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Happy 99th Birthday to the Mutual Fund!
The very first mutual fund came out in 1924 and celebrated it's 99th birthday this month. Had you invested $156.43 into this 
fund in 1924 and reinvested all of its capital gains and distributions, it would be worth over $1,000,000 today [as of June's
month-end]. As discussed in previous letters, really long-dated charts like the one below can be very misleading when using a 
linear scale, so we included a logarithmic scale as well on the right-hand side.

Despite averaging +9.25% a year it wasn’t always a smooth ride as there 
were 27 years where it lost value, 6 years of which were more than -20%.
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How Big is Too Big? 
NASDAQ 100 Rebalances
The NASDAQ 100 is like the S&P 500 in that it is a 
market-cap weighted stock index. What that means 
is the bigger companies are allocated a bigger 
percentage of the fund. For example, if company 
ABC is 2x as big as company XYZ, it’ll make up 2x 
the amount of the index. Rebalancing is done in a 
portfolio when some investments get too big or 
other investment get too small. Indices that are 
market-cap weighted however typically won’t 
rebalance because their investments allocations 
adjust automatically with their size. As a company 
gets bigger, it becomes a bigger allocation within 
the portfolio naturally and vice-versa. But the SEC 
sets limitations on how concentrated portfolios can 
be, and so if a company gets too big at some point 
a special rebalance is required in order to still be 
considered “diversified”. The Nasdaq 100 has only 
done a special rebalancing 2 other times in history, 
once in 1998 and again in 2011. Due to the recent 
outperformance of mega-sized companies, they’ve 
gotten to be an outsized position in the Nasdaq. As 
of writing this letter the top 7 names are a bigger 
slice of the pie then the remaining 93 companies 
cumulatively. So investors buying into a fund with 
100 companies think they may be diversified, and 
yet just 7 names are really driving the vehicle. See 
the pie chart for an illustration of the 100 
companies’ weights.

Investment Weights of the Companies in the NASDAQ 100

Source: Invesco
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Disclosures

Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United 
States.

This material has been prepared for informational purposes only. The views expressed herein are those of the author and do not necessarily 
reflect the views of Morgan Stanley Wealth Management or its affiliates. All opinions are subject to change without notice. Neither the 
information provided nor any opinion expressed constitutes a solicitation for the purchase or sale of any security.

Please note that the URL(s) or hyperlink(s) in this material is not to a Morgan Stanley Smith Barney LLC website. It was created, operated 
and maintained by a different entity. Morgan Stanley Smith Barney LLC is not implying an affiliation, sponsorship, endorsement with/of the 
third party or that any monitoring is being done by Morgan Stanley of any information contained within the linked site; nor do we guarantee its 
accuracy or completeness.  Morgan Stanley is not responsible for the information contained on the third party web site or the use of or 
inability to use such site. 

Information contained herein has been obtained from sources considered to be reliable, but we do not guarantee their accuracy or
completeness.

Past performance is no guarantee of future results. 

This case study is hypothetical and presented for illustrative purposes only. The facts involved do not represent the actual experience of any 
specific client. Each client’s situation is different and a client’s experience and any recommendations made to a client will vary depending on 
the specific facts and circumstances involved. Past performance is no guarantee of future results. These strategies do not guarantee a profit 
or protect against loss and may not be appropriate for all investors.

The appropriateness of a particular investment or strategy will depend on an investor’s individual circumstances and objectives. Principal 
value and return of an investment will fluctuate with changes in market conditions.

Investors should carefully consider the investment objectives and risks as well as charges and expenses of a mutual fund before investing. 
To obtain a prospectus, contact your Financial Advisor or visit the fund company’s website. The prospectus contains this and other important 
information about the mutual fund. Read the prospectus carefully before investing.

The Nasdaq-100 Index comprises the 100 largest non-financial companies traded on the Nasdaq. An investment cannot be made directly in 
a market index.

The Standard & Poor's (S&P) 500 Index tracks the performance of 500 widely held, large-capitalization US stocks.  An investment cannot be 
made directly in a market index.

Asset allocation and diversification do not guarantee a profit or protect against a loss in a declining financial market. 

Morgan Stanley Smith Barney LLC ("Morgan Stanley"), its affiliates and Morgan Stanley Financial Advisors or Private Wealth Advisors do not 
provide tax or legal advice. Clients should consult their tax advisor for matters involving taxation and tax planning and their attorney for 
matters involving trust and estate planning and other legal matters.

Investment, insurance and annuity products offered through Morgan Stanley Smith Barney LLC are: NOT FDIC INSURED | MAY LOSE 
VALUE | NOT BANK GUARANTEED | NOT A BANK DEPOSIT | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY

Anouchka Balog Securities Agent: AL, AR, AZ, CA, CO, CT, FL, GA, HI, ID, IL, IN, LA, MA, MD, ME, MI, MO, MT, NC, NE, NJ, NM, NV, NY, 
OH, OR, PA, SC, TN, TX, UT, VA, WA, WI; 

Investment Advisor Representative; General Securities Representative; Managed Futures
NMLS#: 1282780
CA Insurance License #: 0A87150

28202 Cabot Road, Suite 500
Laguna Niguel, CA 92677
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Morgan Stanley Smith Barney LLC. Member SIPC.

CRC# 5823800 07/2023


