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At the start of the 2004 season, the juggernaut New York Yankees were coming off six

World Series trips in eight seasons and had four championship trophies. 

The team had also just pulled off a trade for 2003 American League (AL) MVP Alex

Rodriguez to bolster its lineup for the better part of the next decade.1

Both recent history and logic indicated that Yankee Stadium was going to run out of

space to store all the hardware they were set to win in the years to come. 

New York Yankees: 1996–2003

But how fortunes change. 

In the next 17 seasons, the Yankees captured just one AL pennant.2 To put it context,

that has meant one fewer World Series appearances for the Yankees than for the Tampa Bay

Rays, who were last in the 2003 AL East standings. 

2003 American League East Standings

The Yankees/Rays anecdote illustrates the difficulty of imagining the future looking

drastically different than what we’ve seen in recent history. The behavioral finance

term for this common cognitive bias is recency bias. 

FANAMA

The prolonged stretch of outperformance from a handful of large tech-enabled companies—

most prominently Facebook, Amazon, Netflix, Alphabet, Microsoft and Apple—has been

remarkable. 

Since the start of 2015, $1,000 dollars invested evenly across these six names (let’s

call them FANAMA) would have grown to $6,386—over three times the $2,058 value of a

$1,000 investment in the S&P 500 Index. 

On an annualized basis, the S&P 500, excluding FANAMA, returned 9.80%, nearly 300 basis 

points (bps) less than the 12.77% return of the S&P 500 Index. 

Total Returns since 2015
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A whole generation of investors has only known a world in which a select few of the

biggest, most recognizable companies have gone nowhere but up. 

This same generation of investors also came of age thinking it was an annual rite of

passage for the Yankees to play in the World Series in late October. But the future does

not always closely resemble recent history. 

Another common behavioral bias for investors is called the disposition effect, which

refers to a tendency to sell our winners too soon and hold onto our losers too long. 

Investors in FANAMA—who hopefully didn’t sell too soon—haven’t had to grapple with

holding onto losers.

Yet. 

Of the 36 data points of calendar year returns for these companies back to 2015, we only

have four examples of negative calendar year returns—and in one of those cases that

negative return outperformed the S&P 500.  

Cyclical Rotation Trade

Since last September, cyclically sensitive stocks have rallied relative to the growth

favorites of the last few years. 

The average return of FANAMA was a not-too-shabby 28.09%. But that return lagged the S&P

500 by 3.08%. Had the trailing 12-month return for Amazon been a calendar year, that

would have been its first return below 10% since 2014.

Trailing 12-Month Returns
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It’s understandable that investors may be reluctant to throw in the towel on FANAMA

after a blip of underperformance relative to the past six years. 

On the other hand, history does support that the largest market-cap companies today are

unlikely to hold their positions over the next decade.  

For example, not one of the top 10 companies in the S&P 500 in the early 1990s are in

the top 10 of the S&P 500 today. Only four companies from 2009—Microsoft, Apple, Johnson

& Johnson, JPMorgan Chase—remain in the top 10.

S&P 500 Top 10 Holdings and Weights

 

Conclusion 
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Just as we are all aware that diet and exercise will make us healthier, we are also

aware of the common behavioral biases that make us extrapolate recent patterns into the

future—recency bias—or that make us hold onto a loser for too long—the disposition

effect. 

Our awareness of these biases and the challenges of market-timing buy/sell decisions is

why WisdomTree favors systematic, rules-based investment strategies that mitigate them. 

One such strategy is our WisdomTree U.S. Quality Dividend Growth Index. 

The annually rebalanced Index holds a diverse basket of 300 dividend paying companies

that have high profitability, low leverage and strong growth characteristics.

We think an approach such as this can fulfill, or round out, a core position in a

portfolio without making any outsized bet on single names. 

In a follow-up blog post, we will take a deeper dive into how FANAMA have

contributed/detracted from returns of our quality dividend growth index. 

Top 10 Holdings: WisdomTree U.S. Quality Dividend Growth Index

 

 

  

1When the Yankees traded for Alex Rodriguez, he had seven years left on a 10-year

contract he had signed in December 2000 with the Texas Rangers. 

2The winner of the American League pennant advances to the World Series to play the

winner of the National League pennant.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Recency Bias   : When people more prominently recall and emphasize recent events and

observations than those in the near or distant past.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

Basis point : 1/100th of 1 percent.

Disposition Effect   : the tendency for investors to be much more likely to sell a

position at a gain rather than at a los.

Cyclical stocks : Refers to stocks in the Consumer Discretionary, Energy, Industrials,

Materials, Financials and Information Technology sectors.

Market capitalization-weighting   : Market cap = share prices x number of shares

outstanding. Firms with the highest values receive the highest weights in approaches

designed to weight firms by market cap.

Growth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.
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