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We believe in the old saying: a picture’s worth a 

thousand words. Here, we aim to recap recent market 

action and provide some perspective to investors. 

October 2020 

MARKET STRUCTURE: HOW INDEXES ARE BUILT AND WHAT IT MEANS 

One of the most underrated stories of the crisis is the importance of market structure. It sounds boring, but the way that 

markets (and the indexes that track them) are built is key to both unpacking past performance and forecasting the future. 

Despite a devastating global pandemic, the S&P 500 was up 4.1% through Sept. 30 (with the average stock down ~5%). 

Why? The S&P 500 is concentrated in Big Tech and internet-focused stocks, areas primed to capitalize on the lockdown 

economy we are now so used to. As these sectors pulled the S&P higher in the face of a historic recession, many wondered 

if the market was broken, crazy, or both. In fact, it was neither, and the makeup of the S&P 500 helps explain why.  

The tech sector is currently ~28% of the S&P 500, while Energy and Real Estate are under 5% combined. Apple alone is 

bigger than the Hotels, Restaurants & Leisure, Entertainment, and Airlines industries combined (though the latter employs 

far more people). Troubled parts of the economy are still down big this year, they just have less of an influence on the 

indexes. Of course, this goes the other way too, and is why antitrust “Techlash” aimed at the Big 5 is worth watching closely. 

 

So let’s take this lesson and look abroad. Emerging markets (EM) are up this year, having outpaced developed international 

handily. But why? Well, let’s dig into the details. The most popular EM indexes have huge weights to China (with Taiwan 

and South Korea not far behind). Not only are these three of the bigger success stories as far as coronavirus containment 

and reopening go, but they are concentrated in this year’s big winner – you guessed it – Big Tech and internet retail.  

In fact, the MSCI EM’s four biggest holdings (all Asian tech giants) represent 20% of the portfolio! While most EM countries 

are down this year as they struggle with COVID, weak oil prices, and other issues, the index is up. Sound familiar? 

Once you start looking, you’ll notice this everywhere. It's not to say that market structure is the only thing that matters. 

Macroeconomics, demographics, currency swings, and, of course, the performance of the underlying firms, are all critically 

important. But it is an often overlooked and underdiscussed idea, and it is worth keeping front of mind when investing and 

building portfolios. Work with your Baird Financial Advisor today to better understand what is driving your portfolio returns. 
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should consider the contents of this report as a single factor 

in making an investment decision.  Additional fundamental and other analyses would be required to make an investment 

decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 

other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2020 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   


