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Index concentration is one of the hottest topics today with much of the commentary surrounding the “magnificent seven”. At a
high level, the discussion around concentration tends to be one of active vs passive investment management. The case for going
passive tends to focus more on the challenge of active management to add value in such a market while the case for active tends
to focus more on the risks of cap weighted methodologies if/when the top performers slow down or revert. Secondarily there are
guestions around growth vs value and large cap vs small cap. The backdrop to these questions is Artificial Intelligence (Al), which
is widely considered to be the driving factor behind the outsized performance of the top tech names in the market. As a result,
much of the active/passive, large cap / small cap and growth / value debates surround Al and whether the “the market”, i.e., the
collective thoughts of all investors, have priced Al correctly (timing, magnitude, and company). Since we have no greater insight
into the future of Al than anyone else in the market, we’ll instead focus on the implications of market concentration on portfolio
construction.

Concentration, by almost any measure is at record levels. Here is one example going back to the mid 2000’s. Intuitively, it makes
sense that with such elevated levels of concentration, the way a manager handles the largest stocks will define their relative
performance vs the market index. For example, a manager who has excluded or underweighted the “magnificent seven” will likely
show underperformance this past year relative to the S&P 500 or a representative growth index.
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This year in particular has seen the largest stocks overwhelmingly drive the performance of the “market”. For example, while the
S&P 500 is up 10.66%, the median stock is down -2.72. Further, only 28% of constituents have outperformed the S&P 500 so far
this year.



Performance of S&P 500 Constituents
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This year has been starkly different from the last 20 years where we saw a more even distribution among out and under performers.
Outside of 2020 where 34% of stocks outperformed the S&P 500 Index, we have to go back to the late 1990’s to find another period
with such narrow leadership.
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The implication is that it’s challenging today for active but could be a “stock pickers market” going forward as concentration
(potentially) reverts to average levels. This of course assumes that reversion of concentration would be driven by
underperformance of those same top 5-10 names. To be clear, no one knows what will happen going forward. But if we look at
the historical performance of active managers across different regimes of concentration and individual stock performance, we get
some interesting insights.

So far this year, 68% of active large cap managers have underperformed the S&P 500. In 2022, 44% underperformed; in 2021, 79%
underperformed; and in 2020, 67% underperformed. Concentration has been high since 2020 as the first chart above illustrates.
Further, in 2022, more than 50% of stocks outperformed the index, while just under half outperformed in 2021, despite high
concentration numbers. Interestingly, in the years where concentration was lowest, 2013-2015, relative performance numbers for



active managers were similar (49%, 79% and 76% respectively underperformed). In these years, we saw about 50% of constituents
outperform the index.
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At a high level then, neither the level of concentration, nor the number of stocks outperforming the index should lead to a
conclusion that an investor or allocator should just change the active/passive mix in a portfolio. In fact, as we’ve seen throughout
history, broad brush statements such as “it’s a stock pickers market”, masks the fact that to be successful, a manager must get the
name right, the timing right and the magnitude of investment right. And for an allocator, there’s the added risks of selecting the
right manager and timing the investment in that manager correctly. It’s also not as simple as throwing up our hands and defaulting
to passive in large cap US equities. In reality, there is much more nuance behind the decision to go active or passive in large cap
US equities, or as in any market.

The question of course is what we should do, if anything. It’s likely not as simple as using the S&P 500 Equal Weight index to
mitigate the risk of the “magnificent seven” reversing course. It’s also not as simple as going all active or all passive across client
portfolios. Finally, there are secondary questions regarding factor tilts (intended or unintended), regional tilts and asset class tilts.
Because of the many considerations involved with improving the chances for outperformance, success ultimately comes down to
manager selection and identifying the key attributes that enhance the ability to generate and deliver outperformance net of all
fees. The decision to do something also depends on whether the current portfolio is constructed to align with the asset owners’
short and long-term goals. If the answer is yes, then the discussion around the impact of index concentration should be nothing
more than an interesting academic debate.



Past performance is not indicative of future results. Index performance returns do not reflect any management fees, transaction
costs, or expenses. Indices are unmanaged and cannot be invested in directly. Current performance data may be higher or lower
than actual data quoted. Performance for periods greater than 1 year is annualized. This document was prepared without regard
to the specific objectives, financial situation, or needs of any particular person or entity who may receive it. This analysis is for
informational purposes only and is not intended to be an offer, solicitation, or recommendation with respect to the purchase or
sale of any security, nor a recommendation of services supplied by any investment organization and does not include all factors
that should be considered when choosing an investment advisor or strategy. This presentation is not investment, legal, tax, or
accounting advice. Investors should consult with their own professional advisors for advice on any investment, legal, tax, or
accounting issue(s). While the information contained herein highlights important data, it does not purport to highlight all
dimensions of risk. The information provided herein is based on matters as they exist as of the date of preparation, or otherwise
indicated throughout the presentation, and not as of any future date, and will not be updated or otherwise revised to reflect
information that subsequently becomes available, or circumstances existing or changes occurring after the date hereof. No
representations are made as to the accuracy or completeness of the information set forth in these materials. LCG reserves the
right at any time and without notice to change, amend, or cease publishing the information. If this data is reproduced, in whole or
in part, in any form, the following reference language must be utilized “Source Information: Compiled By: LCG Associates, Inc.;
Bloomberg.” LCG has not received any compensation related to the collection or distribution of this data.

BLOOMBERG?® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS®
is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or
Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor
Barclays approves or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any
warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall
have any liability or responsibility for injury or damages arising in connection therewith.

The S&P 500 and Dow Jones Industrial Average (“Indexes”) and associated data are a product of S&P Dow Jones Indices LLC, its
affiliates and/or their licensors and has been licensed for use by LCG Associates. © 2021 S&P Dow Jones Indices LLC, its affiliates
and/or their licensors. All rights reserved. Redistribution or reproduction in whole or in part are prohibited without written
permission of S&P Dow Jones Indices LLC. For more information on any of S&P Dow Jones Indices LLC’s indices please visit
www.spdji.com. S&P® is a registered trademark of Standard & Poor’s Financial Services LLC (“SPFS”) and Dow Jones® is a registered
trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). Neither S&P Dow Jones Indices LLC, SPFS, Dow Jones, their
affiliates nor their licensors (“S&P DJI”) make any representation or warranty, express or implied, as to the ability of any index to
accurately represent the asset class or market sector that it purports to represent and S&P DJI shall have no liability for any errors,
omissions, or interruptions of any index or the data included therein.



