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Biiwii Commentary

eResearch Corporation is pleased to provide an article and video, courtesy of Biiwii.com, and
written by Callum Thomas (link to the Author is provided on the following page).

The article, starting on the next page, is entitled: “Passive Investors: Beware of
Lopsidedness”.

Biiwii.com was created in mid-2000 solely as a way to help get the message out about
deeply-rooted problems about too much debt and leverage within the financial system.
The concerns were confirmed and the message proved justified 3 to 4 years later as the
system began to purge these distortions, resulting in a climactic washout extending
from October, 2008 to March, 2009.

Along the way, a geek-like interest in technical analysis, a long-time interest in human
psychology, and various unique macro market ratio indicators were added to the mix,
with the result being a financial market newsletter (and dynamic interim updates),
Notes From The Rabbit Hole (NFTRH) that combines these attributes to provide a
service that is engaged and successful in all market environments by employing risk
management first, and opportunity for speculation second.

But It Is What It Is: You can access Biiwii at its website: www.biiwii.com.

Notes From The Rabbit Hole: You can access NFTRH at its website: www.NFTRH.com
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and technical analysis. We complement our corporate research coverage with a diversified selection of
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subscriber network of discerning investors, and electronically through our website: www.eResearch.ca.
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Passive Investors: Beware of Lopsidedness
By Callum Thomas

October 26, 2017

A curious trend has emerged within one of the world’s major equity benchmarks: the
S&P500.

As passive or index investors should be well aware, their portfolios will change over time
as the index changes. So it is arguably a key development that the S&P500 has become
increasingly lopsided.

The chart below comes from the latest edition of the weekly macro themes report, and was
part of a wider discussion on sectors in the S&P500 (and how the bulk of returns are being
driven by Financials and Technology).

The chart shows the difference between the upper vs lower quartiles of sector weights ...
i.e., the gap between the largest and smallest sectors of the S&P500. The chart shows both
the market cap representation and the earnings representation.
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This is important to note as it is not just a price phenomenon, it is also an economic or
earnings issue. The bottom line is that sector inequality, or the gap between the largest
and smallest group of sectors, has nearly tripled since the mid-1990s.
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For a passive investor who simply deploys capital based on market cap weights (which is
what most index investors do — certainly for those investing in market cap weighted
indexes), this means the portfolio they own now is materially different from the one back
in the 1990s.

In fairness, over time this can be a good thing as the winners of longer-term thematics and
structural changes will grow in market cap, and industries in decline will invariably shrink
over time, so there is some merit in it.

The risk comes when a sector or group of sectors generate an unsustainable majority in
earnings and/or market cap weighting, which makes for a lopsided portfolio allocation.

Indeed, a market cap weighted approach basically seeks to allocate more to those sectors
most at risk ... just think about a market cap weighted portfolio at the peak of the dot com
boom which would have had about 1/3 of its money in tech.

As the financials sector and technology sector (accounting for over 40% of market
cap) drive the bulk of S&P500 returns, this issue of index lopsidedness may become
increasingly important for passive investors to be aware of.

Biiwii/NFTRH on the Web

NFTRH and Biiwii.com commentary and technical analysis have regularly been published,
highlighted and/or quoted at SeekingAlpha, Investing.com, MarketWatch, Yahoo Finance,
Ino.com, TalkMarkets and many more since 2004.

Biiwii.com is proud to be included in the 50 Blogs Every Serious Trader Should Read
from TraderHQ.com.

Biiwii: but it is what it is

NFTRH: Notes From The Rabbit Hole
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