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“Most people get interested in 

stocks when everyone else is. The 

time to get interested is when no 

one else is. You can't buy what is 

popular and do well.”
Warren Buffett
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Inherent universal truths  - that also apply to indexation

• Investors (and markets) take things to extremes (no, to “great extremes”)

• Investors lack patience

• No investment strategy is a strategy for all times

• Winning, outperforming is . . . so seriously easy

• Just take advantage of the above three

• Be on the other side . . . of the above three behaviors

• It is so easy . . . so assured . . . and yet, so hard
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The problems with index funds

• Largest stocks “always” underperform

• Industry sector overweighting and excessive dominance

• Zombies

• Bear markets
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The problems with index funds

• Largest stocks “always” underperform

• Holds in the U.S.

• Holds outside the U.S.

• Holds globally

• Industry sector overweighting and excessive dominance

• Zombies

• Bear markets

• Bear markets can be partially mitigated

• Behavioral knockout risk
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Largest stocks “always” 
underperform
Holds in the 
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Largest stocks “always” underperform

• Three studies

• Research Affiliates

• Dimensional (DFA)

• NDR (Ned Davis Research)
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Presentation by Research Affiliates - Also in the Journal of Indexes
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Largest stocks drag performance DOWN
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“Top Dogs” underperform - underperform strongly
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“Top Dogs” underperform - underperform strongly
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Portfolios of numerous “Top Dogs” underperform
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Portfolios of numerous “Top Dogs” underperform
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Just take out the big names and outperform
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Dimensional (DFA) makes the same observation about the U.S.
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Largest names underperform by 150bps a year for ten years
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Ten largest stocks each decade - Here in the U.S.

AT&T AT&T AT&T AT&T IBM IBM Exxon Microsoft Exxon Apple

General Motors General Motors General Motors General Motors AT&T AT&T General Electric General Electric Microsoft Microsoft

General Electric DuPont DuPont DuPont General Motors Exxon IBM Cisco Walmart Amazon

Exxon Exxon Exxon Exxon Kodak General Motors AT&T Walmart Apple Google

Marathon Oil General Electric Union Carbide General Electric Exxon Amoco Altria Exxon
Johnson & 

Johnson

Berkshire 

Hathaway

DuPont Union Carbide General Electric IBM Sears Mobil Merck Intel
Procter & 

Gamble
Facebook

Con Edison Marathon Oil Sears Marathon Oil Texaco General Electric
Bristol-Myers 

Squibb
Lucent IBM JP Morgan

Philadelphia 

Company
Texaco Chevron Texaco Xerox Chevron DuPont IBM JP Morgan

Johnson & 

Johnson

NY Central 

Railroad
Sears Texaco Union Carbide General Electric

Atlantic 

Richfield
Amoco Citigroup AT&T Walmart

Penn Central 

Railroad
Coca-Cola Gulf Oil Kodak Gulf Oil Shell Oil BellSouth Time Warner General Electric Visa

1930 1940 1950 1960 1970 1980 1990 2000 2010 2020

Largest ten U.S. stocks at the start of each decade    (companies ranked by market capitalization, size)
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Easiest way to beat a large-cap or all-cap index

• Just leave out the ten or twelve largest names

• Add a healthy dose of patience

• Reap the rewards
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Industry sector overweighting and 
excessive dominance
Sometimes (like now) . . . 

. . . a single industry dominates the index, creating imbalance and over-valuation
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The problem with technology-we’ve seen it before
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Industry sector overweighting and excessive dominance

• Periodically a problem

• Today . . . It is a serious problem with Technology

• Previously . . . It was a serious problem with Financials . . . back in Oct 2007

• Before that . . . It was a genuine problem with Energy . . . back in  Nov 1980
• 28.5% back in 1980

• 2.5% today
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The energy over- and underweights
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S&P imbalance and imprudence
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Technology is extremely overweight

• Today, “technology” comprises 38.1% 0f the S&P 500 Index

• This is after adjustment for three companies, that got reallocated to other industries by S&P
• Amazon (AMZN), which has a 4.9% index weight, is classified as a "consumer discretionary"

• Alphabet (GOOGL) (GOOG), which has a 3.4% combined index weight, is classified as a 
"communication services"

• Facebook (FB), which has a 2.3% weighting, is classified as a "communication services"
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Is the rise of technology anything new?

• This is so seriously old hat

• Seen this story . . . time and time again

• For over 150 years

• Following the exact same script as with prior evolutionally developments

• Boring . . . and dangerous
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And Apple is one of the “cheap” technology stocks
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Salesforce is more representative of today’s technology stocks
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“What were you thinking?”
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A great client-facing article on the problem with indexing

• Exxon Mobil Exit From Dow Reveals S&P 500 Index Structural Flaws

• https://seekingalpha.com/article/4371418-exxon-mobil-exit-from-dow-reveals-s-
and-p-500-index-structural-flaws

https://seekingalpha.com/article/4371418-exxon-mobil-exit-from-dow-reveals-s-and-p-500-index-structural-flaws
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Zombies
This was not a problem in the past

This is a serious, mega problem today
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Record level of zombies
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If you index, you maximize your exposure to zombies

• Do you want to maximize your zombie exposure?

• What happens when interest rates go back up

• What happens when credit markets tighten up

• Zombie apocalypse
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Bear markets
They can be partially mitigated . . . So why not just do it

The problem with behavioral knockout risk



For internal use only, do not share with clients or prospects

Valuations are challenging  - Due to zero interest rate policy
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History of bear markets

Cumulative percentage 

return, unannualized

Duration in 

years
Start date End date

Volatility, annualized standard 

deviation of monthly returns

Percentage of monthly 

returns that were POSITIVE

Annualized return 

during BEAR market

-30 1.25 Aug 1853 Nov 1854 27.6 27 -25.1

-31 0.83 Dec 1856 Oct 1857 19.2 10 -36.4

-35 0.67 Jul 1864 Mar 1865 32.4 38 -47.1

-32 1.25 Mar 1876 Jun 1877 7.8 7 -26.2

-37 1.17 Sep 1906 Nov 1907 13.8 14 -32.7

-27 2.00 Oct 1912 Oct 1914 11.0 38 -14.8

-48 4.08 Nov 1916 Dec 1920 15.9 41 -14.8

-79 2.75 Aug 1929 May 1932 37.3 36 -43.7

-50 1.08 Feb 1937 Mar 1938 31.6 23 -47.1

-39 2.58 Sep 1939 Apr 1942 19.3 42 -17.3

-37 1.75 May 1946 Feb 1948 14.5 29 -23.4

-35 1.58 Nov 1968 Jun 1970 14.8 26 -24.1

-52 1.75 Dec 1972 Sep 1974 15.2 14 -34.2

-30 0.25 Aug 1987 Nov 1987 33.9 0 -76.3

-47 2.08 Aug 2000 Sep 2002 17.8 36 -26.4

-52 1.33 Oct 2007 Feb 2009 19.2 25 -42.1

Median BEAR 

market
-37 1.46 18.5 26 -29.6

Mean BEAR 

market
-41 1.65 20.7 25 -33.2

Bear markets for inflation-adjusted U.S. stocks since 1846
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History of bear markets
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Index funds maximize your exposure to bear markets

• Do you want to maximize your exposure to the next bear market

• Will the next bear market be “AVERAGE”
• If so

• It will fall -41%

• It will last 1.65 years

• You can’t avoid a bear market

• No one has that type of crystal ball

• BUT . . . Tactical asset allocation is likely to mitigate a useful portion of the next bear
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Inherent universal truths  - that also apply to indexation

• Investors (and markets) take things to extremes (no, to “great extremes”)

• Investors lack patience

• No investment strategy is a strategy for all times

• Winning, outperforming is . . . so seriously easy

• Just take advantage of the above three

• Be on the other side . . . of the above three behaviors

• It is so easy . . . so assured . . . and yet, so hard
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For more information contact

Jeff Megar, CFA

Email  jeff.megar@julexcapital.com

Office  781-772-1378

Bob Peatman

Email  bob.peatman@julexcapital.com

Cell  617-875-9316
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The shoe store versus the doctor’s office 
(are you selling performance and product or 
process and people?)
Friday the 17th
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Important Disclosures

All data and statistics were provided by Global Financial Data, Inc. on September 2, 2021

This information in this presentation is for the purpose of information exchange. This is not a solicitation or offer to buy or sell any security. You must do your own due 
diligence and consult a professional investment advisor before making any investment decisions. The use of a proprietary technique, model or algorithm does not 
guarantee any specific or profitable results. Past performance is not indicative of future returns. The performance data presented are gross returns, unless otherwise 
noted. 

The risk of loss in trading securities can be substantial. You should therefore carefully consider whether such trading is suitable for you in light of your financial condition. 
All information posted is believed to come from reliable sources. We do not warrant the accuracy or completeness of information made available and therefore will not be 
liable for any losses incurred.

Some part of the investment performance shown is HYPOTHETICAL. It is based on the back tests of historical data. Hypothetical performance results have many inherent 
limitations, some of which are described below. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown. In 
fact, there are frequently sharp differences between hypothetical performance results and the actual results subsequently achieved by any particular trading program.

One of the limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading does not 
involve financial risk, and no hypothetical trading record can completely account for the impact of financial risk in actual trading. For example, the ability to withstand 
losses or adhere to a particular trading program in spite of trading losses are material points which can also adversely affect actual trading results. There are numerous 
other factors related to the markets in general or to the implementation of any specific trading program which cannot be fully accounted for in the presentation of 
hypothetical performance results and all of which can adversely affect actual trading results.

The composition of a benchmark index may not reflect the manner in which a Julex portfolio is constructed in relation to expected or achieved returns, investment 
holdings, portfolio guidelines, restrictions, sectors, correlations, concentrations, volatility, or tracking error targets, all of which are subject to change over time.

No representation or warranty is made to the reasonableness of the assumptions made or that all assumptions used to construct the performance provided have been 
stated or fully considered.


