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ECONOMIC OUTLOOK

As | sit at my desk on the last day of 2024, I'm looking at
the popular S&P 500 Index. It's defined as a broad-based
stock index that tracks the performance of the 500
largest U.S. public companies and is intended to serve

as a proxy for the entire stock market. Investors and
analysts use the S&P 500 to compare individual stocks’
performance and gauge the broader economy’s health.
Today, | am questioning the accuracy of this definition.

As it currently stands, seven of those 500 companies
make up 33.7% of the total market capitalization of the
index. That type of concentration is a long way removed
from the definition of a broad-based, total stock market
concept. The performance of these largest companies
further distorts the stated purpose of the index. In
2024, the total return for the S&P 500 was 24.77%. The
seven largest companies made up 20.85% of the return,
with the other 493 accounting for 3.84% of the return.
Again, hardly a proxy for the index’s intended purpose.

% WEIGHTING | 2024 FULL | CONTRIBUTION
IN S&P 500 YRRETURN TO S&P 500

S&P 500 (SPX) 24.69%
Microsoft (MSFT) 6.30% 12.81% 0.81%
Apple (AAPL) 7.60% 30.42% 2.31%
Amazon (AMZN) 413% 43.96% 1.82%
Nvidia (NVDA) 6.72% 169.05% 11.36%
Tesla (TSLA) 2.32% 61.88% 1.44%
Meta (META) 2.57% 65.36% 1.68%
é'ggagf)t (GOOG & 4.06% 35.45% 1.44%
e r&gg:’tt”m i 33.70% 20.85%
S&P 500 return YTD of the remaining 493 3.84%

Data for return taken from Bloomberg on Dec 31, 2024. Weight taken at 12/30/24

Perhaps we could more accurately define the current
S&P 500 as a highly concentrated, narrowly defined
index that emphasizes the performance of its largest
components, while masking the results of most of the
other companies in the index. Clearly, we should be
evaluating the health of our broader economy using
other (or additional) means.

It may help to define exactly what is being
communicated when we hear about the “market” being
up or down. News about the “market” tends to be about
a particular index - often the S&P 500. As I've just
outlined, that'’s quite different from the “market,” which
is actually an amorphous entity encompassing thousands
of companies.

While this illustration supports diversification among
asset classes, sectors, styles and countries of domicile, it
also shows how difficult it is becoming to compare and
analyze a diversified portfolio against a particular index
like the S&P 500.>>>
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Did a diversified equity portfolio with a return of 8% do
well compared to 493 stocks in the S&P 500, or did it

do poorly when compared to the top seven stocks in the
S&P 500? With a single stock accounting for more than
half the return of the top seven companies, | would say a
diversified portfolio with a return of 8% did well against
either comparison.

Happy New Year and best wishes for a great 2025!
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