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Research

More Equal than Others:.
20 Years of the S&P 500°
Equal Weight Index

Summary

It is over 20 years since S&P Dow Jones Indices launched the
S&P 500 Equal Weight Index; since then, its live performance has
attracted both academic interest and investor capital in related
products. To mark the anniversary, we re-examine the index’s
potential as a benchmark for actively managed U.S. equity mutual
funds. Using 20 years of live performance, we show:

— The annual excess returns of the average actively managed

Large-Cap Core U.S. equity fund (relative to the S&P 500) were
correlated to those of the S&P 500 Equal Weight Index.

— Over the long term, in every major category, nearly all actively
managed domestic U.S. equity funds underperformed the S&P
500 Equal Weight Index.

— These results would not be substantially altered after accounting
for the typical frictions that might be associated with a passive
investment tracking the S&P 500 Equal Weight Index.

Exhibit 1: Percentage of Actively Managed U.S. Equity Funds
Underperforming the S&P 500 Equal Weight over 20 Years

All Domestic All Large- All Large-
Equity Funds Cap Funds Cap Core Funds

m Underperformed

99.8% 99.7%

98.6%

Outperformed

Sources: S&P Dow Jones Indices LLC, CRSP. Data as of Jan. 31, 2023. Performancebasedon 20-
yeartotalreturnsin USD. See Exhibit5 formore details. Past performance is no guarantee of future
results. Chartis provided for illustrative purposes.
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Introduction

Offering a simple alternative to the standard capitalization-weighted approach for U.S. blue-
chip equities, the S&P 500 Equal Weight Index began publication just over 20 years ago on
Jan. 8, 2003. The index’s performance since launch has been notable, with a total return not
only higher than its large-cap benchmark index, but also higher than S&P DJI's benchmarks for
mid- and small-cap U.S. equities, as well as both growth and value indices based on the S&P
500 (Exhibit 2).1

Exhibit 2: S&P 500 Equal Weight Index Outperformed U.S. Large, Mid, Small, Growth
and Value Segments
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Sources: S&P Dow Jones Indices LLC. Data as of April 30, 2023. Index performance basedon totalreturn indices in USD. Legend provides
annualized returns overthe full period. Past performance is no guarantee of future results. Chart is provided for illustrative purposes.

This outperformance offers a challenging perspective on the results reported in S&P
Dow Jones Indices’ SPIVA® Scorecards, which have consistently shown that a high
proportion of actively managed U.S. equity mutual funds underperform capitalization-weighted
benchmarks.2 “Challenging” because—as we shall illustrate—actively managed large-cap
equity funds might be expected to benefit during periods when equal-weight indices outperform
cap-weighted indices.

' For an outline of the drivers behind the historical relative performance of the S&P 500 Equal Weight Index, see Edwards et al,
“Outperformance in Equal-Weight Indices” (2018).

2 S&P DJI's SPIVA Scorecards may be viewed at https://www.spglobal.com/spdii/en/research-insights/spival.
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Equal Weight as a Benchmark for “Stock Pickers™

S&P DJI has previously suggested3 that the performance of equal-weight indices might offer
an insightful lens through which to judge the performance of actively managed funds and
alternatively weighted (or “factor”) indices. The theoretical case may be distilled into three
observations.

1. The difference in performance between the S&P 500 Equal Weight Index and the S&P
500 is frequently material, which means that it may have a potential explanatory power
for the relative performance of other large-cap U.S. equity portfolios or indices.

2. The expected return from selecting S&P 500 constituents purely at random is
equal to the unweighted average return among constituents. In between rebalances,
this is exactly equal to the return of the S&P 500 Equal Weight Index.

3. The ability to avoid concentration in the largest stocks and the discipline of
regular rebalancing are virtues sometimes ascribed exclusively to active management.
Both are encoded in the design of the S&P 500 Equal Weight Index.

From a practical perspective, one should expect the S&P 500 Equal Weight Index to have a
similar overall return to the average performance of active U.S. equity funds: both would be
expected to be broadly subject to the impact of overall trends in the U.S. equity market. The
key question becomes whether they have a similar pattern of relative returns—in excess
or deficit of a broad, capitalization-weighted benchmark such as the S&P 500.

Addressing precisely this question, Exhibit 3 updates an earlier observation that the excess
return of the average actively managed large-cap U.S. equity fund could be approximated by
20% of the S&P 500 Equal Weight Index’s excess return, minus a hypothetical drag from fees
and other costs of 1.7% per year—the combination of which is here called an “Equal Weight
Approximation.™ Exhibit 3 plots these two series, using the asset-weighted average excess
returns (versus the S&P 500) of actively managed funds in the U.S. Large-Cap Core category,
as reported in S&P DJI's historical annual SPIVA Scorecards.>

Edwards & Lazzara, “Equal Weight Benchmarking: Raising the Monkey Bars” (2014).

Edwards & Lazzara Op. Cit. In otherwords, the “Equal Weight Approximation” series is equal to 20% of the difference betweenthe
historical annual S&P 500 Equal Weight Index and standard S&P 500total returns, minus 1.7%. The Equal Weight Approximationis nota
hypothetical portfolio and could not be replicated by any combination of the indices mentioned here. The figures of 20% and 1.7% were
selected in the 2014 paperas an openexercise of “data-fitting,” we retain the same figures to make an “ex-post” comparison with nine more
years of available data.

The fund category definitions and returns are as reportedin S&P DJI's SPIVA Scorecards. Forexample, the asset-weighted return for 2022
is shown in Report 4 of the SPIVA U.S. Year-End 2022 Scorecard.
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Exhibit 3: Approximating Active Fund Relative Performance with Equal Weight
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Sources: S&P Dow Jones Indices LLC. Data as of Dec. 31, 2022. The asset-weighted Large-Cap Core Fund returns are as reportedin the
historical annual SPIVA U.S. Scorecards forthe years 2008to 2022 inclusive. Past performance is no guarantee of future results. Chartis
provided forillustrative purposes.

The two series of Exhibit 3 display an encouraging degree of visual similarity, with a statistical
correlation of 0.61 and a correlation-squared (or “R-squared”) statistic of 0.37. At least
statistically, this can be interpreted as saying that a little over one-third of the variation in the
average excess returns of actively managed Large-Cap Core funds might be explained by the
variation in the excess returns of the S&P 500 Equal Weight Index.

Simplifying the results: on average, the more the S&P 500 Equal Weight Index historically
outperformed the S&P 500, the more actively managed funds outperformed the S&P
500. Such correlation might be expected on theoretical grounds, but it does make the results
of the U.S. SPIVA Scorecards more surprising: despite the performance shown in Exhibit 2,
just 4% of actively managed funds in the large-cap core category outperformed the S&P 500 in
last 20 years.5

® Source: S&P DJI's SPIVA U.S. Year-End 2022 Scorecard.
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Comparing Equal Weight to Actively Managed
Fund Performance

Using the same analytical engine underlying S&P DJI's SPIVA Scorecards,’ Exhibits 4 and 5
offer summary statistics comparing the performance of actively managed funds in various
domestic equity categories to the performance the S&P 500 Equal Weight Index over various
time horizons ending in January 2023—the earliest date on which a 20-year comparison of live
performances became possible.

Exhibit 4 shows that a majority of all actively managed U.S. equity mutual funds
underperformed the S&P 500 Equal Weight Index in 16 of the last 19 calendar years, while
Exhibit 5 shows that most funds in every category underperformed the index over every time
horizon longer than a year.

Exhibit 4. Percentage of All Actively Managed Domestic U.S. Equity Funds
Underperforming the S&P 500 Equal Weight Index, Annually
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Sources: S&P Dow Jones Indices LLC, CRSP. Data as of Dec. 31,2022. Pastperformance is no guarantee of future results. Chartis
provided forillustrative purposes.

" Further details on the methodology used for the selection, categorization and treatment of actively managed funds are provided in the 2022
U.S. SPIVA Scorecard.
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Exhibit 5: Percentage of Actively Managed Funds Underperforming the S&P 500 Equal
Weight Index over Various Time Horizons

SPIVA Fund Category

3-Year (%)

5-Year (%)

10-Year (%)

15-Year (%)

20-Year (%)

All Domestic Funds 91.43 90.08 91.88 97.53 98.58
All Large-Cap Funds 95.14 89.31 88.04 98.31 99.76
All Mid-Cap Funds 91.22 90.48 95.53 97.83 97.76
All Small-Cap Funds 85.00 92.39 96.67 97.36 97.29
All Multi-Cap Funds 92.80 88.70 91.64 96.65 98.50
Large-Cap Core Funds 97.12 88.15 93.68 98.84 99.72
Large-Cap Growth Funds 98.61 79.75 70.21 96.38 99.61
Large-Cap Value Funds 91.28 97.29 98.66 99.57 100.00
Mid-Cap Core Funds 89.72 94.07 96.69 99.12 98.02
Mid-Cap Growth Funds 95.49 83.47 94.01 96.52 98.01
Mid-Cap Value Funds 83.93 98.18 97.14 98.99 96.04
Small-Cap Core Funds 84.06 97.09 98.70 98.27 97.55
Small-Cap Growth Funds 93.97 84.15 92.96 95.94 98.34
Small-Cap Value Funds 63.51 94.79 99.10 98.08 95.15
Multi-Cap Core Funds 93.27 91.60 95.48 96.30 98.73
Multi-Cap Growth Funds 96.05 78.36 80.50 95.68 96.88
Multi-Cap Value Funds 88.11 98.23 100.00 98.67 99.52

Sources: S&P Dow Jones Indices LLC, CRSP. Data asofJan. 31, 2023. Past performance is no guarantee of future results. Table is

provided forillustrative purposes.

The figures reported in Exhibit 5 are particularly stark for longer-term horizons: over 15 or 20
years, there was no category in which the underperformance rate was lower than 95%.
In the “home” category of All Large-Cap Funds, the underperformance rate was 99.76%—
corresponding to 823 out of 825 unique actively managed funds available in the category at

the start of the period.

To summarize the results of Exhibits 4 and 5: in most years, a majority of actively managed
U.S. equity funds underperformed the S&P 500 Equal Weight Index and, whatever the
fund category, it was especially hard to find actively managed funds that outperformed

over the long term.
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Equal Weight and the Distribution of Active Fund
Returns

It is not possible to invest directly in an index. As well as potential costs, seeking to replicate
an index’s performance may also produce “tracking error,” arising from execution or other
costs, as well as any potential differences in constituent weights. Moreover, compared to a
capitalization-weighted portfolio, a passive investment tracking the S&P 500 Equal Weight
Index might also incur higher trading costs due to the higher portfolio turnover required to
maintain equal weights in each constituent.8

Accordingly, when comparing the results of active funds to indices, it is sometimes helpful to
ask whether the results would change materially if the index return were slightly different. The
appropriate value for such a handicap can vary according to the index, along with the scale
and negotiation skills of the market participant. It may not even be a constant: for a long-term
study, one might also wish to incorporate the factthat the typical fees and costs for investing in
U.S. equities have declined over time.®

Rather than modeling any particular level of handicap on the index’s return, Exhibit 6 illustrates
the sensitivity of Exhibit 5’s outperformance statistics to changes in the assumed net return of
S&P 500 Equal Weight Index. Specifically, Exhibit 6 plots the frequency distribution of the
annualized 20-year total returns of all actively managed domestic U.S. equity mutual funds that
survived to produce a 20-year return.10 The contribution to each frequency from funds in the
Large-Cap category is identified for purposes of illustration, as well as the annualized total
return of the S&P 500 Equal Weight Index.

Exhibit 6 makes it clear that, in the hypothetical scenario where the S&P 500 Equal
Weight Index’s return was diminished by 0.5% or even 2% annually, it would have still
outperformed a firm majority of the actively managed U.S. equity funds that survived to
post a 20-year return.

8

As of April 30, 2023, the S&P 500 Equal Weight Index had an average one-way turnover of 22% peryear overthe past 10 years, compared
to just 5% forthe S&P 500. Further statistics are available in the April 2023 edition of the S&P 500 Factor Dashboard.

° Source: the Investment Company Institute’s 2023 Fact Book, pages 72-83, available at www.ici.org.

° In orderto place these results in proper context, note thatonly 32% of All Domestic funds and 28% of All Large -Cap funds available at the
start of the period survived to post a 20-yearreturn.
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Exhibit 6: Distribution of Surviving Active Funds’ 20-Year Returns
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Sources: S&P Dow Jones Indices LLC, CRSP. Frequency is calculated as the proportion of all surviving domestic equity funds with matching
20-year annualized returns to the nearest 0.5%. Data as of Jan. 31, 2023. Past performance is no guarantee of future results. Chartis

provided forillustrative purposes.

Conclusions

With over 20 years of live performance, the S&P 500 Equal Weight Index offers a rich history
enabling long-term comparisons to both other indices and actively managed funds, with unique
credentials in the potential role of a U.S. equity benchmark that is representative, theoretically
appropriate for active approaches and “harder to beat.”

In particular, the relative performance of the S&P 500 Equal Weight Index offers insightful
perspectives on the drivers of performance in—and the value added or subtracted by—actively
managed U.S. equity funds. Despite sharing a similar pattern of excess returns, very few
active funds were able to match the index’s returns over the past two decades.

Beyond benchmarking applications, for market participants who are comfortable with
potentially higher tracking error and turnover than is typical in capitalization-weighted indices,
the S&P 500 Equal Weight Index’s live historical performance suggests that a passive
approach guided by this index could have provided a viable alternative to actively managed
U.S. equity mutual funds.
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General Disclaimer

© 2023 S&P Dow Jones Indices. Allrights reserved. S&P, S&P 500, SPX,SPY, The 500, US500, US 30, S&P 100, S&P COMPOSITE 1500,
S&P 400, S&P MIDCAP 400, S&P 600, S&P SMALLCAP 600, S&P GIVI,GLOBAL TITANS, DIVIDEND ARISTOCRATS, Select Sector, S&P
MAESTRO, S&P PRISM, S&P STRIDE, GICS, SPIVA, SPDR, INDEXOLOGY, iTraxx, iBoxx, ABX, ADBI, CDX, CMBX, LCDX, MBX, MCDX,
PRIMEX, TABX, HHPI, IRXX, I-SYND, SOVX, CRITS, CRITR are registered trademarks of S&P Global, Inc. (“S&P Global’) orits affiliates.
DOW JONES, DJIA, THE DOW and DOW JONES INDUSTRIAL AVERAGE are 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 reproductio n in whole or
in part are prohibited without written permission of S&P Dow Jones Indices LLC. This documentdoes not constitute an offer of services in
jurisdictions where S&P Dow Jones Indices LLC, S&P Global, Dow Jones or their respective affiliates (collectively “S&P Dow Jo nes Indices”)
do not have the necessary licenses. Exceptfor certain customindex calculation services, allinformation provided by S&P Dow Jo nes Indices
is impersonal and not tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensationin
connection with licensing its indices to third parties and providing custom calculation services. Past performance of an inde xis not an
indication or guarantee of future results.

Itis 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 aninvestment returnbased on the performance of any index. S&P
Dow Jones Indices makes no assurance thatinvestment products based on theindex will accurately track index performance or p rovide
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 investmentfund or otherinvestment vehicle. A decision to invest in any such investment
fund or otherinvestment vehicle should not be madein reliance on any of the statements set forth in this document. S&P Dow Jones Indices
is not an investment adviser, commodity trading advisor, commodity pool operator, broker dealer, fiduciary, promoter” (as defined in the
Investment Company Act of 1940, as amended), “expert” as enumerated within 15 U.S.C. § 77k(a) ortax advisor. Inclusion of a security,
commodity, crypto currency or other asset within an index is not a recommendation by S&P Dow Jones Indice s to buy, sell, or hold such
security, commodity, crypto currency or otherasset, noris it considered to be investment advice or commodity trading 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 forinformational purposes based uponinformation 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) orany part thereof (“Content”) may be modified, reverse-
engineered, reproduced or distributed in any form or by any means, or stored in a database orretrieval system, without the p rior written
permission of S&P Dow Jones Indices. The Content shall not be used forany 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, forthe results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS 1S”BASIS. S&P DOW JONES
INDICES PARTIES DISCLAIMANY 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 ORDEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE
WITHANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party forany
direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, orlosses
(including, without limitation, lostincome or lost profits and opportunity costs) in connectionwith 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 otherin orderto preserve the independence
and objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have info rmationthatis 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, investmentbanks, other financial institutions and financial intermediaries, and accordingly may receive
fees or other economic benefits fromthose organizations, including organizations whose securities or services they may recommend, rate,
include in model portfolios, evaluate or otherwise address.
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