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Investment in Innovation: 
Opportunities for Potential 
Outperformance across the Market-
Cap Spectrum 
It is of no surprise to anyone following the markets of late that the 

returns of larger companies have generally fared better than their 

smaller brethren during the pandemic.  The extent of this dynamic 

was brought into sharp relief when looking at YTD total returns 

through May 29, 2020: the large-cap S&P 500® returned -4.97%; the 

S&P MidCap 400® returned -13.86%; and the S&P SmallCap 600® 

returned -20.81%.  In the small-cap segment, the Russell 2000 

reflected the same story over this period with a return of -15.95%.   

Meanwhile, the equivalent market-cap segments of the S&P 

Kensho New Economies Composite Index, which seeks to 

capture the industries and innovation of the Fourth Industrial 

Revolution, have significantly outperformed their broad market 

peers by 3.96%, 9.35%, and a substantial 16.49%, respectively, 

over this same time period (see Exhibit 1).   

Exhibit 1: S&P Kensho New Economies Composite Index Outperformance by Market Cap 
Segment 

MARKET CAP SEGMENT BENCHMARK 
2020 YTD 

OUTPERFORMANCE 
(%) 

Large-Cap Holdings (>USD 10 Billion) S&P 500 3.96 

Mid-Cap Holdings (>USD 2 Billion, <=USD 10 Billion) S&P MidCap 400 9.35 

Small-Cap Holdings (<=USD 2 Billion) 
S&P SmallCap 600 16.49 

Russell 2000 11.62 

Source: S&P Dow Jones Indices LLC, FactSet.  Data from Jan. 2, 2020, to May 29, 2020.  Index 
performance based on total return in USD.  Past performance is no guarantee of future results.  Table is 
provided for illustrative purposes.  

This persistent outperformance across market-cap segments may 

illustrate the positive impact of the security selection effect and 

underscores the potential benefits of a robust, disciplined, and 

transparent framework when investing in innovation and growth.  

This commentary will discuss our approach to capturing the New 

Economies and explore how persistent this pattern has been over 
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different time periods and weighting strategies.  Let’s start out with 

some context setting. 

Before our lives were completely upended by the COVID-19 

pandemic, the way we live and work was already being transformed 

by the power of artificial intelligence, robotics, exponential processing 

power, and ubiquitous connectivity—the catalysts of the so-called 

Fourth Industrial Revolution.  This industrial revolution, 

unprecedented in its breadth, depth, and rate of change, will see 

established industries across the global economy transformed and 

new industries emerge.  In many ways, the pandemic has served to 

accelerate aspects of this transformation: the remote working, Zoom 

culture, the dominance of e-commerce over brick-and-mortar retail, 

and even the migration to clean renewable energy sources. 

The S&P Kensho New Economy Indices seek to capture the 

industries and innovation of the Fourth Industrial Revolution.  

Objective, rules-based, and adaptive, these indices seek to identify 

the companies at the forefront of innovation, the ones whose 

products and services are transforming the way we live our lives, and 

represent 25 distinct areas of exponential innovation, everything from 

Autonomous Vehicles, 3D Printing, and Genetic Engineering all the 

way to the commercialization of Space. 

Security selection is central to the efficacy of any innovation-related 

strategy, and our approach to this is comprehensive, disciplined, and 

differentiated.  The foundation of our security selection is an adaptive 

classification framework1 that allows us to identify areas of 

exponential innovation in a transparent and disciplined way.  

Innovations patterns2 consistent with the Fourth Industrial Revolution 

are overlaid onto essential economic activity to identify the areas of 

the New Economy being disrupted, each a subsector in our 

taxonomy.  With these in hand, we then build a comprehensive 

industry model for the identified areas of exponential innovation or 

subsectors.  This involves a combination of machine-driven insights 

through advanced topic modeling and industry expert curation.  The 

innovative companies driving the disruption in each of these areas of 

the New Economy are subsequently identified from their regulatory 

filings using our sophisticated natural language processing platform.  

The approach is forward-looking in that we are seeking to identify the 

companies putting their strategic chips on the areas of exponential 

 
1  “Innovation Patterns: Upgrading Sectoral Classification for the Fourth Industrial Revolution.”  May 2017. 

2  Innovations patterns for the Fourth Industrial Revolution are: Autonomy, Hyperconnectivity, Adaptability, On-demand, Renewability. 
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innovation (i.e., those companies skating to where the puck is going, 

rather than where it has been).  It also allows us to identify the full 

ecosystem of companies involved in a given area, not just the pure 

play names but also the supply chain companies and service 

providers essential to understanding the full economic footprint.  A 

modified equal-weighting strategy is used in which core, or pure-play, 

companies are overweighted versus non-core, or ecosystem, 

companies; however, within each category, companies are equal 

weighted. 

With this context in mind, let’s review the approach for constructing 

the S&P Kensho New Economies Composite Index using the building 

blocks described above.  As the name implies, the index is an 

aggregation of all qualifying areas of exponential innovation, or 

subsectors in our parlance.  However, in recognizing that each of 

these areas are moving at different speeds and are at different points 

in their evolution (Virtual Reality is still in its early days, but Space is 

already a USD 400 billion industry), the contributing subsectors are 

weighted according to where they are in their gestation relative to all 

the other subsectors, providing investors with a broad exposure to 

the Fourth Industrial Revolution without having to gauge the ebbs 

and flows of a given industry.  The net result is a highly diversified, 

dynamic instrument consisting of 388 companies with a fairly equal 

distribution across the market-cap structure (145 companies in the 

large-cap segment, 112 in mid caps, and 131 in small caps) as of the 

last rebalance.3  While biased toward Information Technology (35%), 

the index is also diversified across other traditional GICS® sectors, 

including Industrials (20%), Health Care (14%), and Consumer 

Discretionary (11%). 

As discussed above, individual constituent weighting in the S&P 

Kensho New Economies Composite Index is principally determined 

by three things: the number of qualifying subsectors the company is 

part of, how the company is categorized in each of those subsectors, 

and the relative weighting given to those subsectors in the index.  To 

ensure this is truly an apples-to-apples comparison, we created two 

additional hypothetical time series to more closely align with the 

weighting strategies of the broad market index benchmarks.  In this 

analysis, the constituents of each market-cap segment of the S&P 

Kensho New Economies Composite Index was weighted in three 

ways: 1) scaled, modified equal weight reflecting the contributing 

 
3  The last rebalance was Dec. 20, 2019.  
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factors described above; 2) equal weighted at each rebalance; and  

3) weighted by their float-adjusted market capitalization at each 

rebalance. 

Interestingly, each S&P Kensho New Economies Composite Index 

market-cap segment, regardless of weighting configuration, 

significantly outperformed its broad market peer over the period from 

Jan. 1, 2020, to May 29, 2020 (see Exhibit 2). 

Exhibit 2: S&P Kensho New Economies Composite Index 2020 YTD Outperformance by 
Weighting Configuration 

WEIGHTING* BENCHMARK 
2020 YTD  

OUTPERFORMANCE (%) 

LARGE CAP 

Modified Equal Weight S&P 500 3.96 

Equal Weight S&P 500 Equal Weight Index  10.15 

Market Cap S&P 500 5.97 

MID CAP 

Modified Equal Weight S&P MidCap 400 9.35 

Equal Weight S&P MidCap 400 Equal Weight Index  11.48 

Market Cap S&P MidCap 400  9.99 

SMALL CAP 

Modified Equal Weight S&P SmallCap 600  16.49 

Equal Weight S&P SmallCap 600 Equal Weight Index 16.30 

Market Cap 
S&P SmallCap 600  14.23 

Russell 2000 9.37 

* Modified Equal Weight reflects the standard weighting approach in the S&P New Economies 
Composite Index.  
Source: S&P Dow Jones Indices LLC, FactSet.  Data from Jan. 2, 2020, to May 29, 2020.  Index 
performance based on total return in USD.  Past performance is no guarantee of future results.  Table is 
provided for illustrative purposes.  

The question now turns to whether or not this outperformance has 

persisted over different time periods.  The equity markets generally 

had a banner year in 2019 and the S&P Kensho New Economies 

Composite Index was no exception, posting 37.3% on a total return 

basis.  As seen in Exhibit 3, the outperformance has indeed persisted 

over a variety of different time horizons, and in some cases by 

considerable amounts. 
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Exhibit 3:S&P Kensho New Economies Composite Index’s Persistent Outperformance by 
Weighting Configuration  

WEIGHTING* BENCHMARK 

OUTPERFORMANCE BY PERIOD (ANNUALIZED, %) 

CALENDAR 
YEAR 2019 

1 YEAR 3 YEAR 5 YEAR 
SINCE 

INCEPTION 
(JAN. 2, 2014) 

LARGE CAP 

Modified 
Equal Weight 

S&P 500 7.29 7.11 3.25 2.72 1.45 

Equal Weight 
S&P 500 Equal 
Weight Index 

6.70 13.82 7.12 5.72 3.77 

Market Cap S&P 500 8.10 10.46 6.19 3.93 2.12 

MID CAP 

Modified 
Equal Weight 

S&P MidCap 400 11.79 13.63 8.14 6.25 8.06 

Equal Weight 
S&P MidCap 400 
Equal Weight 
Index 

8.23 14.50 10.57 5.97 6.37 

Market Cap S&P MidCap 400 8.43 13.36 9.73 6.08 5.99 

SMALL CAP 

Modified 
Equal Weight 

S&P SmallCap 600  11.71 20.40 9.77 3.50 2.53 

Equal Weight 
S&P SmallCap 600 
Equal Weight 
Index 

10.39 16.34 11.47 3.81 2.38 

Market Cap 
S&P SmallCap 600  8.94 13.06 9.71 2.15 2.04 

Russell 2000 6.19 7.88 8.07 2.20 2.22 

* Modified Equal Weight reflects the standard weighting approach in the S&P New Economies 
Composite Index.  
Source: S&P Dow Jones Indices LLC, FactSet.  Data as of May 29, 2020.  Index performance based on 
total return in USD.  Past performance is no guarantee of future results.  Table is provided for illustrative 
purposes and reflects hypothetical historical performance. Please see the Performance Disclosure at 
the end of this document for more information regarding the inherent limitations associated with back-
tested performance.  

While there are many factors that may influence returns, security 

selection and the methods employed to accomplish it effectively have 

been paramount for innovation-oriented strategies, such as the S&P 

Kensho New Economy Indices.  The persistent outperformance over 

the period examined ably demonstrates the efficacy of our 

comprehensive approach. 
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PERFORMANCE DISCLOSURE 

The S&P Kensho New Economies Composite Index was launched February 6, 2017. All information presented prior to an index’s Launch Date 
is hypothetical (back-tested), not actual performance. The back-test calculations are based on the same methodology that was in effect on the 
index Launch Date. However, when creating back-tested history for periods of market anomalies or other periods that do not reflect the 
general current market environment, index methodology rules may be relaxed to capture a large enough universe of securities to simulate the 
target market the index is designed to measure or strategy the index is designed to capture. For example, market capitalization and liquidity 
thresholds may be reduced. Complete index methodology details are available at www.spdji.com. Past performance of the Index is not an 
indication of future results. Prospective application of the methodology used to construct the Index may not result in performance 
commensurate with the back-test returns shown. 

S&P Dow Jones Indices defines various dates to assist our clients in providing transparency. The First Value Date is the first day for which 
there is a calculated value (either live or back-tested) for a given index. The Base Date is the date at which the Index is set at a fixed value for 
calculation purposes. The Launch Date designates the date upon which the values of an index are first considered live: index values provided 
for any date or time period prior to the index’s Launch Date are considered back-tested. S&P Dow Jones Indices defines the Launch Date as 
the date by which the values of an index are known to have been released to the public, for example via the company’s public website or its 
datafeed to external parties. For Dow Jones-branded indices introduced prior to May 31, 2013, the Launch Date (which prior to May 31, 2013, 
was termed “Date of introduction”) is set at a date upon which no further changes were permitted to be made to the index methodology, but 
that may have been prior to the Index’s public release date. 

The back-test period does not necessarily correspond to the entire available history of the Index. Please refer to the methodology paper for the 
Index, available at www.spdji.com for more details about the index, including the manner in which it is rebalanced, the timing of such 
rebalancing, criteria for additions and deletions, as well as all index calculations. 

Another limitation of using back-tested information is that the back-tested calculation is generally prepared with the benefit of hindsight. Back-
tested information reflects the application of the index methodology and selection of index constituents in hindsight. No hypothetical record can 
completely account for the impact of financial risk in actual trading. For example, there are numerous factors related to the equities, fixed 
income, or commodities markets in general which cannot be, and have not been accounted for in the preparation of the index information set 
forth, all of which can affect actual performance. 

The Index returns shown do not represent the results of actual trading of investable assets/securities. S&P Dow Jones Indices LLC maintains 
the Index and calculates the Index levels and performance shown or discussed, but does not manage actual assets. Index returns do not 
reflect payment of any sales charges or fees an investor may pay to purchase the securities underlying the Index or investment funds that are 
intended to track the performance of the Index. The imposition of these fees and charges would cause actual and back-tested performance of 
the securities/fund to be lower than the Index performance shown. As a simple example, if an index returned 10% on a US $100,000 
investment for a 12-month period (or US $10,000) and an actual asset-based fee of 1.5% was imposed at the end of the period on the 
investment plus accrued interest (or US $1,650), the net return would be 8.35% (or US $8,350) for the year. Over a three year period, an 
annual 1.5% fee taken at year end with an assumed 10% return per year would result in a cumulative gross return of 33.10%, a total fee of US 
$5,375, and a cumulative net return of 27.2% (or US $27,200). 
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GENERAL DISCLAIMER 

Copyright © 2020 S&P Dow Jones Indices LLC. All rights reserved. STANDARD & POOR’S, S&P, S&P 500, S&P 500 LOW VOLATILITY 
INDEX, S&P 100, S&P COMPOSITE 1500, S&P MIDCAP 400, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND 
ARISTOCRATS, S&P TARGET DATE INDICES, GICS, SPIVA, SPDR and INDEXOLOGY are registered trademarks of Standard & Poor’s 
Financial Services LLC, a division of S&P Global (“S&P”). DOW JONES, DJ, DJIA and DOW JONES INDUSTRIAL AVERAGE are registered 
trademarks of Dow Jones Trademark Holdings LLC (“Dow Jones”). These trademarks together with others have been licensed to S&P Dow 
Jones Indices LLC. Redistribution or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC. 
This document does not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, S&P, Dow Jones or their respective 
affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. Except for certain custom index calculation services, all 
information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity or group of persons. S&P 
Dow Jones Indices receives compensation in connection with licensing its indices to third parties and providing custom calculation services. 
Past performance of an index is not an indication or guarantee of future results. 

It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable 
instruments based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other 
investment vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P 
Dow Jones Indices makes no assurance that investment products based on the index will accurately track index performance or provide 
positive investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation 
regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment 
fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. Prospective investors are 
advised to make an investment in any such fund or other vehicle only after carefully considering the risks associated with investing in such 
funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund or 
other investment product or vehicle. S&P Dow Jones Indices LLC is not a tax advisor. A tax advisor should be consulted to evaluate the 
impact of any tax-exempt securities on portfolios and the tax consequences of making any particular investment decision. Inclusion of a 
security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be 
investment advice. Closing prices for S&P Dow Jones Indices’ US benchmark indices are calculated by S&P Dow Jones Indices based on the 
closing price of the individual constituents of the index as set by their primary exchange. Closing prices are received by S&P Dow Jones 
Indices from one of its third party vendors and verified by comparing them with prices from an alternative vendor. The vendors receive the 
closing price from the primary exchanges. Real-time intraday prices are calculated similarly without a second verification. 

These materials have been prepared solely for informational purposes based upon information generally available to the public and from 
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, 
research, valuations, model, software or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-
engineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written 
permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and 
its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, 
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the 
cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES 
INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY 
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE 
ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE 
WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any 
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses 
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the 
possibility of such damages. 

S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence 
and objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have information that is not 
available to other business units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public 
information received in connection with each analytical process. 

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, 
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive 
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate, 
include in model portfolios, evaluate or otherwise address. 

The Global Industry Classification Standard (GICS®) was developed by and is the exclusive property and a trademark of S&P and MSCI. 
Neither MSCI, S&P nor any other party involved in making or compiling any GICS classifications makes any express or implied warranties or 
representations with respect to such standard or classification (or the results to be obtained by the use thereof), and all such parties hereby 
expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any 
of such standard or classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third party 
involved in making or compiling any GICS classifications have any liability for any direct, indirect, special, punitive, consequential or any other 
damages (including lost profits) even if notified of the possibility of such damages. 


