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Are You Really Diversified?  

 

Key Takeaways 
• Investors who own stocks through an index fund like 

the S&P 500 or bonds via bond index funds often 

assume their portfolios are diversified and constant. 

• Market dynamics and the construction of indexes can 

lead to concentration in terms of stock weightings 

and/or shifts in risks over time reducing the potential 

for diversification benefits. 

Diversification is one of the foundations of investing.  

Investors who own stocks through an index fund like the 

S&P 500 or bonds via bond index funds often assume their 

portfolios are diversified. However, the construction of the 

indexes can lead to concentration in terms of stock 

weightings and/or shifts in risks over time.  To illustrate, 

let’s take a look at some of the commonly used indexes 

within portfolios.       

 

Let’s start with the S&P 500 index, which is a market-cap 

weighted index.  The index weights companies by 

multiplying the number of shares outstanding times the 

price per share. In other words, the bigger companies 

dominate the index weight.  As an example, let’s take a 

look at the impact of adding Tesla to the index.  On 

December 21st, Tesla will join the S&P 500 index.  Tesla 

shares are up more than 600%, with a market value of 

about $578 billion.  Jason Thomas, chief economist at 

AssetMark, cites its market value as more than double the 

combined values of Toyota, General Motors, Ford, and 

Fiat Chrysler1. Tesla will be the sixth-biggest company in 

the S&P 500.  To illustrate, the next chart by Michael 

Batnick, Director of Research at Ritholtz Wealth  

 

 

Source: Ritzholtz Wealth Management, for illustrative purposes 

 

Management, highlights how the extreme example of 

concentration after including Tesla impacts the 

composition of the index. The top six stocks would be 

equal in size to the 369 smallest stocks in the index.  To 

be clear, the chart is showing only the top 6 stocks and the 

bottom 369 (132-500), meaning stocks 7-131 are not 

shown2.   

 

In 2020, the pandemic has led to a winner-take-all 

scenario, with a handful of technology companies that are 

essential to remote work capturing nearly all the of market 

returns and thus a bigger chunk of the index.  The trend is 

not isolated to 2020.  Over the past five years, the 

concentration as indicated by the percentage weight of the 

 

Hypothetical contribution of top six stocks to S&P 500,  

as of December 2, 2020 
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top ten holdings in the S&P 500 index has increased from 

17% to 28%3.  

 

What about fixed income markets? 

Record- low interest rates have led to unprecedented 

issuance of bonds.  This has shifted the composition of the 

Bloomberg Barclays US Aggregate Index, the most 

commonly used broad bond market index.  In the chart 

below, J.P. Morgan highlights the percentage of 

Treasuries has decreased by 3% to 37%, while corporate 

bonds have increased by 3% to 28%4, since the start of 

the year. This shift means investors will have less 

exposure to safer investments, like Treasuries, that often 

act as a shock absorber to equity market volatility.   

  

What does this mean for investors? 

There are three key takeaways.  First, the point in sharing 

the shifts in indexes is meant to inform investors on the 

risks they own as passive investors. With increased equity 

concentration and a reduced Treasury allocation, investors 

could potentially be carrying higher risk.  Second, 

historically, concentration in equity market-cap indexes 

has lead to higher volatility.  In June 2000, the percentage 

of assets held by the S&P 500’s ten largest holdings 

temporarily rose above 25% and then fell over the next few 

years, driving higher market volatility5. Price decline in 

these top stocks could outweigh more robust performance 

from the broader market, thus driving higher volatility.  

Third, investors could consider adding an active approach 

within their stock and bond portfolios as a way to address 

these concerns.  

 

In this final issue, we wanted to say thank you and wish 

everyone a prosperous new year.
 

 
1 Savos.  
2 https://theirrelevantinvestor.com/2020/12/02/the-biggest-sp-500-addition-ever/ 
3 https://www.morningstar.com/articles/992504/the-sp-500-grows-ever-more-concentrated 
4 JPMorgan, weekly market update. 
5 https://www.morningstar.com/articles/992504/the-sp-500-grows-ever-more-concentrated 

IMPORTANT INFORMATION 

This is for informational purposes only, is not a solicitation, and should not be considered investment, legal or tax 

advice. The information in this report has been drawn from sources believed to be reliable, but its accuracy is not 

guaranteed, and is subject to change. Investors seeking more information should contact their financial advisor.  

Investing involves risk, including the possible loss of principal. Past performance does not guarantee future 

results. Asset allocation cannot eliminate the risk of fluctuating prices and uncertain returns. There is no guarantee 

that a diversified portfolio will outperform a non-diversified portfolio. No investment strategy, such as asset 

allocation, can guarantee a profit or protect against loss. Actual client results will vary based on investment 

selection, timing, market conditions, and tax situation. It is not possible to invest directly in an index. 
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