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Market Weight vs Equal Weight
Last quarter we discussed the continued concentration of today’s stock market, and how the top 5 stocks have grown to
the largest percentage of the S&P 500 since the mid-1970s. The history of the top 5 stocks (cumulative weight) is
presented below.

This relationship expanded even further in Q3. These top 5 stocks (plus Netflix, which is a much smaller company)
represented a whopping 25% of the S&P’s value as of August 31.
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Case in point…Apple (AAPL), which is the largest company in the world and has been a market leader for many years,
reached $1 trillion market cap after 37 years in business. It has since added another $1.4 trillion of market value in less
than 12 months, largely through multiple expansion.

Concentration Often Largest At Market Peaks
Dislocations like this typically normalize over time. The chart below shows the relative performance of the market-capweighted index versus the equal-weighted index. As you can see, it is a fairly volatile chart.
Keep in mind that this chart does not indicate
whether the overall stock market is going up or
down. It simply compares periods where the largest
stocks are driving the market (market weighted
index out-performs) versus markets with more
broad representation (equal weight index outperforms). We might conclude, however, that
concentration tends to be the most extreme at
market peaks. For example, the largest reading in
the above index occurs at the peak of the internet
bubble, which preceded a market crash and
economic recession.
How To Play It
We wish we could give you a steadfast rule for
when to pile into the largest stocks versus
diversifying yourself across more companies and
sectors. Timing the market can often be a fool’s
game. But we do believe it makes sense to gradually
shift away from the hottest stocks and diversify into
the strongest players across all sectors. One way to
do this is by buying an Equal Weighted Index
instead of the standard market-weighted index. The Invesco Equal Weight Index (ticker RSP) is one way to do this. But the
equal weight index, like most large market indices, yields less than 2% (1.8% actually). As covered call managers, we
would recommend selling calls on this index, which could increase your yield to 7-8% while also providing downside
protection.

Alternatively, you could invest in our covered call strategy, which has a more similar profile to the equal weight index
(more diversified across sectors) but is steeped in fundamental analysis that narrows the field down to what we believe
are the strongest players with the best competitive advantages, strongest balance sheets and best ROIs. The relative
strength of our portfolio versus the S&P 500 is illustrated by the statistics below.

2 of 4

Relative Performance
We have managed our covered call strategy for nearly 19 years (inception was January 2002). During that time, we have
seen two long bull markets and several (much shorter) bears. We have nearly kept pace with the S&P over this
timeframe, despite being a hedged strategy and despite record Big Tech concentration in the S&P, as mentioned above.
When you risk-adjust the figures (which is appropriate given we are a hedged strategy with approx. 40% lower risk), we
have significantly out-performed the S&P 500. We have also significantly out-performed the Equal Weight S&P, both in
absolute and risk-adjusted terms. See chart below. All below charts are gross performance
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Van Hulzen Covered Call Strategy

The Van Hulzen Covered Call strategy invests in US companies that we consider to have high shareholder yield (dividends
and share repurchases) and uses call options with the goal of reducing portfolio volatility and creating incremental
income. The goal is a portfolio that has equity exposure while seeking higher than average annual income (target of 6-8%
annual), although there is no guarantee that the strategy will achieve its objective, generate profits or avoid losses.
Below you will find the graph of the Van Hulzen Covered Call Strategy and the Covered Call Index BXM.

The foregoing content reflects the opinions of Van Hulzen Asset Management and is subject to change at any time without notice. Content provided herein is for
informational purposes only and should not be used or construed as investment advice or a recommendation regarding the purchase or sale of any security. There is
no guarantee that these statements, opinions or forecasts provided herein will prove to be correct. Past performance is not a guarantee of future results. Indices are
not available for direct investment. Any investor who attempts to mimic the performance of an index would incur fees and expenses which would reduce returns. All
investing involves risk including the potential for loss of principal. There is no guarantee that any strategy will be successful. The CBOE S&P 500 BuyWrite Index (BXM)
is a benchmark index designed to track the performance of a hypothetical buy-write strategy on the S&P 500 Index. The BXM is a passive total return index based on

(1) buying an S&P 500 stock index portfolio, and (2) "writing" (or selling) the near-term S&P 500 Index (SPXSM) "covered" call option, generally on the third Friday of
each month. The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market-value weighted index (stock
price times number of shares outstanding), with each stock's weight in the Index proportionate to its market value. It is widely used as a benchmark of U.S. equity
performance. It is not possible to invest directly in an index. FPAC-0773-20
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