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Equity Index Investing Is Not 
Simple

Cognizant Wealth Advisors



What is an equity index?
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Why use equity indices?

Because it’s impossible to pick winning stocks.
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Can you identify the best performing stocks of 2024?



Best performing stocks of 2024
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Why can’t you pick winning stocks?

Example: XYZ Company Price/Earnings (P/E) Ratio is 15

($90 price / $6 million earnings / 1 million shares)
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6
How much profit will 
the company earn in 

the future?

What multiple will 
investors pay for a dollar 

of profit in the future?

90
15

How can you predict either of these one year from now?



Very few stocks have positive returns

The best-performing four percent of listed companies explain the [total] net gain
for the entire U.S. stock market since 1926...The results help to explain why
poorly-diversified active strategies most often underperform market averages.

--Hendrik Bessembinder 2018
Professor of Finance
Arizona State University
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It’s extremely difficult to find the few winners



Choosing an index is also challenging
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Indices don’t always match their names
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Which factors impact index returns?
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What is index reconstitution?

• Updating the components of the index to reflect changes in 
market cap and other factors based on index methodology 
criteria

• Generally occurs on a scheduled basis
– S&P Dow Jones: 3rd Friday of each quarter

– MSCI: last day in Feb, May, Aug, Nov

– Russell: last day of June
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Reconstitution can impact pricing
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Reconstitution can impact pricing
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Reconstitution can impact pricing
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Reconstitution can cause misplacement
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Challenges with equity index investing

• What are you trying to accomplish?

• How to choose the right index

• How to choose the right mutual fund/ETF

• When to make purchases & sales
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Making the right decisions requires knowledge and planning. 



Additional questions?

Contact Artie Green or Sheetal Bagde

info@CognizantWealth.com

650-209-4062

Note:  The information shown in this presentation is for illustrative purposes only. Cognizant Wealth Advisors, LLC ("Cognizant") is a dba of 
Perigon Wealth Management, LLC ("Perigon"). All advisory services are provided by Perigon, a federally registered investment advisor. For 
additional disclosures, please visit www.perigonwealth.com. Important disclosure information is also available at: 
https://adviserinfo.sec.gov/firm/summary/131037 and https://www.investor.gov/CRS.
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