
Source: S&P Dow Jones Indices. Past performance is no guarantee of future results. 
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When Less Can Potentially Bring More 

View from the Observation Deck 
1. If an investor seeks to outperform a benchmark index, such as the S&P 500 Index, one way to approach the challenge is to simply

pare down the number of stocks one invests in.

2. As indicated in the chart, over the past 10 years, the average number of stocks in the S&P 500 Index with positive annual price-only
returns (does not include dividends) was 324, or roughly 65%. That means that approximately 35% of the constituents in the index,
on average, were providing a drag on returns in a given year. 

3. With respect to performance, the two best years in the chart for S&P 500 Index price-only returns were 2009 (425 positive stocks), the
index was up 23.45%, and 2013 (457 positive stocks), the index was up 29.60%, according to S&P Dow Jones Indices. 

4. If we throw out 2008 (think financial crisis), the two worst years for S&P 500 Index price-only returns were 2015 (215 positive stocks),
the index was down 0.73%, and 2011 (232 positive stocks), the index was flat (0.00%), according to S&P Dow Jones Indices.

5. Year-to-date through 5/31/18, there were 230 constituents in the S&P 500 Index in positive territory, with a price-only return of
1.18%, according to  S&P Dow Jones Indices. These figures are essentially in line with those from 2011 and 2015. 

6. One of the ways in which an investor might attempt to generate a return in excess of a benchmark index is to identify and eliminate
those companies most likely to end up in the red at year-end. Easier said than done.

7. This is where professionals can add value for an investor. Financial consultants and packaged product vendors have a multitude of
strategies designed to potentially outperform the broader market via less diversification. 

This chart is for illustrative purposes only and not indicative of any actual investment. The illustration excludes the effects of taxes and brokerage commissions and other expenses incurred when investing. Investors cannot invest directly in
an index. The S&P 500 Index is a capitalization-weighted index comprised of 500 stocks (currently 505) used to measure large-cap U.S. stock market performance. 
The information presented is not intended to constitute an investment recommendation for, or advice to, any specific person. By providing this information, First Trust is not undertaking to give advice in any fiduciary capacity within the
meaning of ERISA and the Internal Revenue Code. First Trust has no knowledge of and has not been provided any information regarding any investor. Financial advisors must determine whether particular investments are appropriate for
their clients. First Trust believes the financial advisor is a fiduciary, is capable of evaluating investment risks independently and is responsible for exercising independent judgment with respect to its retirement plan clients.


