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For more than a decade, passive investing has
been one of the defining trends in global asset
management. Low costs, simplicity, and strong
performance have made index-tracking
strategies increasingly popular with investors.

Siobhan Simpson Yet beneath the surface lies a more nuanced story, characterised
Head of SA Unit Trusts by concentration risk and the potential opportunity cost of
underexposure to emerging structural growth areas.

These risks tend to become more apparent as markets rotate from
one cycle to the next, leaving investors who are heavily exposed

to index-tracking strategies with insufficient depth to fully achieve
their intended investment outcomes. In environments such as these,
active management offers an advantage: the ability to allocate
selectively, manage risk more effectively, and capture opportunities
as they arise.
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1.

Defined by a narrow group of winners

Passive strategies typically track indices that are weighted
according to market capitalisation. In simple terms, the larger a
company becomes, the larger its representation in the index. As
companies perform well and their share prices rise, their weight
within the index automatically increases.

Evidence of this can be seen in the US, where a relatively small number
of large technology companies, often referred to as the Magnificent

7 (Alphabet, Amazon, Apple, Meta Platforms, Microsoft, Nvidia, and
Tesla), have driven a significant share of overall market performance.’
While their dominance reflects genuine innovation, particularly in Al and
digital infrastructure, it has also created an environment in which index
performance is closely tied to the fortunes of a handful of companies
and themes.

Figure 1: Mag 7 concentration in the S&P 500
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Source: Bloomberg as at 31 March 2026. Based on research conducted by Defiant Capital Group.

No representation is being made that any investment will or is likely to achieve profits or losses similar to those achieved
in the past, or that significant losses will be avoided. This is not a buy, sell or hold recommendation for any particular security.
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A similar pattern has emerged in South Africa, where after several years of
relatively subdued performance, the domestic equity market has staged

a notable recovery. But much of this rebound has been concentrated

in specific sectors, particularly precious metals companies, which have
benefited from stronger commodity prices.

When looking at the top 25 companies within the FTSE/JSE ALSI (which
make up roughly 75% of the index), the change in composition over

the past two years shows resources companies increasing from 22.0%
to 31.3%. While this gain in isolation may not raise concerns about
concentration risk, a closer inspection of its composition might.

Of the total 31.3%, approximately 25.6% is derived from just seven
precious metals companies. Gold Fields and AngloGold Ashanti are
perhaps the biggest beneficiaries of this change, collectively accounting
for 14.6% of the entire index as at the end of March 2026, up from just
5.5% as at the end of 2023

Figure 2: Resources dominated by precious metals

2023 weight Q126 weight

W Otherresources M Precious metals

Source: Bloomberg, as at 31 March 2026. Based on the top 25 stocks listed on the FTSE/JSE ALSI.

High concentration is not inherently problematic when the dominant
companies continue to deliver strong growth. However, it does mean that
index-tracking strategies become increasingly reliant on the continued
success of those companies. When leadership shifts, as it inevitably
does, the impact on index-heavy portfolios is likely to be significant.

1. Norepresentation is being made that any investment will or is likely to achieve profits or losses similar to those achieved
in the past, or that significant losses will be avoided. This is not a buy, sell or hold recommendation for any particular security.
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Finding opportunities beyond the index

The global economy has undergone a period of meaningful structural
change, driven by technological disruption, geopolitical realignment, and
shifting supply chains.

Advances in areas such as artificial intelligence and automation have
reshaped industries and redefined competitive advantages. At the same time,
changing geopolitical dynamics have prompted countries and companies to
rethink trade relationships, energy security, and strategic priorities. Supply
chains, meanwhile, have become more regional and resilient, rather than
simply optimised for cost. Together, these forces have reshaped market
leadership into what we see today, but perhaps more importantly, they are
creating opportunities for new winners and investment themes to emerge.

For investors, this shift matters. Passive strategies tend to be anchored

to past winners, with increased exposure to established leaders, while
missing emerging sources of growth. Active managers, by contrast, have
the flexibility to adapt by allocating capital to new opportunities, managing
emerging risks, and repositioning portfolios as leadership evolves.

A complementary approach to
portfolio construction

The debate between active and passive investing is often framed as a
competition between two opposing approaches. In practice, the most
effective portfolios frequently incorporate elements of both. While
passive strategies provide efficient access to broad market exposure,
forming a foundation for portfolio construction, active strategies
complement this by seeking to enhance returns, manage risk and allocate
capital more dynamically.

The key decision for investors is therefore not whether passive investing
has merit, it clearly does, but rather how large a role passive exposure
should play in the current market environment, and when to increase
exposure to active strategies.
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The bottom line

Several features of today’s market landscape suggest that the
opportunity set for active investors is expanding:

First, concentration within major equity
indices has increased significantly, making
market outcomes more dependent on a
relatively small number of companies.

Second, differences in valuations and growth prospects
between sectors and individual companies have widened,
creating greater dispersion in potential returns.

Third, the global economy is undergoing a period
of structural adjustment driven by technological
disruption, geopolitical realignment and evolving
supply chains.

Periods characterised by concentration, dispersion and structural change
tend to favour investors who can analyse companies individually and
allocate capital selectively.

Passive investing, meanwhile, remains an effective way to gain broad market
exposure, but tends to mirror the market as it exists today, along with its
concentrations, imbalances, and momentum.

At a time when the world is rapidly evolving, relying solely on index exposure
risks anchoring portfolios too heavily to yesterday’s winners. Increasing
exposure to disciplined, research-driven active strategies introduces the
flexibility to manage concentration risk, identify emerging opportunities, and
adapt as market leadership evolves.

In our view, positioning for the next phase of the market cycle calls for a
deliberate tilt toward active management, and with it, the ability to manage
risk more effectively while capturing new opportunities as they arise.

Keep an eye out for the next instalment in this series, where we explore some
of the key assumptions and myths surrounding active and passive investing.
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