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EQUAL-WEIGHTING CAN CUT
CONCENTRATION. HERE’S THE
CATCH

WHAT INVESTORS MAY OVERLOOK WHEN TURNING TO EQUAL WEIGHTING

When faced with a concentrated market, the instinctive response to mitigate
exposures is often to own less of what has become dominant. Equal JORDAN DEKHAYSER, CFA
weighting offers a simple way to do that. The challenge is that simplicity can ’\SA:r:]i:éeErquity Client Portfolio
obscure important trade-offs that may materially alter a portfolio’s risk and

return profile.
TIMOTHY RAMSEY, CFA

Senior Investment Specialist,

LOOKING BEYOND CONCENTRATION RISK Wealth Client Group

U.S. market concentration has become one of the most frequently discussed JULIANNE JOHNSON
topics in our client conversations, and it's easy to understand why. No matter how Rotational Analyst

you look at it, U.S. equity markets are as concentrated as they have been in Client Portfolio Management

recent memory. For example, the weight of the top 10 holdings in the S&P 500

now hover around 40%, after sitting in the high teens as recently as a decade ago. This has coincided with an
increased divergence in valuation, with the cap-weighted index being increasingly more expensive than its equal-
weighted counterpart (Exhibit 1).

EXHIBIT 1: EQUAL-WEIGHTING: INEXPENSIVE OR CHEAP FOR GOOD REASON?

The S&P 500 has become increasingly expensive compared to its equal-weighted counterpart.

Valuation Gap

e——S&P 500 e=——S&P 500 Equal Weight
30
25
20
15

Forward 1 Yr P/E Ratio

10
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Source: Northern Trust, S&P-Dow Jones. From 12/31/2010 through 7/31/2026. It is not possible to invest directly in any index.
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Given those developments, many investors are asking whether traditional market-cap-weighted portfolios depend
too much on a handful of names. At first glance, equal-weighting seems like an obvious solution. It reduces
reliance on the market's largest stocks and increases exposure to a broader set of companies.

However, investors should keep three things in mind:
»  Concentrated indexes can still be diversified.
* Equal-weighting may introduce unintended risks.

* Reducing concentration may divert your portfolios from your desired outcomes.

CONCENTRATION DOESN’T HAVE TO DESTROY DIVERSIFICATION

Many discussions about concentration assume that because a handful of stocks account for a significant share of
the market, investors are effectively making a single bet.

That assumption does not hold up well under scrutiny.

Today's largest companies each participate in very different businesses and economic ecosystems. Microsoft
derives revenue from enterprise software, cloud computing and Al infrastructure. Amazon spans e-commerce,
logistics, advertising and cloud services. Alphabet participates in search, digital advertising and cloud computing.
Apple, Nvidia, Meta and Tesla each have distinct revenue drivers and competitive dynamics.

EXHIBIT 2: DIVERSITY IN THE DETAILS

Even though technology, hyperscaler and Al companies dominate the S&P 500, their underlying businesses vary significantly.

Microsoft Software, Cloud, Al Infrastructure, Gaming
Amazon E-commerce, Logistics, Advertising, Cloud
Alphabet Search, Advertising, Cloud

Apple Hardware, Services, Payments

Meta Social Platforms, Advertising

Nvidia Semiconductors, Data Center, Al Infrastructure
Tesla Vehicles, Energy Storage, Software

Source: Northern Trust Asset Management

This is important because diverse business models tend to produce differentiated return profiles. While there is
naturally some overlap among the Magnificent Seven (after all, they are all part of the U.S. economy and the
broad technology ecosystem), the group is not a monolithic bet on a single industry or economic outcome. That is
clear in their stock performance: despite representing a significant share of the index, the average active pairwise
return correlation among the group has been just 0.20 since 2015 and only 0.04 over the past 12 months as
shown below.
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The important distinction is that concentration in holdings does not necessarily imply concentration in
risk.

EXHIBIT 3: MINIMAL CORRELATION DESPITE CONCENTRATION

There’s relatively little pairwise correlation across the Magnificent Seven, even though many belong in the technology sector or are
otherwise grouped together.

Industry AAPL NVDA META GOOGL AMZN TSLA MSFT
Tech Hardware, Storage AAPL
Semiconductors NVDA 0.14
Interactive Media & Services | META 0.14 0.20
Interactive Media & Services | GOOGL 0.15 0.16 0.31
Broadline Retail AMZN 0.18 0.22 0.36 0.33
Automobiles TSLA 0.15 0.21 0.16
Software MSFT 0.20 0.24 0.23 0.27 0.32

Source: Northern Trust, Bloomberg. Shows the correlation of daily active returns (stock return minus S&P 500 Index) from 06/30/2025 through
06/30/2026. It is not possible to invest directly in any index.

EQUAL WEIGHTING MAY TRIGGER UNINTENDED RISKS

Equal-weighting addresses concentration by reducing exposure to the largest companies and increasing
exposure to smaller ones. But the implications go well beyond stock weights.

Relative to a market-cap-weighted index, equal-weight portfolios allocate more capital to smaller companies, alter
sector exposures, and require regular rebalancing to maintain their equal-weight structure. Less obvious is that
they also reduce exposure to many of the characteristics associated with strong long-term performance, including
“high-quality” fundamentals and positive price trends. Also, equal-weighting does not necessarily protect investors
from drawdown risk. In fact, from 2020 to 2025, equal-weighting had an average annual drawdown that was
slightly steeper than cap-weighting (Exhibit 4).

Equal-weighting is not simply a hedge against concentration. It is a different portfolio with different risk
and return drivers.
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EXHIBIT 4: SELECTION BIAS

Muiltiples for the S&P 500 and its equal-weighted counterpart show that equal-weighted portfolios select against several desirable

performance metrics.

S&P 500 Equal Weight S&P 500 Implication

Average of Annual Max

Equal-weighting should not be relied upon for

-17.2% -16.7%

drawdowns (2020 — 2025) ° ° downside protection.

Forward P/E ratio 17 6x 21 3x Equal-.weighti.ng appears cheaper on a headline
valuation basis.

PEG ratio 1.4x 1.2% After aTdJustmg for expected g.rowth, the apparent
valuation advantage largely disappears.

Earnings growth 13.7% 20.9% Equall-weighting F:urrently tilts toward slower-
growing companies.

. Equal-weighting reduces exposure to companies

Return on equity 18.7% 23.7% . o .
with stronger profitability profiles.

Operating margin 20.4% 27 7% Equal-weigh.ting cu.rr.ently owns businesses with
lower operating efficiency.
Equal-weighting carries higher balance-sheet

Debt-to-capital 44.3% 35.2% quar-weighting cames g

leverage.

Valuation exposure

Currently less
“expensive”

Currently more
“expensive”

Equal-weighting is currently less expensive, but
this is neither deliberate nor persistent across
market environments.

Greater exposure to

Greater exposure to

Trading less-liquid stocks may widen bid-ask

Liquidity smaller, less-liquid larger, more-liquid spreads and increase market-impact costs,
stocks stocks particularly during rebalancing.
Maintaining equal weights requires substantially
Turnover 24.09% 2025 2.78% in 2025 more turnover, which can increase transaction

costs.

Tax Efficiency

Systematically trims

outperformers and adds

to underperformers

No forced trading
based on relative
price movement,
limiting forced
realization of gains

Periodic rebalancing may realize taxable gains
by trimming outperformers and can reduce
opportunities to defer gains or harvest losses,
potentially lowering after-tax returns.

Momentum

Persistently anti-
momentum

Carries the
momentum of the
broader universe

Equal-weighting bets against momentum, which
has been a potent factor in the long run.

Source: Northern Trust, S&P-Dow Jones, FactSet. As of 7/31/2026.
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DECONCENTRATION MAY NOT BE THE DESTINATION

None of this suggests that equal weighting is inherently good or bad. There will be environments in which equal-
weight strategies outperform, and for investors concerned about market concentration, they can be an effective
tool. Investors should, however, understand the risks associated with an equal weighting approach.

Investors rarely define success in terms of concentration levels. They care about outcomes: long-term returns,
downside risk, diversification, and achieving their financial objectives. If investors are willing to deviate from a cap-
weighted benchmark, the discussion should focus on the characteristics they want to own rather than simply the
weights they want to avoid.

That perspective opens the door to a broader set of solutions. Rather than mechanically reducing exposure to
market leaders, investors can seek approaches that more intentionally and consistently emphasize desired
characteristics such as quality, valuation, downside protection, or income generation. In many cases, the
resulting portfolio may exhibit lower concentration, but that outcome is a consequence of pursuing desired
portfolio characteristics rather than the objective itself. Equal weighting may be one answer, but only if it supports
those objectives in addition to reducing a headline number.
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IMPORTANT INFORMATION

This document may not be edited, altered, revised, paraphrased, or otherwise modified without the prior written
permission of Northern Trust Asset Management (NTAM). The information contained herein is intended for use
with current or prospective clients of Northern Trust Investments, Inc (NTI) or its affiliates. The information is not
intended for distribution or use by any person in any jurisdiction where such distribution would be contrary to
local law or regulation. NTAM and its affiliates may have positions in and may effect transactions in the markets,
contracts and related investments different than described in this information. This information is obtained from
sources believed to be reliable, its accuracy and completeness are not guaranteed, and is subject to change.
Information does not constitute a recommendation of any investment strategy, is not intended as investment
advice and does not take into account all the circumstances of each investor.

This report is provided for informational purposes only and is not intended to be, and should not be construed
as, an offer, solicitation or recommendation with respect to any transaction and should not be treated as legal
advice, investment advice or tax advice. Recipients should not rely upon this information as a substitute for
obtaining specific legal or tax advice from their own professional legal or tax advisors. References to specific
securities and their issuers are for illustrative purposes only and are not intended and should not be interpreted
as recommendations to purchase or sell such securities. Indices and trademarks are the property of their
respective owners. Information is subject to change based on market or other conditions.

All securities investing and trading activities risk the loss of capital. Each portfolio is subject to substantial risks
including market risks, strategy risks, advisor risk, and risks with respect to its investment in other structures.
There can be no assurance that any portfolio investment objectives will be achieved, or that any investment will
achieve profits or avoid incurring substantial losses. No investment strategy or risk management technique can
guarantee returns or eliminate risk in any market environment. Risk controls and models do not promise any
level of performance or guarantee against loss of principal. Any discussion of risk management is intended to
describe NTAM’s efforts to monitor and manage risk but does not imply low risk.

Forward-looking statements and assumptions are NTAM’s current estimates or expectations of future events or
future results based upon proprietary research and should not be construed as an estimate or promise of
results that a portfolio may achieve. Actual results could differ materially from the results indicated by this
information.

This information is intended for purposes of NTI and/or its affiliates marketing as providers of the products and
services described herein and not to provide any fiduciary investment advice within the meaning of Section
3(21) of the Employee Retirement Income Security Act of 1974, as amended (ERISA). NTI and/or its affiliates
are not undertaking to provide a recommendation or give investment advice in a fiduciary capacity to the
recipient of these materials, which are for marketing purposes and are not intended to serve as a primary basis
for investment decisions. NT| and/or its affiliates may receive fees and other compensation in connection with
the products and services described herein as well as for custody, fund administration, transfer agent,
investment operations outsourcing, and other services rendered to various proprietary and third-party
investment products and firms that may be the subject of or become associated with the services described
herein.

Northern Trust Asset Management is composed of Northern Trust Investments, Inc. Northern Trust Asset
Management (NTAM) is composed of Northern Trust Investments, Inc., Northern Trust Global Investments
Limited, Northern Trust Fund Managers (Ireland) Limited, Northern Trust Global Investments Japan, K.K., NT
Global Advisors, Inc., 50 South Capital Advisors, LLC, Northern Trust Asset Management Australia Pty Ltd, and
investment personnel of The Northern Trust Company, The Northern Trust Company (Singapore Branch), and
The Northern Trust Company of Hong Kong Limited.

NOT FDIC INSURED | MAY LOSE VALUE | NO BANK GUARANTEE
© 2026 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, lllinois 60603 U.S.A.
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