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SUMMARY

The rapid equity market rebound following the historic drawdown in March 2020 has 

been anything but expected. Investors have continued to support mega-cap growth 

stocks which appear to be significantly overvalued by a number of different measures. 

Investor preference for these largest cap companies continues a momentum cycle that 

has surged since 2018. Market activity has been driven by a combination of factors 

ranging from the interest in indexing to optimistic outlooks for technology and internet-

related stocks. With multiple indicators signaling significant risk based on historical 

trends, investors would be prudent to prepare for a market correction and shift to a more 

valuation-based assessment of the currently in-favor growth stocks. Our analysis reviews 

the ever-increasing market concentration and potential for a cyclical shift that would 

reduce the dominance of today’s market leaders.¹

¹The approach throughout the paper is to use the maximum amount of data possible from various sources. 
As a result, starting dates for exhibits may differ due to availability of data from a particular source. 
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TODAY’S CONTEXT: 
A MARKET OF EXTREMES
Any assessment of market conditions must start 
with a clear view of current trends set in the context 
of historical patterns. Today, the most-followed equity 
indexes have become increasingly concentrated,  
with just a handful of companies driving performance. 
Technology and internet-related companies (including 
Amazon) now represent 38 percent of the S&P 500 
index, as shown in Exhibit 1, which charts the weights 
of these stocks (as illustrated by the orange line),  
as they were tracked before the GICS reclassification 
in 2018. 

The concentration shown in Exhibit 1 is more 
pronounced than the similar pattern experienced in 
late 1999 and early 2000, when a set of the largest 
companies had driven up indexes ahead of a decline 
that began in March 2000 through 2002. 

In fact, since 2018, just five companies in this 
concentrated environment have accounted for 
approximately half of the performance for the S&P 
500, Russell 1000 and Russell 1000 Growth indexes, 
as shown in Exhibit 2.

The runaway performance of a handful of growth 
stocks driving the indexes is in large part a result of 
the common index methodology of weighting stocks 
by market capitalization. The cap-weighted indexes 
constructed in this way have a price momentum bias. As 
a stock price climbs higher, the stock receives a greater 
weight in the index. Conversely, as a stock declines in 
value, its relative weight in the index becomes lower. 
Investors must be aware of the resulting concentration 
risk when constructing their portfolios.

With these growth stocks dominating, the market 
also has experienced extremes in the differences 
between equity style returns. Exhibit 3 shows the wide 
dispersion between growth and value styles. Total 
returns for stocks only in the Russell Top 200 Growth 

Sources:  Glenmede Investment Management LP and Fact Set                 As of 9/30/2020
Past performance is not indicative of future results.

EXHIBIT 1:  S&P 500 Index Concentration

Sources:  Glenmede Investment Management LP and Fact Set                 As of 9/30/2020
Past performance is not indicative of future results.

EXHIBIT 2:  Index Growth Drivers

Average Index Weight

Total  
Return

S&P  
500

Russell  
1000

Russell  
1000  

Growth

Apple Inc. 4.3 4.0 7.7 184.0

Microsoft Corporation 4.2 3.7 7.1 155.9

Amazon.com, Inc. 3.2 2.9 5.6 169.2

Alphabet Inc. Class A 1.5 1.4 2.6 39.1

Alphabet Inc. Class C 1.5 1.4 2.6 40.4

Facebook 1.8 1.7 3.2 48.4

Avg Benchmark Weight (%) 16.6 15.0 28.7

Weighted Average Return (%) 132.7 133.1 133.3
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Index exceeded those that were only in the Russell 
Top 200 Value Index by approximately 61 percent 
for the 12 months ending September 30, 2020. This 
outperformance was even higher than the nearly 34 
percent gap between large growth and large value 
stocks in 1999 during the peak of the internet bubble. 

Even among growth stocks of different sizes, there 
are significant gaps between performance results. 
Stocks only in the Russell Mid Cap Growth Index and 
Russell 2000 Growth Index both delivered healthy total 
returns of 32.8 percent and 18.1 percent, respectively. 
However, those results were far less than the 
performance for the large cap growth stocks. While 
this disparity may provide an opportunity for active 
managers, investors need to be prepared for the risk 
that this measure signals.

A number of drivers are behind the differences in 
return for the largest cap growth and value stocks. 
In particular, investor “herding” behavior has become 
pronounced. The price movements during the 9-month 

period ending September 30, 2020 of the MAGNA 
stocks (Microsoft, Apple, Alphabet, Netflix and 
Amazon) are highly correlated at about 0.7, which is 
significantly above the 0.4 correlation for the average 
stock within the S&P 500. 

Additionally, the annual Russell reconfiguration 
in June 2020 has contributed to the market 
concentration risk. As a result of the changes, only 
435 companies now make up the Russell 1000 
Growth Index, the fewest in its history. Just 10 
companies represent more than 45 percent of the 
index. The Russell 1000 Index also has become 
heavily skewed following the reset. Its 41 large cap 
growth companies currently represent approximately 
4.1 percent of the constituents, but 29 percent of the 
index weight.

WEAK FOUNDATIONS 
FOR TODAY’S VALUATIONS
The concentration and ever-increasing climb in 
mega-cap growth stock prices is not supported 
by rational valuation measures. Investors favoring 
these largest growth stocks must have extremely 
optimistic future expectations during the current 
health and economic crises. This ongoing trend 
should concern investors, especially those who 
have flocked to these equities recently. 

A review of fundamentals for the five mega caps 
making up approximately 23 percent of the S&P 500 
Index’s total market value does not provide a basis 
for recent pricing. These five stocks represent about 
5 percent of the employees, 8 percent of revenues, 14 
percent of free cash flows and 19 percent of earnings, 
as shown in Exhibit 4.
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Sources:  Glenmede Investment Management LP and Fact Set                 As of 9/30/2020
Indexes are used as proxies for particular market styles and are intended to be illustrative of 
performance of those styles over the indicated period. Not a recommendation of any particular 
securities. You cannot invest in an index.  Past performance is not indicative of future results.

EXHIBIT 3:  Russell Style Performance²
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LG – Growth stocks in Russell Top 200 Growth Index
LB – Stocks in Russell Top 200 Growth and Value Indexes  
LV – Value stocks in Russell Top 200 Value Index

MG – Growth stocks in Russell Mid Cap Growth Index
MB – Stocks in Russell Mid Cap Growth and Value Indexes 
MV – Value stocks in Russell Mid Cap Value Index

SG – Growth stocks in Russell 2000 Growth Index
SB – Stocks in Russell 2000 Growth and Value Indexes  
SV – Value stocks in Russell 2000 Value Index 
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Total Returns for 12 Months Ending September 30, 2020
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The same is true for the valuation premium in the 
five largest stocks in the Russell 1000. This group of 
companies trades at a 48 percent premium relative to 
the index based on forward price/earnings ratios. The 
price/sales ratio of 7.5 for these stocks is about triple 
that same measure for the overall index.

Additionally, we see significant gaps in valuation 
measures when comparing equal- and cap-weighted 
constructions of the Russell 1000 Index. Exhibit 5 
shows that as of September 30, 2020, the Russell 
1000 Index was near its widest premium in the last 
10 years relative to an equal-weighted set of stocks 
using valuation measures such as price/book, price/
sales, forward price/earnings and dividend yield. 
In fact, the index was at the 90th+ percentiles for 
four valuation measures looking back to 1993. This 
analysis provides insights into the inflated prices in 
the market cap-weighted indexes.

Sources:  FactSet, S&P; Top 5 includes FB, AAPL, AMZN, MSFT, GOOG and GOOGL                
Past performance is not indicative of future results.                    As of 9/30/2020

EXHIBIT 4:  Relative Fundamentals
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EXHIBIT 5:  Valuation Premiums
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EQUITY STYLE PERFORMANCE 
IS CYCLICAL
As today’s markets push to new extremes in many 
measures, a look back over historical data provides 
a reminder that cyclical patterns often emerge. The 
timing and scale of cyclical shifts are hard to predict, 
but investors should keep the market’s mean reverting 
behavior top of mind.    

The cyclical nature of equity markets is shown 
in Exhibit 6 which compares the performance 
of U.S. stocks on an equal-weighted basis since 
1946. The chart in Exhibit 6 illustrates that value  

stocks, as defined by high book/price ratios, have 
outperformed low price/book stocks in about 72 
percent of rolling 12-month periods. The excess 
return in those periods has averaged 10.1 percent. 
In 12-month periods after low book/price stocks 
outperformed high book/price stocks by more than 15 
percent, we see that high price/book stocks typically 
rebounded to lead performance in the next 12 months 
81 percent of the time with an average spread of nearly 
19 percent.
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EXHIBIT 6: Equity Style Cyclicality

*Relative Book/Price Performance based on Top and Bottom Quintile Returns of stocks on NYSE, AMEX or NASDAQ (Book-to-market, equal weight)                 Data through 9/30/2020 
Source: https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html                                    

Subsequent 12-Month Performance
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Performance* 
Prior 12-M
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Occurrence

Book/Price - Top vs. Bottom Quintile Book/Price - Top Quintile Book/Price - Bottom Quintile

Average  
Spread

Positive  
Frequency

Average  
Return

Positive  
Frequency Average Return Positive  

Frequency

All 897 10.1% 72.1% 20.7% 77.4% 10.6% 70.1%

>15% 363 12.3% 77.1% 23.8% 83.7% 11.5% 72.2%

>0% 659 10.6% 74.5% 21.3% 79.8% 10.8% 72.5%
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On average, the duration of these value versus growth 
cycles is approximately four years. Exhibit 7 charts 
19 equity-style cycles since 1946 based on rolling 
12-month relative book/price performance of the top 
versus bottom quintiles. Value cycles in this analysis 
are defined as six or more consecutive months of 
outperformance followed by negative 12-month returns. 

The average drawdown period for value stocks 
was about 27 months with an average 12-month 

underperformance versus growth stocks of about 15 
percent. After reaching a bottom, the average recovery 
period for value stocks was approximately 22 months 
with an average 12-month excess return of more than 
30 percent relative to low book/price stocks. The most 
recent value drawdown period lasted approximately 
40 months as shown by the orange line on the chart in 
Exhibit 7. Overall, value recovery periods have tended 
to be shorter and stronger than drawdown periods. 

Duration in Months Relative 12-M Return (%)
Average Min Max Average Min Max

Total Length of Value Cycle 48 17 107
Drawdown Periods 25 10 76 -14.7 -46.8 -2.2
Recovery Periods 22 5 61 30.7 6.2 45.5

EXHIBIT 7: Value/Growth Cycles

*Relative Book/Price Performance based on Top versus Bottom 12-Month Quintile Returns of stocks on NYSE, AMEX or NASDAQ (Book to market, equal weight).  
Value cycles defined as six or more consecutive months of outperformance, followed by negative returns.
Source: https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html                                                Data through 9/30/2020
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A similar cyclicality emerges when examining historical 
data for the five largest constituents of the S&P 500. In 
February 2000, five stocks had a 65 percent average 
gain for the prior 12 months, but in a reversal of fortune, 
that same group of companies had an average decline 
of -28 percent during the subsequent 12 months. 

While the focus today is mainly on technology stock 
movements, these trends are not just characteristic 
of just one sector. In the mid-2000s, financial sector 
stocks increased to more than 22 percent of the S&P 
500 market capitalization. By year end 2008, the 
market capitalization of the financial sector fell to just 
13 percent of the index. 

This fluidity means that there is a continuous shifting 
of the stocks ranking in the top 10 constituents of the 
S&P 500. The annual turnover of the S&P 500’s top 10 
members has been approximately 18 percent versus 6 
percent for the overall index since 1993. 

Our current cycle may be reaching a peak based on 
an examination of the performance of average stock 
and the cap-weighted indexes. There is significant 
dispersion over rolling 12-month periods through 
market cycles, as illustrated in Exhibit 8. Equally 
weighted portfolio performance reached cyclical 
highs for the 12-month periods ending February 2001 
and February 2010. More recently, results have been 
challenging, with the average stock underperforming 
the cap-weighted index by -12.7 percent over the 12 
months ended September 30, 2020. This reversal 
has resulted in the widest gap for average stock 
performance since the 12 months ended March 1999.

LOOKING AHEAD
Market, economic and public health uncertainties 
have created a wide range of opinions about what the 
future holds for the markets as well as a questioning 
of traditional signals and measures for future asset 
allocation planning. 

The fundamental question is whether the market’s 
current mega cap growth leaders will continue to 
outperform other companies. It seems difficult to 
rationalize that the elevated earnings growth of 
these largest companies can continue in perpetuity 
and outpace others to justify their overweighting 
in the benchmark indexes. As analysis shows, few 
companies have consistently maintained their relative 
top ten ranking for an extended time period. In our view 
of historical performance, cyclicality has been real.
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Sources:  Glenmede Investment Management LP and FactSet                  As of 9/30/2020 
(S&P 500 Index and S&P 500 Equal-weighted Index)                 
Past performance is not indicative of future results.

EXHIBIT 8:  Equal Versus Cap-Weighted Performance Cycles

-12.7%

-20%

-10%

0%

10%

20%

30%

1990 1995 1999 2003 2007 2011 2015 2020

S&
P 

50
0 

Eq
ua

l v
er

su
s 

Ca
p-

W
ei

gh
te

d 
12

-M
 S

pr
ea

d 

Average

+2 St Dev

+1 St Dev

-1 St Dev

-2 St Dev

S&P 500 Equal versus Capitalization-Weighted Indexes
Relative 12-Month Total Returns

December 31, 1990 Through September 30, 2020



08

Overall, we see that when data is analyzed through a 
longer-term lens, more consistent patterns emerge 
repeatedly that can be explained through a reliance 
on fundamentals and disciplined valuation. Active 
management strategies can help investors prepare 
for and take advantage of the opportunities presented 
over time by market cyclicality. In fact, a dollar invested 
at the start of 1958 in an equally-weighted portfolio 
would have grown to $647 versus $166 for the cap-

weighted S&P 500 Index. In our view, passively 
investing in market cap-weighted indexes subjects 
investors to significant risks.

By acknowledging the concentration risk in the 
markets, embracing fact-based valuations and 
employing portfolio optimization techniques, investors 
can appropriately position themselves with confidence 
for the longer term.

All data is as of 9/30/2020 unless otherwise noted. Opinions represent those of Glenmede Investment Management, LP (GIM) as of the date of this report and 
are for general informational purposes only. This document is intended for sophisticated, institutional investors only and is not intended to predict or guarantee 
the future performance of any individual security, market sector or the markets generally. GIM’s opinions may change at any time without notice to you.

Any opinions, expectations or projections expressed herein are based on information available at the time of publication and may change thereafter, and actual 
future developments or outcomes (including performance) may differ materially from any opinions, expectations or projections expressed herein due to various 
risks and uncertainties. Information obtained from third parties, including any source identified herein, is assumed to be reliable, but accuracy cannot be assured. 
This paper represents the view of its authors as of the date it was produced, and may change without notice. There can be no assurance that the same factors 
would result in the same decisions being made in the future. In addition, the views are not intended as a recommendation of any security, sector or product. 
Returns reported represent past performance and are not indicative of future results. Actual performance may be lower or higher than the performance set forth 
above. For institutional adviser use only, not intended to be shared with retail clients.

The S&P 500 Index is a broad based unmanaged index of 500 stocks, which is widely recognized as representative of the equity market in general. The Russell 
1000 Index is an unmanaged, market-capitalization-weighted total return index comprised of the largest 1,000 companies in the Russell 3000 Index. This 
unmanaged index is a total return index with dividends reinvested. The Russell 1000 Growth Index is an un-managed, market-capitalization-weighted total return 
index comprised of securities in the Russell 1000 Index with greater than average growth orientation. This unmanaged index is a total return index with dividends 
reinvested. One cannot invest directly in an index.

ABOUT GLENMEDE INVESTMENT 
MANAGEMENT LP
Glenmede Investment Management LP (“GIM”) is a 
boutique asset management firm offering actively 
managed equity, fixed-income and alternative 
strategies. The firm serves a global client base of 
institutions, consultants and advisors through tenured 
teams and consistent decision-making processes. 
GIM fulfills its commitment to clients by following core 
principles such as delivery of dynamic high-quality 
solutions, direct access to portfolio managers and 
transparency from investment philosophy through 
portfolio construction.

Headquartered in Philadelphia, GIM delivers investment 
strategies through separately managed accounts and 
mutual funds. For further information, please visit  
http://www.glenmedeim.com.
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