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The Nasdaq-100 methodology stipulates that a “special rebalance” can be 
conducted to address issues like overconcentration within the index.

•	 What is a special rebalance?

•	 What triggered the latest one? 

•	 What does it ultimately mean for investors and the index?

Rebalancing Rules and Index Diversification

The Nasdaq-100 Index is a market-capitalization-weighted index and includes 100 of the largest domestic and 
international Nasdaq-listed companies, excluding financial companies. This benchmark is utilized in numerous 
financial products around the world, including exchange-traded funds (ETFs), mutual funds, annuity funds, and 
futures and options. 

It’s important to understand that benchmark providers are responsible for making sure the composition of an index 
adequately reflects its stated methodology, so regular rebalances happen in all benchmarks and are important to 
ensure proper diversification.
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The Nasdaq-100 Index is typically reconstituted annually in December, with additional rebalancing opportunities 
each quarter. Standard index rebalance changes become effective after the close of trading on the third Friday in 
March, June, September and December. However, Nasdaq-100 Index rules also include the provision that a special 
rebalance can be triggered at any time if the cumulative weight of the companies with at least 4.5% weight in the 
index exceed 48% of the total weight of the index.

A Rare but Appropriate Occurrence

On July 24, the index underwent a special rebalance that redistributed the weights across existing member 
companies. This rebalance was a rare event for the benchmark, as it is only the third special rebalance in the history 
of the Nasdaq-100 Index, with the last two occurring in 1998 and 2011.1 The latest adjustment did not result in the 
removal or addition of any securities. It was based on the index securities and shares outstanding as of July 3.

One of the underlying reasons behind a special rebalance is the need to re-allocate weights so the index does not 
trigger US concentration rules for funds or ETFs that track the benchmark.

A special rebalance is a rare occurrence, but we consider it appropriate given the increasing concentration of a small 
number of securities in the Nasdaq-100.

Top Stocks Prompt Adjustment

After Tesla’s recent price surge in late June, it joined seven securities (“The Magnificent 7”) that each had more than 
a 4.5% weight in the benchmark in early July. The other securities that exceeded the 4.5% weight are Alphabet (Class 
A and C), Amazon, Apple, Meta, Microsoft and Nvidia. The addition of Tesla to this group pushed the combined 
weight of the now “Great 8” over 50%, as shown in the chart below. The sector diversification of the benchmark as of 
June 30 also highlights the significant weight to Information Technology companies, as shown in the chart on the 
following page.

While a combined-weight breach also happened for a brief time in late 2021, Nasdaq did not choose to hold a special 
rebalance at that time, and a short while later, the combined weights trended downward. The July 24 rebalance was 
different, most likely triggered because the collective combined weight went over the 50% mark. 

Cumulative Weight in the Nasdaq-100 of Names with Total Weight Greater than 4.5%

Source: Instinet, Nasdaq.
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Nasdaq-100 Sector Allocation

Source: Nasdaq, as of June 30, 2023.

We think the crowding into the largest US mega-cap companies could be driven by investors seeking equity 
exposure but still nervous about the broader US economy or, alternatively, buying companies they believe are more 
exposed to growth or even artificial intelligence as a theme. As a result, investors have chosen to invest in mega-cap 
companies that could provide perceived less-risky equity returns or exposure to a growth theme. This has led to 
“The Great 8” driving most of the returns thus far in 2023 for large-cap indices like the S&P 500 and for mega-cap 
benchmarks such as the Nasdaq-100 specifically addressed in this report. 

Shifting Weights to Fix Imbalances

The July 24 special rebalance sold down the eight securities with weights greater than 4.5% of the benchmark’s 
weight so they were no longer more than 48% of the index in total and redistributed their weights across the 
remaining member securities of the benchmark. The estimated combined weight of these eight securities was 55%; 
after the rebalance, their combined weight dropped to 43%.

The latest rebalance is significant. For portfolios that track an index, the rebalance meant portfolio managers had 
to sell shares of companies that reduced their weight in the index and buy the weights of the stocks that have been 
upweighted. Overall, Nasdaq-100 Index managers traded approximately $53 billion2 to rebalance their portfolios, 
for a two-way turnover of 23.6%. This appears to be the largest rebalance in the history of the Nasdaq-100.1

Sector Allocation

●	 Information 
Technology

61.65%

●	 Consumer 
Discretionary

19.32%

●	 Health Care 5.67%

●	 Communication 
Services

4.03%

●	 Industrials 3.86%

●	 Consumer 
Staples

3.50%

●	 Utilities 0.98%

●	 Energy 0.52%

●	 Real Estate 0.24%

●	 Materials 0.22%
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Nasdaq-100 Rebalances: Two-Way Turnover (US Dollar, Millions)

SPECIAL REBALANCE

With an estimated 
$53 billion in two-way 
flow, the special rebalance 
is the largest in history for 
Nasdaq.

Source: Instinet, Nasdaq.

As usual for index rebalancing events, Mellon’s portfolio managers and trading team worked seamlessly with the 
objective to trade this rebalancing in a cost-efficient manner for clients.

Marching Forward

The Nasdaq-100 Index has outperformed the S&P 500® in 2023 by more than 22% as of June 30. Most of that 
outperformance was driven by the eight stocks that have just been downweighted. However, as these names are 
pushed up, it becomes more difficult for the fundamentals of the company to match the market sentiment, so 
potentially a greater proportion of the performance going forward will come from the rest of the securities in the 
index. How this benchmark performs post-rebalance will depend on the combined performance of all the  
securities held.
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Stephanie Hill
Head of Index

As Head of the Index business, Stephanie is responsible for managing 
all aspects of the index business including portfolio management, asset 
retention and growth, business strategy and profitability. In her role, she 
oversees the heads of equity and fixed income index portfolio management, 
working closely with them to develop index investment staff into roles of 
increasing responsibility.

Previously at the firm, Stephanie was responsible for co-heading the 
index division, focusing on business development as well as articulating 
Mellon’s index strategies to clients and prospects. Prior to joining the 
firm, she was a strategic product innovator within the iShares division 
at BlackRock, working to design and develop new ETF products and 
business solutions. Prior to joining iShares, Stephanie worked as a senior 
institutional strategist responsible for equity index and active quantitative 
investments within BlackRock in San Francisco and New York. Before 
joining BlackRock, she held investment-focused roles of increasing 
responsibility at Merrill Lynch Investment Managers. Stephanie has been 
in the investment industry since 1999.

Stephanie earned an MFA from New York University and a BA from the 
University of California at Berkeley. She is a member of Women in ETFs, 
Renaissance Entrepreneurship Center Women's Leadership Council and 
FTSE Russell Global Advisory Committee. She serves on the editorial 
board of The Journal of Beta Investment Strategies.
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For more market perspectives and insights from our teams, please visit www.mellon.com.

Disclosure
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All investments involve risk, including the possible loss of principal. Certain investments have specific or unique risks. No investment strategy or risk 
management technique can guarantee returns or eliminate risk in any market environment. 

This material has been provided for informational purposes only and should not be construed as investment advice or a recommendation of any 
particular investment product, strategy, investment manager or account arrangement, and should not serve as a primary basis for investment 
decisions. Prospective investors should consult a legal, tax or financial professional in order to determine whether any investment product, strategy or 
service is appropriate for their particular circumstances. This document may not be used for the purpose of an offer or solicitation in any jurisdiction 
or in any circumstances in which such offer or solicitation is unlawful or not authorized. Views expressed are those of the author stated and do not 
reflect views of other managers or the firm overall. Views are current as of the date of this publication and subject to change. This information may 
contain projections or other forward-looking statements regarding future events, targets or expectations, and is only current as of the date indicated. 
There is no assurance that such events or expectations will be achieved, and actual results may be significantly different from that shown here. The 
information is based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. 
References to specific securities, asset classes and financial markets are for illustrative purposes only and are not intended to be, and should not be, 
interpreted as recommendations. Charts are provided for illustrative purposes and are not indicative of the past or future performance of any BNY 
Mellon product. Some information contained herein has been obtained from third party sources that are believed to be reliable, but the information 
has not been independently verified. No part of this material may be reproduced in any form, or referred to in any other publication, without express 
written permission. 

Listed securities are being presented for illustrative purposes only. This is not a recommendation to buy, sell, or hold these securities. It should not be 
assumed that securities identified were or will be profitable or that decisions we make in the future will be profitable. 

Indices referred to herein are used for comparative and informational purposes only and have been selected because they are generally considered 
to be representative of certain markets. Comparisons to indices as benchmarks have limitations because indices have volatility and other material 
characteristics that may differ from the portfolio, investment or hedge to which they are compared. The providers of the indices referred to herein are 
not affiliated with Mellon Investments Corporation (MIC), do not endorse, sponsor, sell or promote the investment strategies or products mentioned 
herein and they make no representation regarding the advisability of investing in the products and strategies described herein. Investors cannot 
invest directly in an index.

BNY Mellon Investment Management is one of the world’s leading investment management organizations encompassing BNY Mellon’s affiliated 
investment management firms and global distribution companies. BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation 
and may also be used as a generic term to reference the Corporation as a whole or its various subsidiaries generally. 

Mellon Investments Corporation (MIC) is composed of two divisions; Mellon, which specializes in index management and Dreyfus which specializes 
in cash management and short duration strategies. Dreyfus is one of the industry's leading institutional managers of liquidity solutions. Dreyfus is a 
division of BNY Mellon Investment Adviser, Inc. (BNYMIA) and MIC, each a registered investment adviser. BNYMIA and MIC are subsidiaries of The 
Bank of New York Mellon Corporation.

Personnel of certain of our BNY Mellon affiliates may act as: (i) registered representatives of BNY Mellon Securities Corporation (in its capacity as a 
registered broker-dealer) to offer securities and certain bank-maintained collective investment funds, (ii) officers of The Bank of New York Mellon (a 
New York chartered bank) to offer bank-maintained collective investment funds, and (iii) Associated Persons of BNY Mellon Securities Corporation 
(in its capacity as a registered investment adviser) to offer separately managed accounts managed by BNY Mellon Investment Management firms. 

Endnotes
1.	Source: Nasdaq

2.	Excludes leveraged strategies.

https://www.mellon.com/insights.html

