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The “Great Narrowing”: S&P 500 concentration

Tyler Frawley, CFA - Minneapolis

Over the past decade, the S&P 500, which has historically been viewed as a balanced cross-section
of the U.S. economy, has slowly transformed into a tech- and Al-dominated index. As 2026 begins with
markets near record highs, we believe this “Great Narrowing” should be top of mind for investors.

Evolution of dominance: From 1990 to the Al era S&P 500: A trend of rising concentration

1n 1990, the S&P 500 looked like a far more representative Cumulative weighting of 10 largest S&P 500 companies by year
cross-section of the U.S. economy. The 10 largest

companies by market cap (including IBM, Exxon, General 40.7%
Electric, and Philip Morris) made up roughly 19 percent of 40%
the index. Leadership was spread across multiple sectors,

and no single industry dominated overall returns. 28.6%

30%
That began to change during the late-1990s technology 23.2% .
boom. By the end of 2000, the top 10 accounted for 20% AP 17.7% 20.2% 19.0% 18.9%
roughly 23 percent of the index (with concentration
peaking during the year at about 27 percent), driven by
the rise of companies such as Cisco, Microsoft, and Intel.
The subsequent unwind was sharp, and the early-2000s
reset led to a period where concentration declined as 0%
energy and consumer stocks regained prominence. §
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A more durable shift began after the 2008 financial crisis
with the rise of the platform economy, defined by software,

. .. L R Source - RBC Wealth Management, FactSet; data as of 12/31/25 and reflects
cloud computing, and digital advertising, which created year-end weighting for each year
business models capable of scaling with minimal marginal

cost. Even then, concentration remained relatively modest accounted for nearly 41 percent of the S&P 500’s total

for a time. By the end of 2015, the top 10 stocks accounted weight, more than doubling in just 10 years.

for about 19 percent of the S&P 500’s weight and roughly

19 percent of total index earnings, suggesting to us that Valuation and performance disparity between
market value and fundamentals were broadly aligned. cap-weighted and equal-weighted indexes
That balance has changed meaningfully over the past The effects of rising concentration are most visible when
decade. By the end of 2025, the 10 largest companies comparing the market-cap-weighted S&P 500 to the S&P
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500 Equal Weight Index, which assigns each constituent an
equal (about 0.2 percent) allocation.

From 2003 through 2022, the equal-weighted index actually
outperformed the cap-weighted index by roughly 1.5
percent per year, reflecting size effects and periodic mean
reversion among large-cap leaders.

However, this relationship has broken down meaningfully
since the beginning of 2023, and over the past three years
the market-cap-weighted S&P 500 has outperformed

its equal-weighted counterpart by roughly 32 percent.
This represents one of the largest three-year relative
outperformances on record, exceeding the approximately
31 percent outperformance observed in the late 1990s and
early 2000s in the run-up to the tech bubble.

The outperformance has coincided with a dramatic
widening of the valuation gap, as the market-cap-weighted
S&P 500 now trades at a nearly 30 percent premium to

its equal-weighted counterpart, up from approximately

13 percent just prior to the pandemic, and sharply higher
than the near-parity levels seen a decade ago.

This reflects, in part, how index concentration has risen
significantly faster than earnings contribution. In 2025, the
top 10 stocks represented roughly 41 percent of the index’s
total weight but were expected to generate only about 32
percent of its earnings. That gap has widened meaningfully
since 2015, when weight and earnings contribution

were more closely aligned. While the largest companies
remain highly profitable, market value concentration has
increasingly run ahead of fundamental profitability.

Concentration doesn’t automatically mean bubble

It is important to acknowledge that today’s concentration
is not purely speculative and, unlike prior market peaks,
the largest constituents of the S&P 500 are highly
profitable businesses with strong balance sheets, durable
competitive advantages, and substantial free cash flow
generation. Many are returning capital to shareholders
while continuing to invest heavily in growth, particularly in
Al-related products and infrastructure.

Elevated concentration alone is not sufficient evidence of
a bubble. Market leadership has narrowed in part because
earnings, margins, and cash flow have narrowed. That

distinction matters and helps explain why valuations have
been elevated for longer than many investors anticipated.

The risks of a top-heavy market

Even so, we believe the current structure introduces
several risks worth monitoring.

First, idiosyncratic shock risk is materially higher. In
1990, an earnings miss at a top holding would have had
a limited index-level impact. Today, with NVIDIA alone
representing nearly eight percent of the index, a single
company can meaningfully influence index returns,
affecting portfolios that assume broad diversification.

Performance gap nearing unprecedented levels as
megacaps dominate
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Second, there is the passive concentration trap.

Many investors believe an S&P 500 fund offers wide
diversification. But, more than $40 of every $100 invested
flows into just 10 companies, creating a feedback loop
where passive inflows disproportionately support the
largest stocks, increasing their weights and reinforcing
performance leadership regardless of fundamentals.

Third, correlation risk tied to Al exposure has
increased. Unlike past periods when the top 10 spanned
unrelated industries, today’s leaders are closely linked

by a common theme—Al. That effectively turns the index
into a directional bet on Al adoption and monetization.

If expectations slip or timelines extend, there are fewer
offsetting exposures within the index to absorb the impact.

What does this mean for investors?

The “Great Narrowing” of the S&P 500 reflects a
structural shift, where a handful of technology and Al-
driven giants now dominate the index’s composition,
performance, and risk profile. While current leaders
boast robust fundamentals, strong profitability,
competitive advantages, and growth trajectories, the
sheer concentration of market value in a narrow cohort
introduces new risk. The disconnect between weight and
earnings contribution, outsized influence of individual
stocks, and passive inflows amplifying this dynamic
underscore a critical reality—what appears as broad
diversification increasingly functions as a concentrated
allocation in a single thematic outcome.

For investors, this evolution requires a recalibration

of assumptions. The index has been a resilient
benchmark, but its top-heavy structure warrants scrutiny.
Understanding embedded risks, from idiosyncratic
volatility to thematic correlation, is more essential than
ever, in our view.
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UNITED STATES

Michael Roedl — Minneapolis

m Global bond markets have been under pressure this
week fueled by concerns about Japan’s fiscal outlook
and heightened tensions between Europe and the U.S.
over the control of Greenland. In U.S. Treasury markets,
while yields have increased across the entire curve this
week, longer-dated maturities experienced the most
selling pressure with 10- and 30-year yields testing their
four-month highs. Concerns about Japan’s fiscal outlook
pushed yields on 40-year Japanese government bonds
(JGBs) to over 4.2% on Tuesday, the highest on record as
Japan’s Prime Minister Sanae Takaichi plans to cut taxes
and boost spending. Meanwhile, President Donald Trump’s
goal of controlling Greenland fueled debate over whether
European countries may weaponize their holdings of U.S.
Treasuries—a scenario that could drive up borrowing
costs—considering European countries hold about 40%
of U.S. Treasuries owned by foreigners. However, tensions
eased later in the week after Trump and the chief of NATO
reached a tentative deal on the framework for Greenland,
offering respite to EU leaders who discussed retaliatory
action against the U.S.

m The stock market also wobbled on the Greenland
conflict. The S&P 500 fell 2.1% on Tuesday, during the
holiday-shortened week, when tensions were most
acute. However, stock prices recovered much of that lost
ground thereafter as the situation de-escalated and the
Q4 earnings season and economic data came back into
focus. The Health Care, Energy, and Materials sectors are
leading so far this week.

m The U.S. economy expanded in Q3 2025 due to
stronger exports and less drag from inflated inventories.
According to the Bureau of Economic Analysis, inflation-
adjusted gross GDP increased at an annualized rate of
4.4%, the fastest pace in two years. Consumer spending—
the main growth engine of the U.S. economy—advanced at
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a 3.5% annualized pace, reflecting strong services activity
while spending on goods also accelerated from the prior
quarter. Against the backdrop of robust economic growth,
a steadier labor market, and inflation remaining above the
Fed’s target, we expect policymakers to keep rates on hold
at next week’s Federal Open Market Committee meeting.

CANADA

David lacono, CFA & Shizhe Zhong - Toronto

m Canadian headline CPI growth rose to 2.4% y/y in
December, exceeding the consensus expectations of
2.2% yly, which was also the prior month’s reading.
However, the Bank of Canada’s (BoC) preferred core
inflation measures—median and trimmed-mean CPI—
showed signs of easing, coming in at 2.5% y/y (consensus
was 2.7% yly) and 2.7% y/y (consensus was 2.7% yly),
respectively. On a three-month annualized basis, both
measures declined significantly: trimmed-mean CPI
dropped to 1.9%, and median CPI fell to 1.5%. Notably,
this marked the first time since April 2024 that both
indicators fell below 2.0%, though their 12-month growth
rates remained above the BoC’s 2.0% inflation target,

as highlighted by RBC Economics. December CPI data
remained consistent with RBC Economics’ baseline
forecast that the BoC has concluded its easing cycle and
will hold rates steady through 2026, with a gradual hiking
cycle expected to begin in Q12027.

m Business confidence edged higher in Q4, according
to the BoC’s quarterly Business Outlook Survey. Most
exporting firms surveyed reported that they remained
exempt from tariffs under CUSMA. However, industries
heavily affected by tariffs, such as metals and automotive,
continued to report weaker outlooks, highlighting ongoing
sector-specific challenges. The balance of opinion on
future sales indicators turned positive for the first time

in three quarters, signalling that firms expect conditions
to stabilize further. On the labour front, most businesses
plan to maintain or reduce current staffing levels

slightly. While investment intentions improved, firms

are prioritizing spending on routine maintenance, partly
due to lingering trade-related uncertainty. Companies’
inflation expectations remain elevated at 3.0% for 2026
but are better anchored over the long term, stabilizing
between 2.5% and 3.0%.

EUROPE

Frédérique Carrier & Rufaro Chiriseri, CFA — London

m In Europe, the week was dominated by U.S. President
Donald Trump’s threat to impose additional tariffs

on eight European countries, including the UK, which
had opposed his plan to annex Greenland, the Danish-
controlled island.
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m Though the threat was rescinded after a meeting with
NATO Secretary General Mark Rutte where a potential
framework deal to de-escalate the crisis was discussed,
the events reignited U.S.-Europe tensions. Ahead of the
Trump-Rutte meeting, European lawmakers decided to
suspend the implementation of last year’s trade deal that
gave the U.S. tariff-free access to the European markets
while subjecting European products entering the U.S. to
15% tariffs. An emergency EU leaders summit is taking
place at the time of writing.

m Though Western Europe weathered trade tensions
surprisingly well last year, the transatlantic rift adds to
uncertainty and is a potential headwind for the economy,
with wider implications across many areas including
support for Ukraine and national defense policies. We
think this episode provides an additional incentive

for European nations to work more closely together,
despite differing political agendas. For now, we expect
volatility in financial markets to continue.

m Inthe UK, December headline CPI inflation rose to
3.4% y/y from 3.2% y/y in November, slightly above

the consensus forecast. However, we think one upward
contributor—airfares—should largely reverse in next
month’s data due to the year-on-year comparison.
Another notable upward surprise came from the food
category, where inflation rebounded after November’s
slowdown. This may raise concern amongst Bank of
England (BoE) hawks due to the potential negative effects
on household inflation expectations. Crucially, services
inflation—a key indicator of domestic inflation—came
in at 4.5% y/y, undershooting the BoE’s November
projection of 4.6% y/y.

m UK labour market weakness persisted in November
with unemployment steady at 5.1%. Private-sector wage
growth surprised to the downside, slowing to 3.6% in
November from 3.9% in October. While inflation and wage

Services inflation and wage growth on track with BoE
forecasts
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growth were below the central bank’s projections, we are
not anticipating a rapid pace of interest rate cuts. We
continue to expect a 25 basis point cut in Q1; meanwhile,
current market pricing indicates only around a 2%
probability of easing at the February meeting, and 30% at
the March meeting.

ASIA-PACIFIC

Belmen Woo - Singapore

m Much of the focus this week has been on the extreme
volatility in Japanese government bonds (JGBs) as Prime
Minister Sanae Takaichi’s pledge to cut food taxes and her
decision to call a snap election triggered a surge in long-
end yields. Japan’s 40-year bond yield spiked as much as
27 basis points (bps) to 4.215% as liquidity deteriorated to
record levels as buyers retreated due to mounting fiscal
concerns. Other bond markets were naturally unnerved

by the JGB selloff with U.S. Treasury yields also spiking 7-9
bps while macro sentiment was dented.

m The extreme volatility prompted Japan’s Finance
Minister Satsuki Katayama to urge calm amongst
market participants and reiterate that the government’s
fiscal policy is and will be responsible and sustainable.
This helped to stabilize markets with long-end JGBs
rebounding back to 3.99% as of the time of this writing.
However, we think Katayama’s verbal intervention is
likely only a stop-gap measure until the government
unveils more concrete details on how the consumption
tax cuts will be funded. As such, we believe the risks are
skewed toward the upside for JGB long-end yields. Our
local research correspondent expects the Bank of Japan
to keep its benchmark rate unchanged at its next board
meeting on Friday (Jan. 23), though we think the meeting
will come under intense scrutiny on the back of this
week’s extreme JGB volatility. Investors will likely focus
on Governor Kazuo Ueda’s speech to see if Ueda refrains
from clearly communicating forthcoming hikes in order
to avoid a political backlash ahead of the Feb. 8 snap
election.

m Elsewhere in fixed income markets, credit held up well
despite the macro and rates volatility, with various
global indexes such as the JP Morgan Emerging Markets
Bond Index and Bloomberg Asia USD 1G Index tightening
3-6 bps week over week. Credit bond prices outperformed
the corresponding drop in U.S. Treasuries, resulting in
credit spreads grinding further to all-time tight levels

as the asset class benefits from healthy corporate
fundamentals and robust demand for yield. We believe
the market will continue to focus on all-in yields which are
at historically attractive levels, instead of credit spreads.
Therefore, we favor positioning in high-quality and high-
carry 3-10 year duration bonds that allow investors to
focus on coupon clipping and minimize volatility due to
any structural shifts in monetary and fiscal policy.
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Equities (local currency) Level MTD YTD 1yr 2yr
MARKET
S&P 500 6,875.62 0.4% 0.4% 13.7% 42.1%
SCO recd ['d Dow Industrials (DJIA) 49,077.23 2.1% 21%  11.5%  29.6%
Nasdaq 23,224.82 -0.1% -0.1% 17.6% 51.7%
Russell 2000 2,698.17 8.7% 8.7% 16.4% 38.8%
S&P/TSX Comp 32,851.53 3.6% 3.6% 29.9% 57.1%
FTSE All-Share 5,465.36 2.1% 2.1% 17.7% 34.0%
STOXX Europe 600 602.67 1.8% 1.8% 14.6% 28.4%
EURO STOXX 50 5,882.88 1.6% 1.6% 13.9% 32.2%
Hang Seng 26,585.06 3.7% 3.7% 32.2% 73.7%
Shanghai Comp 4,116.94 3.7% 3.7% 27.0% 45.4%
Nikkei 225 52,774.64 4.8% 4.8% 35.2% 46.7%
India Sensex 81,909.63 -3.9% -3.9% 8.0% 14.3%
Singapore Straits Times 4,809.88 3.5% 3.5% 26.7% 52.6%
Brazil Ibovespa 171,816.67 6.6% 6.6% 39.3% 34.6%
Mexican Bolsa IPC 68,003.06 5.7% 5.7% 34.8% 22.6%
Gov’t bonds (bps change) Yield MTD YTD 1yr 2yr
U.S. 10-Yr Treasury 4.245% 7.8 7.8 -33.2 12.2
Canada 10-Yr 3.415% -1.8 -1.8 15.0 -7.7
UK 10-Yr 4.458% -2.1 -2.1 -13.2 52.9
Germany 10-Yr 2.882% 2.7 2.7 37.2 54.0
Fixed income (returns) Yield MTD YTD 1yr 2yr
U.S. Aggregate 4.42% -0.3% -0.3% 6.6% 9.8%
U.S. Investment-Grade Corp 4.91% -0.3% -0.3% 7.0% 11.2%
U.S. High-Yield Corp 6.71% 0.4% 0.4% 7.9% 18.8%
Commodities (USD) Price MTD YTD 1yr 2yr
Gold (spot $/0z) 4,837.07 12.0%  12.0% 76.2%  138.3%
Silver (spot $/oz) 93.22 30.1% 30.1% 202.9% 312.1%
Copper ($/metric ton) 12,855.34 3.2% 3.2% 40.2% 55.4%
Oil (WTI spot $/bbl) 60.66 5.6% 5.6% -20.1% -17.4%
Oil (Brent spot $/bbl) 65.25 7.2% 7.2% -17.7% -16.9%
Equity returns do not include dividends, Natural Gas ($/mmBtu) 5.01 36.0% 36.0% 33.5% 99.0%
e.xcept. for the Brozma.n Ibovespa. Bond o —— Rate MTD YTD Tyr 2yr
yields in local currencies. Copper Index Dollar Ind 204 . . . 4.40
data and U.S. fixed income returns as of U.S. Dollar Index 98.7940 0-5% 0-5% -8.6% 4%
Tuesday’s close. Dollar Index measures CAD/USD 0.7231 -0.8% -0.8% 3.6% -2.9%
usb Vs.fsiX major currencies. Currency USD/CAD 1.3829 0.8% 08%  -3.4% 3.0%
rates reflect market convention (CAD/ EUR/USD 11690  -05%  -0.5%  12.1% 7.3%
USD is the exception). Currency returns
quoted in terms of the first currency in GBP/USD 1.3432 -0.3% -0.3% 8.8% 5.7%
each pairing. AUD/USD 0.6765 1.4% 1.4% 7.8% 2.5%
Examples of how to interpret currency USD/JPY 158.2800 1.0% 1.0% 1.8% 6.9%
data: CAD/USD 0.72 means 1 Canadian EUR/JPY 185.0300 0.6% 06%  141%  14.6%
dollar will buy 0.72 U.S. dollar. CAD/USD o o o o
10.8% return means the Canadian dollar ~ EUR/GBP 0-8703 0.2% 0.2% 3-1% 1.4%
has fallen 0.8% vs. the U.S. dollar year EUR/CHF 0.9297 -0.1% -0.1% -1.6% -1.7%
to date. USD/JPY 158.28 means 1 U.S. USD/SGD 1.2845 -0.1% -0.1% -5.0% -4.2%
H )
dollar will buy 158.28 yen.USD/JPY.1.0A) USD/CNY 6.9648 03% 03% 41% 32%
return means the U.S. dollar has risen
1.0% vs. the yen year to date. USD/MXN 17.4872 2.9%  -2.9%  -15.2% 2.4%
USD/BRL 53166 -2.9% -2.9% -11.8% 7.8%

Source - Bloomberg; data as of 1/21/26
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