 72.1 14.49 21.3
2015 1.38 73.8 -2.20 20.3
2016 11.96 80.6 14.80 22.7
2017 21.83 97.2 18.90 26.0
2018 -4.38 94.0 -7.64 23.1
2019 31.49 123.9 29.24 28.8
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The views expressed herein are those of Asset Consulting Group (ACG). They are subject to change at any time. These views do not necessarily reflect the opinions
of any other firm.

This report was prepared by ACG for you at your request. Although the information presented herein has been obtained from and is based upon sources ACG
believes to be reliable, no representation or warranty, express or implied, is made as to the accuracy or completeness of that information. Accordingly, ACG does
not itself endorse or guarantee, and does not itself assume liability whatsoever for, the accuracy or reliability of any third party data or the financial information
contained herein.

Certain information herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”, “expect”, “anticipate”,
“project”, “estimate”, or any variations thereof. As a result of various uncertainties and actual events, including those discussed herein, actual results or
performance of a particular investment strategy may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you
should not rely on such forward-looking statements in making investment decisions. ACG has no duty to update or amend such forward-looking statements.

The information presented herein is for informational purposes only and is not intended as an offer to sell or the solicitation of an offer to purchase a security.

Please be aware that there are inherent limitations to all financial models, including Monte Carlo Simulations. Monte Carlo Simulations are a tool used to analyze a
range of possible outcomes and assist in making educated asset allocation decisions. Monte Carlo Simulations cannot predict the future or eliminate investment
risk. The output of the Monte Carlo Simulation is based on ACG’s capital market assumptions that are derived from proprietary models based upon well-recognized
financial principles and reasonable estimates about relevant future market conditions. Capital market assumptions based on other models or different estimates
may yield different results. ACG expressly disclaims any responsibility for (i) the accuracy of the simulated probability distributions or the assumptions used in
deriving the probability distributions, (ii) any errors or omissions in computing or disseminating the probability distributions and (iii) and any reliance on or uses to
which the probability distributions are put.

The projections or other information generated by ACG regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual
investment results and are not guarantees of future results. Judgments and approximations are a necessary and integral part of constructing projected returns. Any
estimate of what could have been an investment strategy’s performance is likely to differ from what the strategy would actually have yielded had it been in
existence during the relevant period. The source and use of data and the arithmetic operations used for calculating projected returns may be incorrect,
inappropriate, flawed or otherwise deficient.

Past performance is not indicative of future results. Given the inherent volatility of the securities markets, you should not assume that your investments will
experience returns comparable to those shown in the analysis contained in this report. For example, market and economic conditions may change in the future
producing materially different results than those shown included in the analysis contained in this report. Any comparison to an index is for comparative purposes
only. An investment cannot be made directly into an index. Indices are unmanaged and do not reflect the deduction of advisory fees.

This report is distributed with the understanding that it is not rendering accounting, legal or tax advice. Please consult your legal or tax advisor concerning such
matters. No assurance can be given that the investment objectives described herein will be achieved and investment results may vary substantially on a quarterly,
annual or other periodic basis. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such information.

© 2020 Asset Consulting Group. All Rights Reserved. Asset Consulting Group is the sole owner of all rights, title, and interest to the materials, methodologies,
techniques, and processes set forth herein, including any and all intellectual property rights. No part of this document may be reproduced, stored, or transmitted
by any means without the express written consent of Asset Consulting Group.
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