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Hyper-concentration on market cap-weighted indices:
challenging active portfolio managers
In this paper, we will demonstrate that the level of concentration on the MSCI USA index reduces the possibility of
generating outperformance, causing a scarcity of diversification and stock-picking possibilities. MSCI USA Mega caps
have largely been favored in 2020 - more so than in 1999, at the peak of the dotcom bubble (according to our metrics).
We herein focus on the US equity market for three main reasons: (i) the severity of the concentration phenomenon there,
(ii) the weight of the US inside the global market, and (iii) to remain concise (this phenomenon of concentration is also
present across Asian markets).

1. A pool of 600 stocks to pick from… really?
Figure 1 below displays individual stock performance contributions to the MSCI USA’s overall performance in 2020
(ranked by market cap, in descending order; e.g. the largest contribution being Apple, left); this performance is calculated
from the beginning of 2020 until the end of August.
Figure 1:

Figures mentioned refer to previous years. Past performance does not guarantee future results.
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Over the period, we observe that the performance of the MSCI USA (around +11%) mostly owes to the largest market
caps. Considering the top 5 market caps in particular: their cumulative contribution to the index performance is 46% as
of end of August 2020. A similar calculation on the 1999 top 5 Mega caps yields a 35% contribution only to the overall
index performance. Bottomline: 2020 “Megacaps”1 are making an outsized contribution to the US market performance
and, as we will demonstrate, other positive performance contributors mostly ride the same wave.
The “Megacaps” are, to date2: Apple (Hardware and computer equipment), Amazon (Retailing), Microsoft (Software and
services), Alphabet (Media and entertainment) and Facebook (Media and entertainment).

2. Mega-cap stocks eating up mid-and-small caps
Let’s have a closer look at the consequences of concentration on the MSCI USA Index.
Figure 2a below demonstrates that the cumulative weight of the “Megacaps” is quite similar to that of 1999; i.e. roughly
a quarter of the index's total market capitalization.
Meanwhile, Figure 2b reveals an even more pronounced relative concentration than in 1999. In fact, the "Megacaps"
average is at 72x the median index weight today, versus 47x in 1999. This indicates an even more fragmented market
than in 1999: on the one hand, a private club of powerful heavyweights… and on the other, a weakening army of midand-small cap stocks fighting for relevance in the index.

Concentration measurements of the top 5 market capitalizations of the MSCI USA
Figure 2a:

1
2

In the rest of the note, we use the term “Megacaps” to refer to the top 5 market capitalizations of the MSCI USA Index.
The stock industry, according to the second level of the GICS® classification, is mentioned in brackets.
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Figure 2b:

This phenomenon could be explained by the importance of passive management today. A sometimes-used argument
is that passive management induces buying pressure on large-cap stocks, and selling pressure on small-cap ones. In
parallel, active management especially focuses on selecting mid-and-small-cap stocks in an attempt to outperform those
cap-weighted benchmarks. This asymmetry is extremely restrictive, making it harder for stock pickers to actively select
outperformer when benchmarks are designed with little concern for diversification.

3. Opportunities for stock picking drying up
We have seen that the exceptional performance of "Megacaps" largely contributes to the performance of the MSCI USA
index, as of August 31, 2020 (see Figure 1).
Figure 3 below displays the percentage of stocks beating a top 5 market cap basket as well as the MSCI index in 1999,
in 2020, and between 1996-20193.

3

The “Megacaps” basket is a portfolio composed of the top 5 market capitalizations of each year and weighted according to market capitalizations.
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Figure 3:

The results are striking: it has ever been so difficult to select stocks able to beat the "Megacaps". The odds to such an
achievement are now almost three times smaller than in 1999! That year, only 14% of stocks outperformed the
“Megacaps” basket; and on a longer history (since 1996)… 40%.
1999 and 2020 are similar, with a third of the stocks outperforming the index. This figure is significantly lower than the
historical average of 50% chances to beat the MSCI Index as a stock picker.
One could be fooled into thinking that one in three stocks (i.e. 200 for a universe of 600 stocks) beating the index is
significant and can still lead to a successful stock-picking. The trouble is: this ratio is irrelevant given the level of index
concentration and the resulting weak opportunities for sector diversification. In fact, which sectors do the “Megacaps”
outperformers belong to4?
Today, the 3 industry sectors (out of 24) most representative of stocks able to beat the "Megacaps" are: Software and
services, Retailing, Health Care Equipment & Services. These stocks are riding the Microsoft/Amazon wave, or directly
linked5 to the Covid-19 theme. In 1999, the top three industry sectors able to outperforms the “Megacaps” all belonged
to the Technology sector, namely: Software and Services, Technology Hardware and Equipment, and Media and
Entertainment.
Figure 4 below also adds to the above: while the weight of the sector that most represents “Megacaps”-beating stocks
(1 in 11) was similar in 2020 and 1999 (48% vs 42%), industry picking is now critical in 2020 (1 in 24); more so than it
was in 1999 (39% vs. 18%)…

4

We remind that there are 11 sectors and 24 industry groups according to the first and second GICS® classification levels. The industry groupsimplified here in industry- allows a sharper level of analysis since a sector can be composed of several industries.
5 That industry within the Health Care sector has often been in the top 3 in recent years.
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Figure 4:

It is therefore easy to understand the problems that such a market configuration could entail, both in the context of stock
picking and in terms of diversification.

4. Towards the end of diversification?
This concentration phenomenon also has a significant impact -though to a lesser extent- on other geographical areas.
Taking example of the MSCI World All Countries universe (covering all world markets, including emerging countries):
there, only 10% of stocks (versus 40% historically) are able to beat the ten largest market caps in the world6 (including
emerging countries). Figure 5 below: almost 70% of these stocks belong to three countries and about a third of those
are concentrated across three industry sectors. Financial flows, which translate aggregate investor behavior, still seem
to converge onto a relatively small number of happy few stocks.

6

The performances are in USD and the studied period is from January 2020 to August 2020. The top 10 market capitalizations of the MSCI World
(AC) are: the top 5 in the US market, Alibaba (China), Johnson & Johnson (USA), Tencent (China), Visa (USA) et Nestlé (Switzerland).
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Figure 5:

This investor appetite for certain securities can be explained by various factors, for example: the growth of passive
management, thematic bets on Megatrends, the Covid-19 pandemic, or the Fear Of Missing Out. This phenomenon is
self-reinforcing by nature; also, this procyclicality will likely trigger increasingly violent market shocks7. Thus, this situation
of extreme concentration is a concern, be it rational (i.e. a change of economic paradigm / passive management) or
irrational, since it ultimately underlies in both cases either the disappearance of diversification, or the existence of a
bubble ready to burst (worse in certain respects than 1999); or worse, a chain reaction of both combined, for an
undetermined amount of time.

5. Conclusion
The prevailing performance engine that are “Megacaps” in the MSCI USA/World indices, their extreme concentration
levels and over-predominant industry sectors/countries make it very difficult to beat the index without mimicking or
exaggerating their construction biases. In other words, taking a diversified approach to building an equity portfolio would
not pay off in 2020. Will this year mark the peak of the recent market dislocation phenomenon? In any case, this
dislocation shakes up decades old and well-established investment principles: consideration for diversification, equity
fair valuation, risk premiums as in the old value management style. In this context, it would be interesting to reevaluate
the appropriate way of approaching these principles of asset management… today.

This article has been provided for information purposes only to professional clients as defined in the MiFID Directive. It
must not be used for retail investors. The provision of this material or reference to specific sectors or markets in his
article does not constitute investment advice or a recommendation or an offer to buy or sell any security. Investors
should consider the investment objectives, risks, and expenses of any investment carefully before investing. Views
expressed in this article as of the date indicated are subject to change and there can be no assurance that developments
will transpire as may be forecasted in this article.
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It is worth noticing that technology stocks do have a large amount of intangible assets making them more difficult to value. As a result, it is not
easy for investors to bet in a contrarian and market stabilizing ways.
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About Seeyond
Seeyond, an affiliate of Natixis Investment Managers, specializes in active quantitative portfolio management. By
adding active oversight to disciplined quantitative investment processes, Seeyond offers strategies that seek to
optimally reward risk in three core areas of expertise: equity strategies, multi-asset strategies, volatility & overlay
strategies. These strategies leverage Seeyond’s proprietary quantitative research.
Seeyond, a team of 26 recognized professionals with 18 years of industry experience on average, manages EUR 9
billion of assets1. Seeyond's solutions are marketed by the global Natixis Investment Managers’ distribution platform,
one of the largest asset managers in the world 2, and via the retail networks of Groupe BPCE, the second largest
banking group in France3.
> For further details: www.seeyond-am.com and
1 Source: Seeyond, as of 30/06/2020
2 Cerulli Quantitative Update: Global Markets 2019 ranked Natixis Investment Managers (formerly Natixis Global Asset
Management) as the 17th largest asset manager in the world based on assets under management as of 31/12/2018.
3 Source : BPCE S.A. – 31/12/2019

Natixis Investment Managers International
Registered Office: 43 Avenue Pierre Mendes France – 75013 Paris – France
Tel. +33 1 58 19 09 80
Limited Liability Company, Share Capital €51 371 060,28
Regulated by AMF under n°GP 90-009
Company Trade Registration (RCS) Number 329 450 738 Paris
Seeyond
Registered Office: 43 Avenue Pierre Mendes France – 75013 Paris – France
Tel. +33 1 58 19 09 80
A public limited company with capital of € 4 963 183
Regulated by AMF under n° GP 17000034
Company Trade Registration (RCS) Number 525 192 720 Paris
This document is destined for professional clients in accordance with MIFID. It may not be used for any purpose
other than that for which it was conceived and may not be copied, circulated or communicated to third parties in
part or in whole without the prior written authorization of Natixis Investment Managers International or Seeyond.
None of the information contained in this document should be interpreted as having any contractual value. This
document is produced purely for the purposes of providing indicative information. It constitutes a presentation
conceived and created by Natixis Investment Managers International or Seeyond from sources that it regards as
reliable. Natixis Investment Managers International and Seeyond reserve the right to modify the information
presented in this document at any time without notice and particularly the information concerning the description of
the management processes which does not in any way constitute a commitment on behalf of Natixis Investment
Managers International or Seeyond. Neither Natixis Investment Managers International nor Seeyond will not be held
responsible for any decision taken or not taken on the basis of information contained in this document, nor in the
use that a third-party may make of it. Figures mentioned refer to previous years. Past performance does not
guarantee future results. Reference to a ranking and/or a price does not indicate the future performance of the
UCITS or the fund manager. In the case of funds that qualify for a special tax status, we remind potential investors
that the special tax conditions depend on the individual situation of each customer and that such conditions may be
subject to future modification.
Under Natixis Investment Managers International’s social responsibility policy, and in accordance with the treaties
signed by the French government, the funds managed by Natixis Investment Managers International or Seeyond do
not invest in any company that manufactures sells or stocks antipersonnel mines and cluster bombs.
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Additional Notes

This material has been provided for information purposes only to investment service providers or other Professional
Clients or Qualified Investors and, when required by local regulation, only at their written request. This material must
not be used with Retail Investors. In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers
S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management company
that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws
and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180
Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy
Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan,
Italy. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB
88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany.
Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office:
Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration
number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111
35, Sweden. Spain: Natixis Investment Managers, Sucursal en España, Serrano n°90, 6th Floor, 28006 Madrid, Spain.
Belgium: Natixis Investment Managers S.A., Belgian Branch, Louizalaan 120 Avenue Louise, 1000 Brussel/Bruxelles,
Belgium. ● In France: Provided by Natixis Investment Managers International – a portfolio management company
authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009,
and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329
450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. ● In Switzerland: Provided by Natixis
Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office
in Zurich, Schweizergasse 6, 8001 Zürich. ● In the British Isles: Provided by Natixis Investment Managers UK Limited
which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office: Natixis
Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material
is intended to be made to persons as described as follows: in the United Kingdom: this material is intended to be
communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is
intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to
be communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial
Services Commission; in Jersey: this material is intended to be communicated to and/or directed at professional
investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only financial services
providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8
of the Insurance Act 2008. ● In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers
Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services are only available to
persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC,
and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person should act upon
this material. Registered office: Unit L10-02, Level 10 , ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United
Arab Emirates. ● In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co.,
Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C.
Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license
number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788. ● In Singapore: Provided by Natixis Investment Managers
Singapore Limited (company registration no. 199801044D) to distributors and institutional investors only. ● In Hong
Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors
only. ● In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No.
246830) and is intended for the general information of financial advisers and wholesale clients only. ● In New Zealand:
This document is intended for the general information of New Zealand wholesale investors only. This is not a regulated
offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors
who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers
Australia Pty Limited is not a registered financial service provider in New Zealand. ● In Latin America: Provided by
Natixis Investment Managers S.A. ● In Chile: Esta oferta privada se inicia el día de la fecha de la presente comunicación.
La presente oferta se acoge a la Norma de Carácter General N° 336 de la Superintendencia de Valores y Seguros de
Chile. La presente oferta versa sobre valores no inscritos en el Registro de Valores o en el Registro de Valores
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Extranjeros que lleva la Superintendencia de Valores y Seguros, por lo que los valores sobre los cuales ésta versa, no
están sujetos a su fiscalización. Que por tratarse de valores no inscritos, no existe la obligación por parte del emisor de
entregar en Chile información pública respecto de estos valores. Estos valores no podrán ser objeto de oferta pública
mientras no sean inscritos en el Registro de Valores correspondiente. ● In Colombia: Provided by Natixis Investment
Managers S.A. Oficina de Representación (Colombia) to professional clients for informational purposes only as
permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are rendered exclusively
outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than 100
specifically identified investors. ● In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated
financial entity, securities intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley
del Mercado de Valores) and is not registered with the Comisión Nacional Bancaria y de Valores (CNBV) or any other
Mexican authority. Any products, services or investments referred to herein that require authorization or license are
rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de
Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore the accuracy
of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the
laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference
contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment
management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority.
● In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised
and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or
offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. ● The above
referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse
line-up of specialised investment management and distribution entities worldwide. The investment management
subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which
they are licensed or authorised. Their services and the products they manage are not available to all investors in all
jurisdictions. It is the responsibility of each investment service provider to ensure that the offering or sale of fund shares
or third party investment services to its clients complies with the relevant national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not
constitute investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated
financial activity. Investors should consider the investment objectives, risks and expenses of any investment carefully
before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein
represent the views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings and
characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be
forecasted in this material. Although Natixis Investment Managers believes the information provided in this material to
be reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or completeness of
such information. May not be redistributed, published, or reproduced, in whole or in part. Amounts shown are expressed
in USD unless otherwise indicated.
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