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10 332 34.15% 105.67 7.16 18.64

6 116 117.75% 975.20 25.61 3.18

88 -- 134.38% 305.57 22.58 7.73

11 70 46.60% 35.90 4.60 7.85

In 2015, the domestic equity markets were dominated by the FANG stocks - Facebook, Amazon, Netflix and Google (which 
changed its name to Alphabet). They dominated the returns and the headlines. In fact, these four stocks became the darlings of 
Wall Street, rising in price without any apparent regard for valuation. Netflix and Amazon were the top two performing stocks in 
2015. The chart below helps illustrate the difference in a market-cap index and a Fundamental Index.

As the data shows, these four momentum stocks were some of the largest names in the Russell 1000 index, but had a much 
smaller representation in the Russell Fundamental Index. The differences are due to their weighting methodologies. Since all four 
companies have large market-capitalization, they have significant weighting in the Russell 1000 where the only metric that matters 
is size. However, since the Russell Fundamental Index weights securities based on sales, cash flow and dividends + buybacks – 
these companies represent a much smaller weight in the Fundamental Index.

The Price/Earnings ratio (P/E) is one of the most common measures of valuation. The FANG stocks traded at inflated P/E’s at the 
end of 2015. The overall market had a roughly 18 P/E which is at the higher end of the normal range. The P/E’s of these four 
stocks are extraordinarily high and pay no dividends. It harkens back to the “dot.com” bubble where companies traded at 
unrealistic P/E’s – and valuations didn’t seem to matter. 

In today’s volatile market environment, do you want to overweight a high P/E stock that has already experienced a significant 
run-up, or would you rather overweight a stock with attractive fundamental characteristics. Fundamental index strategies 
systematically identify and weight securities based on their financial health – not their popularity.

Source: Morningstar Direct, as of December 31, 2015.

Disclosures:

Past performance is no guarantee of future results.

The information here is for general informational purposes only and should not be considered an individualized recommendation of personalized 
investment advice.

“Fundamental Index” is a registered trademark of Research Affiliates LLC. Russell Investments and Research Affiliates LLC have entered into a 
strategic alliance with respect to the Russell Fundamental Index Series. Subject to Research Affiliates’ intellectual property rights in certain 
content, Russell Investments is the owner of all copyrights related to the Russell Fundamental Index Series.

All corporate names and market data shown above are for illustrative purposes only and are not a recommendation, offer to sell, or a solicitation 
of an offer to buy any security.

Definitions:

Russell 1000® Index. The index measures the performance of the large-cap segment of the U.S. equity universe. It is a subset of the Russell 
3000® Index and includes approximately 1,000 of the largest securities based on a combination of their market cap and current index member-
ship.

Russell Fundamental U.S. Large Company Index. The Index is designed to provide exposure to large U.S. companies using the fundamental index 
methodology. The Index utilizes three fundamental measures of company size: retained operating cash flow, adjusted sales, and dividends plus 
buybacks.

   

Is now the right time for Fundamental Index® strategies?


