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"Concentration?"
“Active funds are now 71% overweight in the FANG companies after making the biggest move from value to growth since
2008.”
. . . Bank of America
Andrew and I have been traveling a lot recently and are getting the same question from both individual investors and
professional investors. The question goes something like this: “The 10 largest market capitalization stocks are ‘driving’ the
overall stock market’s performance. For those of us old enough to remember, it is very reminiscent of the nifty-fifty phase of
an era gone by. That nifty-fifty craze did not end well, so can it be any different this time, especially given the current lofty
valuation levels?” Speaking to this point is Strategas’ Chris Verrone writes, “The combined weight of the 10 largest in the S&P
500 is only 19%, still below the long-term average (20%) and not even in the ballpark of what we saw in 1999 (27%).”
Concentration was an American television game show based on the children’s memory game of the same name. Matching
cards represented prizes that contestants could win. As matching pairs of cards were gradually removed from the board, it
would slowly reveal elements of a rebus puzzle that contestants had to solve to win a match (Concentration). In this case,
however, we are not referring to the game show, but rather, the ubiquitous notion that, “The 10 largest market capitalization
stocks are ‘driving’ the overall stock market’s performance.” We have often addressed this “concentration” point, most
recently in the last two weeks. Piqued by our comments, the uber smart Lawrence Hamtil (Fortune Financial Advisors LLC)
pinged me and we began an exchange of emails on the subject. In one of those emails, Lawrence included an article he
recently scribed and gave me permission to reproduce it in one of these missives. The individual stock names in his article
have been removed because, under the new Department of Labor regulations (The DOL Rule) evidentially we cannot mention
any stocks in these reports. Here’s what Lawrence wrote:
In "Relative Equity Valuations, Diversification, and Creative Destruction," I argued that one of the main attributes of
the U.S. equity market, - one that warrants it a premium to other global markets, - is its dynamism, which almost
ensures that the leadership of the market, whether by sector, industry, or company, is constantly changing. The
practical effect of this is that investors in U.S. equities, unlike most of their foreign counterparts, are not relying on
the same handful of companies that have dominated other markets for years, if not generations. An additional result
of this innate market dynamism is that the ability of only a few giant companies to dominate the market is checked
by the creative destruction that serves as a kind of automatic rebalancing mechanism for the market.
To follow up on that theme, I wanted to share a few data points that illustrate that even though the feeling is that
the U.S. market (as gauged by the S&P 500 index) is currently dominated by several megacaps the reality is that the
current market weightings are fairly average, and perhaps even less top-heavy than it has been in the recent past.
First of all…the current weighting of the top ten S&P 500 components is a little more than 20%, with [one stock]
holding the top spot at 3.73%.
This seems fairly concentrated at the top until it is revealed that from 1980 through 2014 (the latest for which I have
data), the average weighting of the top ten S&P 500 components was about 20.5%. The current structure is nothing
remarkable:
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Regarding the S&P 500's heavy concentration in [the top market cap stock], this, too, is nothing remarkable. From
1980 through 2014, the average weighting of the S&P 500's top position was about 3.8%:

To demonstrate further just how average the current market weighting actually is, one can examine the spread in
terms of market weighting between the top component and the tenth-ranked component. The current tenthweighted component, is about 2.57%. From 1980 - 2014, the average spread has been about 2.4%.
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Even though the top portion of the market is remarkably average in terms of size and weighting, there is a legitimate
argument to make that growing sectors such as technology are crowding out smaller sectors such as materials and
utilities, leaving the market much less balanced on a sector basis than it has been historically. Furthermore,
technology companies currently make up about 11% of the top ten of the S&P 500, which is only below 1999 in
terms of weighting, when the technology sector made up more than 29% of the S&P 500.
Investors, - particularly those of the passive variety who structure their global portfolios purely based on market
capitalization, - would be prudent to consider these factors when structuring their portfolios. Many emerging
market portfolios benchmark against the MSCI Emerging Market Index, and as a result, they are likely to have high
information technology exposure, given that information technology now composes one-fourth of the MSCI EM
Index, which is a larger IT weighting than even that within the S&P 500.
We think Lawrence’s comments are right on point and should put to rest the universal concerns about “over concentration.”
As for the “valuation” question, in past letters we have addressed the reason valuations should be higher than the historic
norm (more high-growth, high-margin companies in the S&P 500; the tectonic shift from tangible assets to intangible assets;
etc.), but the most pushback we get is about the price to earnings multiple (P/E). Granted, just looking at the current P/E ratio
on historic bases suggests stocks are expensive. However, as we have pointed out, removing the aberrational low P/Es of the
1970s and 1980s, and beginning in 1990, the S&P 500 average P/E is 23.85. Yet the stock market’s P/E has proven to be not a
good predictor of the market future direction. The first problem when using the P/E as a valuation metric is defining which
“E” (earnings) to use (GAAP, core, trailing, forward, NTM, as reported earnings, etc.). Second, many investors think an
average P/E of below 13 is “cheap” and above 18 is “expensive.” However, this ignores that the current P/E ratio should be
based on interest rates. Then there are other metrics like tax rates, inflation, regulations, etc. that determine what the
current P/E ratio should be! As stated, in studying P/Es over the years, one finds, “The stock market’s P/E has proven to be
not a good predictor of the market future direction.” For example, a bear market began in 1980 when the P/E ratio on the
S&P 500 was 9.5 . . . QED.
The call for this week: The S&P 500’s chart pattern is all “coiled up” again (see chart on following page). As the uber smart
Jason Goepfert, of SentimenTrader fame, notes:
All coiled up, again. The S&P 500 has gone nowhere since it broke out to a new high three weeks ago. Its range over
the past three weeks is one of the tightest-ever following a breakout. That's normally considered a bullish
consolidation pattern, but even over the past few years, there were a couple of exceptions to that theory.
Historically, how the S&P performed over the next two weeks had a big say in how much it returned over the next
year.
We think, consistent with our models’ readings, that the upside chart breakout of three weeks ago is for real. Our models
suggest this is the case, and our reading of the stock market’s “internal energy” continues to telegraph there is the potential
for a decent upside move from here despite what the negative nabob’s “valuation models” believe. This morning, well that’s
not entirely correct, for we are recording this on Sunday night, without the benefit of tomorrow’s news (or future’s pricing
readings) because we are speaking at an event. Nevertheless, at 11:00 p.m. Sunday night, the pre-opening S&P 500 futures
are “up” and the equity markets look higher into the end of the quarter and the July 4th holiday.

© 2017 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.

International Headquarters: The Raymond James Financial Center | 880 Carillon Parkway | St. Petersburg, Florida 33716 | 800-248-8863

3

Raymond James

Investment Strategy

© 2017 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.

International Headquarters: The Raymond James Financial Center | 880 Carillon Parkway | St. Petersburg, Florida 33716 | 800-248-8863

4

Raymond James

Investment Strategy

Important Investor Disclosures
Raymond James & Associates (RJA) is a FINRA member firm and is responsible for the preparation and distribution of research created in
the United States. Raymond James & Associates is located at The Raymond James Financial Center, 880 Carillon Parkway, St. Petersburg,
FL 33716, (727) 567-1000. Non-U.S. affiliates, which are not FINRA member firms, include the following entities that are responsible for
the creation and distribution of research in their respective areas: in Canada, Raymond James Ltd. (RJL), Suite 2100, 925 West Georgia
Street, Vancouver, BC V6C 3L2, (604) 659-8200; in Europe, Raymond James Euro Equities SAS (also trading as Raymond James
International), 40, rue La Boetie, 75008, Paris, France, +33 1 45 64 0500, and Raymond James Financial International Ltd., Broadwalk
House, 5 Appold Street, London, England EC2A 2AG, +44 203 798 5600.
This document is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident of or located in
any locality, state, country, or other jurisdiction where such distribution, publication, availability or use would be contrary to law or
regulation. The securities discussed in this document may not be eligible for sale in some jurisdictions. This research is not an offer to sell
or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital
may occur. Investors should consider this report as only a single factor in making their investment decision.
For clients in the United States: Any foreign securities discussed in this report are generally not eligible for sale in the U.S. unless they are
listed on a U.S. exchange. This report is being provided to you for informational purposes only and does not represent a solicitation for the
purchase or sale of a security in any state where such a solicitation would be illegal. Investing in securities of issuers organized outside of the
U.S., including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting
requirements of, the U.S. Securities and Exchange Commission. There may be limited information available on such securities. Investors who
have received this report may be prohibited in certain states or other jurisdictions from purchasing the securities mentioned in this report.
Please ask your Financial Advisor for additional details and to determine if a particular security is eligible for purchase in your state.
The information provided is as of the date above and subject to change, and it should not be deemed a recommendation to buy or sell
any security. Certain information has been obtained from third-party sources we consider reliable, but we do not guarantee that such
information is accurate or complete. Persons within the Raymond James family of companies may have information that is not available
to the contributors of the information contained in this publication. Raymond James, including affiliates and employees, may execute
transactions in the securities listed in this publication that may not be consistent with the ratings appearing in this publication.
Raymond James (“RJ”) research reports are disseminated and available to RJ’s retail and institutional clients simultaneously via electronic
publication to RJ's internal proprietary websites (RJ Investor Access & RJ Capital Markets). Not all research reports are directly distributed
to clients or third-party aggregators. Certain research reports may only be disseminated on RJ's internal proprietary websites; however
such research reports will not contain estimates or changes to earnings forecasts, target price, valuation, or investment or suitability
rating. Individual Research Analysts may also opt to circulate published research to one or more clients electronically. This electronic
communication distribution is discretionary and is done only after the research has been publically disseminated via RJ’s internal
proprietary websites. The level and types of communications provided by Research Analysts to clients may vary depending on various
factors including, but not limited to, the client’s individual preference as to the frequency and manner of receiving communications from
Research Analysts. For research reports, models, or other data available on a particular security, please contact your RJ Sales
Representative or visit RJ Investor Access or RJ Capital Markets.
Additional information is available on request.

Simple Moving Average (SMA) - A simple, or arithmetic, moving average is calculated by adding the closing price of the security for a number
of time periods and then dividing this total by the number of time periods.
Exponential Moving Average (EMA) - A type of moving average that is similar to a simple moving average, except that more weight is given to
the latest data.
Relative Strength Index (RSI) - The Relative Strength Index is a technical momentum indicator that compares the magnitude of recent gains to
recent losses in an attempt to determine overbought and oversold conditions of an asset.
International securities involve additional risks such as currency fluctuations, differing financial accounting standards, and possible
political and economic instability. These risks are greater in emerging markets.
Small-cap stocks generally involve greater risks. Dividends are not guaranteed and will fluctuate. Past performance may not be indicative
of future results.
Investors should consider the investment objectives, risks, and charges and expenses of mutual funds and exchange-traded funds
carefully before investing. The prospectus contains this and other information about mutual funds and exchange –traded funds. The
prospectus is available from your financial advisor and should be read carefully before investing.

© 2017 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. All rights reserved.

International Headquarters: The Raymond James Financial Center | 880 Carillon Parkway | St. Petersburg, Florida 33716 | 800-248-8863

5

Raymond James

Investment Strategy

For clients in the United Kingdom:
For clients of Raymond James Financial International Limited (RJFI): This document and any investment to which this document relates
is intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or Professional Clients
as described in the FCA rules or persons described in Articles 19(5) (Investment professionals) or 49(2) (High net worth companies,
unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) or any
other person to whom this promotion may lawfully be directed. It is not intended to be distributed or passed on, directly or indirectly, to
any other class of persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who
would be classified as Retail Clients.
For clients of Raymond James Investment Services, Ltd.: This report is for the use of professional investment advisers and managers and
is not intended for use by clients.
For purposes of the Financial Conduct Authority requirements, this research report is classified as independent with respect to conflict of
interest management. RJFI, and Raymond James Investment Services, Ltd. are authorised and regulated by the Financial Conduct
Authority in the United Kingdom.
For clients in France:
This document and any investment to which this document relates is intended for the sole use of the persons to whom it is addressed,
being persons who are Eligible Counterparties or Professional Clients as described in “Code Monétaire et Financier” and Règlement
Général de l’Autorité des Marchés Financiers. It is not intended to be distributed or passed on, directly or indirectly, to any other class of
persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who would be
classified as Retail Clients.
For clients of Raymond James Euro Equities: Raymond James Euro Equities is authorised and regulated by the Autorité de Contrôle
Prudentiel et de Résolution and the Autorité des Marchés Financiers.
For institutional clients in the European Economic Area (EEA) outside of the United Kingdom:
This document (and any attachments or exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be
submitted.
For Canadian clients:
This report is not prepared subject to Canadian disclosure requirements, unless a Canadian analyst has contributed to the content of the
report. In the case where there is Canadian analyst contribution, the report meets all applicable IIROC disclosure requirements.
Proprietary Rights Notice: By accepting a copy of this report, you acknowledge and agree as follows:
This report is provided to clients of Raymond James only for your personal, noncommercial use. Except as expressly authorized by
Raymond James, you may not copy, reproduce, transmit, sell, display, distribute, publish, broadcast, circulate, modify, disseminate or
commercially exploit the information contained in this report, in printed, electronic or any other form, in any manner, without the prior
express written consent of Raymond James. You also agree not to use the information provided in this report for any unlawful purpose.

This is RJA client

releasable resear ch

This report and its contents are the property of Raymond James and are protected by applicable copyright, trade secret or other
intellectual property laws (of the United States and other countries). United States law, 17 U.S.C. Sec.501 et seq, provides for civil and
criminal penalties for copyright infringement. No copyright claimed in incorporated U.S. government works.
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