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"Wipe Out" is an appropriate description of what is happening beneath the calm surface of the bull
market.

As we head into the end of the year, many are hoping for "Santa to visit Broad and Wall." However,
those hopes are not just about adding to this year's already excessive annual gains. Instead, for
many, it's the hope to recover some brutal losses.

If you haven't been paying much attention, the market is currently sitting near all-time highs. While
it has risen nearly 26% this year, there were a couple of very normal 5% corrections along the way.
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By looking at the chart, you would assume that performance across the index was pretty equal.
However, that would be an erroneous assumption.

As the old saying goes:

"You can't judge a book by its cover."

Need a plan to protect your hard earned . .. your

savings from the next bear market? consultation today

Market Cap Weighted Illusion

One of the problems with the financial markets currently is the illusion of performance. That
illusion gets created by the largest market capitalization-weighted stocks. (Market capitalization is
calculated by taking the price of a company multiplied by its number of shares outstanding.)

Notably, except for the Dow Jones Industrial Average, the major market indexes are weighted by
market capitalization. Therefore, as a company's stock price appreciates, it becomes a more
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significant index constituent. Such means that prices changes in the largest stocks have an
outsized influence on the index.

You will recognize the names of the top-10 stocks in the index.

Top 10 Market Capitalization Stocks In The S&P 500 Index
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Currently, the top-10 stocks in the S&P 500 index comprise more than 1/3rd of the entire index. In
other words, a 1% gain in the top-10 stocks is the same as a 1% gain in the bottom 90%.

Top 10-MegaCaps As % Of S&P 500

Top 10 Mega
Caps, 33.84%

Rest Of S&P 500
Index, 66.16%

M Top 10 Mega Caps ki Rest Of S&P 500 Index
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Another look at the contribution skew is to compare how many companies it would take to comprise
the same weighting. Currently, out of 500 stocks, the bottom 432 stocks comprise the same market
capitalization as the top-10.

Top-10 Capitalization = Bottom 432 Stocks In S&P 500

W Top 10 Mega Caps ki Bottom 432 Stocks

Such is the story of 2021. Had it not been for the enormous returns in companies like Apple
(AAPL), Google (GOOG), Microsoft (MSFT), Tesla (TSLA), and Nvidia (NVDA), the years return
would be much different.
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Below The Surface The Damage Is Evident

As noted, without the support of the top-10 holdings, the year-to-date returns and overall volatility
would be pretty different.

However, looking at a sampling of the more "popular” trading stocks, you can understand current
retail traders' frustration. A vast majority of 2020 and early 2021's high-flying stocks are down
significantly from their respective 52-week highs.

Company Market 52-Wk Price Chg Company Market 52-Wk Price Chg
Symbol Price From 52-Wk Symbol Price From 52-Wk
Name Cap (SMil) High Name Cap (SMil) High
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WKHS  WORKHORSE GROUI 778.37 499 4138 (87.93%) PYPL PAYPAL HOLDING! 221,486.06  188.51 308.53 (38.90%)
TLRY TILRAY INC 3,970.88 8.62 6391 (86.51%) SNAP  SNAP INC 81,809.88 50.82  83.11 (38.85%)
SFIX STITCH FIX-A 2,074.61 15.08  106.41 (82.07%) ceL CARNIVAL CORP 18,775.35 19.28 3131 (38.42%)
€GC CANOPY GROWTH 3,763.28 9.56 5217 (81.68%) FSR FISKER INC 5,281.16 17.83  28.50 (37.44%)
SNDL  SUNDIAL GROWERS 97223  0.5856 2.95 (80.15%) DASH  DOORDASH INC 54,203.01 158 245.97 (35.76%)
PTON  PELOTON INTERAC  11,669.45 38.51  167.42 (77.00%) sQ SQUARE INC 83,638.57  181.32 281.81 (35.66%)
LMND  LEMONADE INC 2,662.90 4321  183.26 (76.42%) LciD LUCID GROUPINC  62,002.18 37.66  58.05 (35.12%)
FCEL FUELCELL ENERGY 2,540.64 633  27.96 (75.21%) CRWD  CROWDSTRIKEHLI  45,546.73 198.6 293.18 (32.26%)
SPCE VIRGIN GALACTIC 3,924.35 1521  59.41 (74.40%) AFRM  AFFIRM HOLDINGS  32,225.77  114.68 168.52 (31.95%)
HOOD  ROBINHOOD MKTS  17,305.88 2013 70.39 (71.40%) AAL AMER AIRLINES 11,661.73 18.01 25.82 (30.25%)
TDOC  TELADOC INC 15,049.78 9401  294.54 (68.08%) GDRX  GOODRXHOLDNG:  15,927.32 39.93  56.99 (29.94%)
oGl ORGANIGRAM HLDG 578.70 1.83 6.00 (67.83%) coiN COINBASE GLOBAI  55,040.83 25576 357.39 (28.44%)
BB BLACKBERRY LTD 5,007.26 879 2510 (64.98%) DAL DELTA AIR LINES 24,435.73 38.18  51.65 (26.08%)
PENN  PENN NATLGAMNG  8,299.41 4896  136.47 (64,12%) MTCH  MATCHGROUPIN  36,897.30  130.34  175.53 (25.74%)
WX WIX.COM LTD 8,141.99 14532  353.09 (58.84%) Dis DISNEY WALT 277,574.25 15271 201.91 (24.37%)
UPST UPSTART HLDGS 13,17458  160.75  390.00 (58.78%) ETSY ETSY INC 28,561.22  225.28 296.91 (24.13%)
M ZOOM VIDEO CMTS 55,203.57 185.25 444.51 (58.32%) ccl CAMECO CORP 8,735.27 2195 28.09 [21.86%)
PINS PINTEREST INC 24,300.82 37.26  89.15 (58.21%) ENPH  ENPHASE ENERGY  29,008.78  215.02 267.74 (19.69%)
DKNG  DRAFTKINGS INC 12,360.24 3041 7198 (57.75%) RH RESTORATIONHD'  12,912.64 603 73852 (18.35%)
CHWY  CHEWY INC 21,623.41 51.76  118.69 (56.39%) TSLA TESLA INC 1,021,367.69 101703 1229.91 (17.31%)
CHPT  CHARGEPOINT HLD 6,516.56 202 4610 (56.18%) ABNB  AIRBNB INC 114,636.88  180.42 216.84 (16.80%)
ME 23ANDME HLDG 3,259.50 8 1765 (54.67%) AVA AVISTA CORP 2,890.17 40.84  48.27 (15.39%)
PLUG  PLUG POWER INC 19,146.55 3322 73.18 (54.61%) LuLY LULULEMON ATHL  53,169.21  409.58 477.91 (14.30%)
GME GAMESTOP CORP 12,140.57  159.01  347.51 (54.24%) RBLX ROBLOX CORP 50,827.52  115.89 134.72 (13.98%)
BMBL  BUMBLE INC 4,687.61 3627  78.89 (54.02%) B META PLATFORMS  917,285.38  329.75 382.18 (13.72%)
DOCU  DOCUSIGN INC 28,589.27 144.48  310.05 (53.40%) CROX  CROCSINC 9,339.02 158.7 180.57 (12.11%)
PLTR PALANTIR TECH 36,992.15 18.94  39.00 (51.44%) NFLX METFLIX INC 270,936.00  611.66 691.69 (11.57%)
MRNA  MODERNA INC 104,224.98  257.06  484.47 (46.94%) MG CHIPOTLE MEXICN  48,431.58 17214 1944.05 (11.45%)
NIO NIO INC-ADR 53,757.57 3426 6284 (45.48%) ALGN  ALIGN TECH INC 52,683.27  668.12 729.92 (8.47%)
HUT HUT 8 MINING CP 1,461.83 878  15.90 (44.78%) AMZN  AMAZON.COM IN' 1,746,739.50 3444.24 3731.41 (7.70%)
UBER  UBER TECHNOLOGS  71,144.13 36.67  63.18 (41.96%) SBUX STARBUCKS CORP  136,947.64  116.73 126.06 (7.40%)
w WAYFAIR INC 21,122.07  202.04  345.47 (41.52%) PANW  PALO ALTO NETW/  52,475.51  531.85 551.18 (3.51%)
LYFT LYFT INC-A 13,462.08 3951  67.42 (41.40%) GOOG  ALPHABETINC-C  1,973,702.13 29735 3014.18 (1.35%)
TWTR  TWITTER INC 36,430.23 4556  77.63 (41.31%) AAPL APPLE INC 2,944,127.75  179.45 179.45 0.00%)

Of course, probably one of the best representations of the disparity between the index and the
"wipe-out" below the surface is the ARKK Innovation Fund (ARKK). In 2020, the media proclaimed
Cathie Wood the top investor of the year. Millennials and Gen Z investors poured money into her
fund to chase the upcoming technology stocks of the next generation.

Unfortunately, that turned out to be a bad bet.

While the S&P 500 index is up roughly 25% in 2021, ARKK is down more than 20%. That is quite a
performance differential but shows the disparity between the mega-cap companies and everyone
else.
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However, it is NOT just the "meme" stocks that significantly underperformed the index. If you
owned a diversified portfolio of small, mid, emerging, and international stocks, performance
significantly lagged the S&P 500 index. Such was a point we discussed in the "Best Way To
Invest."
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On a global basis, as noted by Sentiment Trader, just about everything is underperforming the S&P
500.

"The percentage of country ETFs outperforming the S&P 500 on a rolling 1-year basis
has fallen to the lowest level since May 2020."
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As they conclude”

Strength is primarily evident in the U.S., with overseas indexes showing an alarming
level of relative underperformance. When trends were lagging like this in the past,
annualized returns in the MSCI indexes have been poor.

RIA Pro Get the latest trades, analysis, and
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A Significant Risk

The point you should take away from this analysis is the significant risk posed to investors with
capital hiding in a handful of stocks. Over the last several weeks, we noted the "lack of liquidity"

in the markets, along with weak breadth. To wit:

The stock market is a function of buyers and sellers agreeing to a transaction at a
specific price. Or rather, ?for every seller, there must be a buyer.?

Such is why downturns in the market tend to be a "wipe-out” rather than a "pullback.” A good
example recently was Docusign (DOCU).
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When there are not enough buyers at current prices to absorb an increase in selling pressure,
prices gap down. While there are indeed buyers for every seller, they are at significantly lower
prices.

However, during these "wipe-outs," capital continues to flow into the index's top holdings. Such is
because these stocks are highly liquid. For traders, they provide a "safe haven" to move large
amounts of capital without creating a gap between buyers and sellers.

However, if capital flows reverse from these top-10 holdings for some reason, the illusion of
a strong market will fade quickly. Most likely those flows will be into bonds for safety as
something has likely changed the bullish psychology of the market.

Just in case you are wondering, buyers are significantly lower in Apple (AAPL) currently.

AAPL Apple, Inc. Nasdaq 65 @ StockChartscom
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While the top-10 holdings of the major indexes continue to be a "safe haven" for traders currently,
heading into 2022, | would keep a close watch on them. They are likely going to be the best
indication for when the flight to safety has started.

Of course, if you have been holding "meme" stocks this year, the "wipe-out" should already have
you thinking about changing your investment strategy.
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