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The volatility of the last few months has been nearly 

unprecedented. Here, we aim to recap the action and 

hopefully provide some perspective to investors. 

                   April 2020 

RAPID FIRE ON HISTORIC MARKET CONCENTRATION  

In the last 40 years, the five largest US stocks have never been as big a weight in the S&P 500 as they are now. This “Big 

Five” of consumer-tech firms (Amazon, Apple, Microsoft, Facebook, and Alphabet) now represent ~20% of the index, 

approximately the same as the smallest ~350 companies. All five report earnings this week. What a time to be alive. 

This level of concentration tends to get people riled up, as it invokes comparisons to the dot-com and housing bubbles. It 

will assuredly generate a lot of media coverage over the coming weeks. And while I certainly don’t have all the answers, I 

do have a few opinions on this phenomenon. To keep from boring you, we’re going rapid fire: 

• Are there risks? Yes. The increasing power of these firms has 

drawn significant anti-trust sentiment from Washington. Larger 

weights also mean greater influence on returns; S&P performance 

will suffer if one of these major players underperforms. Narrower 

markets are wobblier, and can also indicate poor participation from 

the wider universe of public companies. 
 

• Does it make sense? In my opinion, yes. The Big Five are 

uniquely suited to this crisis, with products and services  tailormade 

for a pandemic lockdown. Online shopping, social media, 

smartphone addiction, music/video streaming, cloud computing (to 

facilitate work from home). These firms were already massive, but 

the pandemic accelerated trends already in place, resulting in 

relative outperformance and heavier weightings (for now). 
 

• Is this like the dot-com bubble? In my opinion, no. Not only do these “tech” firms generally produce tangible earnings 

and strong cash flow (unlike the dot-com bubble), but current valuation is well below the 1999 peak. By all accounts, retail 

participation and investor sentiment are far more muted today, as well. This crisis was never about an asset bubble. 
 

• Does this explain the chasm between the stock market and the economy? Yes, to an extent. The S&P 500 is tilted 

toward techy, consumer companies and healthcare firms. These stocks, because of the unique circumstances of the crisis 

(again, it’s a pandemic lockdown), have largely held up the best. Manufacturing, physical retail, and restaurants (to name 

a few) are some of America’s biggest employers, but are far less represented in market cap-weighted indexes. 
 

• What is the big takeaway? Know what you own. As we noted above, the S&P 500 (like most passive indexes) is market 

cap-weighted. This system is dynamic, rewarding recent winners and punishing recent losers as price movement leads 

to a larger or smaller weighting. The current level of concentration is high by recent standards, but it will ebb and flow as 

companies grow and flourish or fade and die.   

As always, we end by encouraging our readers to reach out to a Baird Financial Advisor. They are experts designed to help 

build resilient portfolios and wholistic financial plans, essentials needed now as much as ever. 
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should consider the contents of this report as a single factor 

in making an investment decision.  Additional fundamental and other analyses would be required to make an investment 

decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2020 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which 

Robert W. Baird Limited holds an ISD passport. 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   

 

 

 

 


