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As of 3/31/22, seven of the eight largest weighted
companies in the S&P 500, representing 27% of the
index, are all primarily driven by the same risk factors.
Specifically, they are heavily exposed to the mega-large
cap technology momentum trade. Consequently, the
recent driver of returns for the index is the result of
concentrated factor bets.

Chart 1
Mega-Cap Tech Companies Reduce S&P 500 Factor
Diversification

Independent Instruments

The diversification benefits offered by broad market index
investing has long been an enticing and popular option.
However, the composition of one of the most broadly
followed indices, the S&P 500, has meaningfully changed
over recent years. While an investment in the S&P 500
still offers 500 unique stocks allocated across eleven
sectors, the name concentration of the index has a
significant impact on the source of investor returns.

Factor analysis identifies performance catalysts for a
given security. This allows an investor to accurately
isolate contributors of return for each position, a key
distinction when creating a truly diversified portfolio. Due
to the market cap concentration of the S&P 500, the
index’s risk factor diversification has reduced over time
(Chart 1).

In short, given the concentration and similarities amongst
the largest S&P 500 names, the S&P 500’s factor
diversification has declined while Vaughan Nelson’s
Select has remained relatively constant. The net result is
that, at present, the 27 name Select strategy has a
greater level of factor diversification as compared to the
500 name index.
At Vaughan Nelson, we invest with the mindset of
offsetting our clients’ future liabilities. We do so in a
fundamental, bottom up, research driven, high active
share, concentrated, factor diversified manner. This
process has resulted in the ability to generate
performance through stock selection while maintaining
broad factor diversification.

Chart 2
Vaughan Nelson Has Consistent Factor Diversification

Independent Instruments

While Vaughan Nelson’s Select strategy typically holds 30
names or less, the portfolio has always maintained
exposure to a broad number of factors. This factor
diversification is evidenced in 2021 by the fact that the
portfolio’s performance has been greatly aided by stock
selection in health care, financials, consumer, and
industrials, and not largely dependent on large cap
technology (Chart 2).
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* Independent instruments are groups of companies that share highly
correlated factors. Factor exposures between independent instruments are
uncorrelated. A larger number of independent instruments implies greater
factor diversification of the benchmark/portfolio.

All investing involves risk, including the risk of loss. Investment risk exists w ith equity, fixed income, and
alternative investments. This material is provided for informational purposes only and should not be construed as
investment advice. The view s and opinions expressed may change based on market and other conditions. There can
be no assurance that developments w ill transpire as forecasted, and actual results may vary.
Equity Securities Risk: Equity securities are volatile and can decline significantly in response to broad market and
economic conditions. Non-Diversified Risk: Non-diversified funds invest a greater portion of assets in few er
securities and therefore may be more vulnerable to adverse changes in the market. Options Risk: Options may be
used for hedging purposes, but also entail risks related to liquidity, market conditions and credit that may increase
volatility. The value of the fund’s positions in options may fluctuate in response to changes in the value of the
underlying asset. Selling call options may limit returns in a rising market. Value Investing Risk: Value investing
carries the risk that a security can continue to be undervalued by the market for long periods of time.
High active share is not a guarantee of outperformance or positive performance.
Diversification does not guarantee a profit or protect against a loss.
S&P 500® Index is a w idely recognized measure of U.S. stock market performance. It is an unmanaged index of 500
common stocks chosen for market size, liquidity, and industry group representation, among other factors. It also
measures the performance of the large cap segment of the US equities market.
This document may contain references to copyrights, indexes and trademarks that may not be registered in all
jurisdictions. Third party registrations are the property of their respective ow ners and are not affiliated w ith Natixis
Investment Managers or any of its related or affiliated companies (collectively “Natixis”). Such third party ow ners do
not sponsor, endorse or participate in the provision of any Natixis services, funds or other financial products.
The index information contained herein is derived from third parties and is provided on an “as is” basis. The user of
this information assumes the entire risk of use of this information. Each of the third party entities involved in
compiling, computing or creating index information disclaims all w arranties (including, w ithout limitation, any
w arranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a
particular purpose) w ith respect to such information.
Natixis Distribution, LLC is a limited purpose broker-dealer and the distributor of various registered investment
companies for w hich advisory services are provided by member companies of Natixis Investment Managers. • Natixis
Distribution, LLC is located at 888 Boylston Street, Suite 800, Boston, MA 02199-8197. • 800-225-5478 •
im.natixis.com • Member FINRA | SIPC.
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