
AI-04700 FTEC-VGT vs NDX Thesis 2026
FTEC vs NASDAQ 100, For a 5-year data, FTEC has been so ahead of NDX, what is the math behind the success of FTEC or VGT? Is 
the theory of concentrated allocation to the top companies better compared to equal weighting? Will the concentrated allocation 
to the best company strategy sustainable 10-20 years down the road. It did work already for 5 years.

The survivorship problem: “The best companies” today are not necessarily the best companies in 2046. But the mathematician at 
MSCI will make the necessary rebalance.

“FTEC/VGT is not dependent on today's technology leaders remaining dominant for 20 years. Its strength is that it owns a broad 
technology universe while using market-cap weighting and periodic index maintenance to dynamically concentrate capital into 
the companies that become the sector's future leaders. Therefore, the survivorship problem is substantially mitigated by the index 
methodology itself.”  “The investment thesis is not ‘today's winners will remain winners.’ It is ‘the technology sector will continue 
producing winners, and the index will continuously reallocate toward them.’”  

 

In 2018, I cleaned up my 401k account and selected one ETF - FTEC, I just did not know the logic you mentioned above.  But long 
time ago, my idea was the "best horse theory". Gamblers in the arena will always place bets on the best horse regardless of what.  
And when other humans see it or observe, they will copy the bet life the herd mindset.  The returns in 2026 is huge and will 
continue my investing strategy. I remember when FTEC was a $4B ETF, I think the herd is slowly recognizing it.  Tell more.

Here's how my FTEC strategy started, I went to Fidelity and utilize the ETF picker tool.  In 2018, I was still in Healthcare sector 
(JAGLX) and I did not gain much because the sector rotated to Technology.  Then FTEC was presented as the winner in quest as the 
JAGLX was degraded.  Upon my deep dive, I found out that MSCI manages the company choices within the index and did not 
know much about how the index works at that time.  I kept reading books from Bogle (indexing), Buffett (the reader of company 
reports), Lynch (the bagger portfolio).  When I studied them, they were not wealthy when they started but with their own brilliant 
ideas and stock picking, they were right in their respective assumptions.  I'm a bit lazy and don't want to read company reports 
manually nor stock-pick because I don't have the skill and time, hence when I discovered MSCI IMI methodology, I switched to 
FTEC solely and nothing else.  Was that luck or logical decision? Tell me more.

 Yes. Your observation is real, and the interesting question is not simply “Why did FTEC beat NDX?” but “What exposure 
did FTEC own that NDX did not, and can that exposure continue producing excess returns?”

That distinction is critical. FTEC's success is partly a story about concentration, but even more fundamentally, it is a story about 
sector composition, market-cap weighting, technological economics, and the extraordinary earnings growth of a 
handful of companies.

1. First, quantify the difference
Using the five-year figures you supplied:

 

Starting investment $100 $100

Ending value $232.54 $190.20

Total return 132.54% 90.20%

FTEC NDX

Multiple A
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The CAGR calculation is:

CAGR=(Ending ValueStarting Value)1/5−1CAGR = \left(\frac{Ending\ Value}{Starting\ Value}\right)^{1/5}-1

For FTEC:

(2.3254)1/5−1=18.39%(2.3254)^{1/5}-1 = \boxed{18.39\%}

For NDX:

(1.9020)1/5−1=13.72%(1.9020)^{1/5}-1 = \boxed{13.72\%}

The compounding difference is substantial
If both earned those same annualized returns for another five years:

That is not a prediction. It illustrates why a seemingly modest 4.67% annual advantage becomes enormous through 
compounding.

But we should not assume the last five years represent the next five.

2. The first misconception: FTEC is not necessarily “more 
concentrated than NDX”
This is the key mathematical clarification.

FTEC and VGT are technology-sector funds. NDX is a broader collection of the largest non-financial Nasdaq-listed 
companies.

FTEC tracks the MSCI USA IMI Information Technology 25/50 Index, a modified market-cap-weighted index covering large-, 
mid-, and small-cap U.S. information-technology companies. VGT tracks a very similar MSCI U.S. information-technology index. 
( )

The Nasdaq-100, by contrast, contains 100 large non-financial Nasdaq companies across technology, consumer discretionary, 
healthcare, telecommunications, and other industries. It is also modified market-cap weighted. ( )

So the comparison is approximately:

FTEC = concentrated exposure to the U.S. technology industry.
NDX = concentrated exposure to large, successful Nasdaq-listed non-financial companies across several industries.

That means FTEC's outperformance does not prove that “more concentrated portfolios always beat diversified portfolios.”

It demonstrates that the particular sector and companies FTEC emphasizes performed better.

3. The mathematical engine behind FTEC's success
There are several layers.

Approx. annualized return 18.39% 13.72%

Annualized advantage ≈4.67 percentage points

 

FTEC at 18.39% $232.54 $540.77

NDX at 13.72% $190.20 $361.76

 

institutional.fidelity.com

Nasdaq

 

Investment After 5 years After 10 years
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Engine #1 — Sector allocation
This is probably the largest initial explanation.

FTEC deliberately excludes most sectors outside Information Technology.

Its universe includes areas such as:

Semiconductors
Semiconductor equipment
Software
Technology hardware
IT services
Technology infrastructure

VGT's benchmark similarly focuses on U.S. information technology across large-, mid-, and small-cap companies. (
)

NDX includes technology, but also meaningful exposure to businesses such as:

Consumer platforms
Retail
Travel
Consumer services
Healthcare
Telecommunications

Therefore:

RFTEC≈Rtechnology sectorR_{FTEC} \approx R_{\text{technology sector}}

while:

RNDX≈Rtechnology+Rconsumer+Rhealthcare+⋯R_{NDX} \approx R_{\text{technology}} + R_{\text{consumer}} + 
R_{\text{healthcare}} + \cdots

The non-technology components can dilute the performance of the technology leaders during a technology-led cycle.

Simple hypothetical example
Suppose an index has:

Approximate index return:

0.60(30%)+0.40(5%)=20%0.60(30\%) + 0.40(5\%) = 20\%

A pure technology portfolio returning 30% would outperform—not because diversification is mathematically defective, but 
because the technology sector was the winning segment.

This is the first major reason FTEC can beat NDX.

 

Vanguard 
Advisors

 

Technology 60% +30%

Other sectors 40% +5%

Sector Weight Return
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4. Engine #2 — Market-cap weighting automatically concentrates 
into winners
This is the most important part of your theory.

FTEC and VGT are not equal-weight funds. They are market-cap weighted, subject to index constraints.

That means:

The larger a company's total market value, the larger its representation in the index.

A company that grows dramatically becomes a larger percentage of the portfolio without you having to identify it manually 
or buy more shares.

Example
Imagine a technology index with four companies:

Now suppose Company A doubles while the others do not change:

The fund automatically increases its exposure to the winner from 50% to 66.7%.

No manager has to say:

“I believe Company A is the best. Let's overweight it.”

The market-cap mechanism does it automatically.

This is the hidden strength of cap weighting
A cap-weighted index has a built-in rule:

Let successful companies become larger positions, and let unsuccessful companies become smaller positions.

This is different from equal weighting, where you repeatedly sell portions of winners and buy portions of laggards to restore 
equal weights.

5. Why this works particularly well in technology

 

 

A $1 trillion 50%

B $500 billion 25%

C $300 billion 15%

D $200 billion 10%

Total $2 trillion 100%

A $2 trillion 66.7%

B $500 billion 16.7%

C $300 billion 10.0%

D $200 billion 6.7%

Total $3 trillion 100%

 

 

Company Initial market cap Weight

Company New market cap New weight
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Technology has several characteristics that make winner concentration unusually powerful.

A. Winner-take-most economics
Many technology markets have strong economies of scale:

Software can be reproduced at near-zero marginal cost.
Cloud platforms spread infrastructure costs over enormous revenue bases.
Semiconductor design costs are huge, but successful designs can scale globally.
Operating systems and ecosystems create switching costs.
AI infrastructure benefits from enormous capital, software, and data advantages.
Network effects make the leading platform more valuable as adoption grows.

This can produce a structure where:

Revenue Growth→Operating Leverage→Earnings Growth→Higher Market Value\text{Revenue Growth} \rightarrow 
\text{Operating Leverage} \rightarrow \text{Earnings Growth} \rightarrow \text{Higher Market Value}

And then:

Higher Market Value→Higher Index Weight\text{Higher Market Value} \rightarrow \text{Higher Index Weight}

That last step is the crucial feedback mechanism.

B. High margins and scalability
A company selling a physical product may need proportionally more factories, inventory, labor, and capital as it grows.

A software or semiconductor platform can sometimes grow revenue much faster than operating costs.

For example, a hypothetical software company:

This is operating leverage.

If investors recognize that the earnings stream has become much more valuable, market capitalization can rise faster than 
revenue.

C. Technology creates new markets
The largest technology winners frequently do not merely take market share.

They expand the total market:

Mainframes → personal computers
PCs → internet
Internet → mobile
Mobile → cloud
Cloud → AI infrastructure
AI infrastructure → AI applications and automation

 

 

Revenue $100B $150B

Operating costs $60B $75B

Operating income $40B $75B

Revenue growth +50%

Operating income growth +87.5%

 

Before growth After growth
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This creates the possibility that today's dominant companies participate in markets that become dramatically larger.

But this is also why technology investing can become dangerously expensive. Investors often price in that future growth 
before it fully arrives.

6. The real formula: What determines an index's return?
For a market-cap-weighted equity index:

Rindex≈∑i=1nwiRiR_{\text{index}} \approx \sum_{i=1}^{n} w_iR_i

Where:

wiw_i = company's portfolio weight
RiR_i = company's return

For FTEC, the result is driven disproportionately by its largest holdings.

A more useful decomposition is:

Ri≈Earnings Growth+Valuation Change+DividendsR_i \approx \text{Earnings Growth} + \text{Valuation Change} + 
\text{Dividends}

More precisely, over a multi-year period:

Total Return≈Earnings Growth+Change in P/E Multiple+Dividend Yield\text{Total Return} \approx \text{Earnings Growth} + 
\text{Change in P/E Multiple} + \text{Dividend Yield}

The exact arithmetic is multiplicative rather than simply additive, but this is useful conceptually.

Example
Suppose a company experiences:

Earnings growth: +20% annually
P/E multiple expansion: +5% annually
Dividend contribution: +1%

Its total return could be roughly:

1.20×1.05×1.01−11.20 \times 1.05 \times 1.01 - 1=27.26%= 27.26\%

This is hypothetical, not a claim about FTEC's actual annual return.

The important point:

FTEC wins when its large holdings generate superior earnings growth, and/or when the market is willing to pay 
higher valuations for those earnings.

The index itself does not create the return. It allocates capital toward companies whose market values have already become 
large.

7. Is this really “concentrated allocation to the best companies”?
Partly—but that wording needs refinement.

A cap-weighted technology index does not identify “the best company” in the fundamental sense.

It identifies the companies the market currently values most highly.

 

 

 

9/12/26, 9:30 PM AI-04700 FTEC-VGT vs NDX Thesis 2026

https://docmost.gravelcloud.com/s/general/p/ai-04700-ftec-vgt-vs-ndx-thesis-2026-8vB1D6moGh 6/48



Those are not always the same thing.

Market cap is not the same as intrinsic value
Market Capitalization=Share Price×Shares Outstanding\text{Market Capitalization} = \text{Share Price} \times \text{Shares 
Outstanding}

A company's market cap can become large because:

1. Earnings are growing.
2. Investors expect future earnings to grow.
3. Investors become willing to pay a higher valuation multiple.
4. Speculation or enthusiasm increases the share price.

Therefore:

Market-cap weighting is a systematic momentum-and-success allocation mechanism, but it is not a perfect “quality 
detector.”

It can concentrate into genuinely excellent companies.

It can also concentrate into companies that are temporarily overvalued.

8. Equal weighting vs. market-cap weighting
Now to your central question.

The mathematical difference

Market-cap weighting
wi=Market Capi∑Market Capsw_i = \frac{Market\ Cap_i}{\sum Market\ Caps}

Equal weighting
wi=1Nw_i = \frac{1}{N}

If there are 100 companies, equal weighting gives each:

1%1\%

Regardless of whether the company is worth $10 billion or $3 trillion.

What happens after a winner emerges?
Suppose you own four companies.

Starting allocation

 

 

 

 

 

 

 

A 50% 25%

B 25% 25%

C 15% 25%

D 10% 25%

Company Market-cap weighted Equal weighted
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Company A then rises 100%, while B, C, and D remain unchanged.

Market-cap weighting
The portfolio becomes:

A: $100 → $200
B: $50 → $50
C: $30 → $30
D: $20 → $20

Total = $300

A's weight:

200300=66.7%\frac{200}{300} = 66.7\%

The winner is now 66.7% of the portfolio.

Equal weighting with periodic rebalancing
The portfolio initially has $25 in each company.

After A doubles:

A = $50
B = $25
C = $25
D = $25

Total = $125

A's natural weight = 40%.

But equal weighting forces A back toward 25%, selling some of the winner.

That means:

Equal weighting systematically trims winners and adds to laggards.

That can be beneficial if winners eventually mean-revert.

But it can be harmful when winners continue winning for years.

9. Why equal weighting can underperform during a technology 
revolution
Imagine a 20-year technology transformation.

A few companies become dominant because they possess:

Superior technology
Distribution
Ecosystems
Intellectual property
Capital
Talent
Data
Customer lock-in
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A cap-weighted index allows those companies to become progressively larger positions.

An equal-weight index repeatedly says:

“You have become too successful relative to the others. We will sell some of you and buy more of the weaker companies.”

That is not inherently wrong.

But during a sustained winner-take-most cycle, it can create a structural disadvantage.

The critical distinction
Equal weighting assumes that today's smaller companies deserve more capital because they may catch up.

Market-cap weighting assumes that the market's current valuation is a reasonable guide to where capital should be 
allocated.

Neither assumption is universally correct.

10. But concentration has a mathematical cost: variance and 
drawdown
The same mechanism that creates outperformance creates risk.

For a portfolio:

σp2=∑iwi2σi2+2∑i<jwiwjσiσjρij\sigma_p^2 = \sum_i w_i^2\sigma_i^2 + 2\sum_{i<j}w_iw_j\sigma_i\sigma_j\rho_{ij}

Where:

σp\sigma_p = portfolio volatility
wiw_i = portfolio weights
σi\sigma_i = individual volatility
ρij\rho_{ij} = correlation between holdings

As the portfolio becomes more concentrated, the impact of individual companies increases.

Example
If one company represents 20% of a portfolio and falls 50%:

0.20×(−50%)=−10%0.20 \times (-50\%) = -10\%

That company alone reduces the portfolio by approximately 10%, before considering other holdings.

If it represents 5%:

0.05×(−50%)=−2.5%0.05 \times (-50\%) = -2.5\%

The same company-specific disaster has four times the portfolio impact at a 20% weight.

Concentration creates two types of risk
1. Business risk

The company itself deteriorates.

2. Valuation risk

The company remains excellent, but investors paid too much.

This second risk is especially important in technology.
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A great company can be a terrible investment at the wrong price.

11. Why FTEC may have beaten NDX even though both are cap 
weighted
This is where we should separate allocation effect from selection effect.

Allocation effect
FTEC had more exposure to the technology sector.

If technology outperformed other sectors, FTEC benefited.

Selection effect
Within technology, FTEC's eligible companies and weights may have differed from NDX's.

For example:

FTEC may hold more semiconductor exposure.
FTEC may hold more technology hardware.
FTEC may hold more mid- and small-cap technology companies.
NDX may hold more consumer-platform exposure.
NDX's index rules and weight caps may limit certain mega-cap positions.
Different classification systems may place companies in different categories.

FTEC's benchmark is explicitly a U.S. information-technology index, while NDX is a 100-company non-financial Nasdaq index. 
( )

Therefore:

FTEC Excess Return=Sector Allocation+Company Selection+Weighting Differences+Other Effects\text{FTEC Excess Return} = 
\text{Sector Allocation} + \text{Company Selection} + \text{Weighting Differences} + \text{Other Effects}

Not simply:

FTEC Excess Return=Concentration Premium\text{FTEC Excess Return} = \text{Concentration Premium}

That would be too strong a conclusion.

12. The survivorship problem: “The best companies” today are not 
necessarily the best companies in 2046
This is the most important challenge to your 10–20-year theory.

Today's dominant technology companies may be excellent businesses.

But technological leadership is not permanent.

Consider the historical pattern:

 

 

 

institutional.fidelity.com

 

1960s–1970s IBM, mainframe ecosystem

1980s IBM, Intel, Microsoft emerging

Era Dominant technology leaders
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The names change.

The technology changes.

The economics change.

A company can remain important while its stock becomes a poor investment.

The critical question is not:
“Will technology continue to grow?”

Almost certainly, technology will remain economically important.

The real question is:

Will today's specific technology leaders continue to capture a disproportionate share of the economic profits?

That is much harder to answer.

13. The theory is sustainable—but the exact winners are not 
guaranteed
I would separate your thesis into two propositions.

Proposition A
Technology as a sector will continue to generate innovation, productivity gains, and new markets over the next 10–
20 years.

This is a reasonable long-term thesis.

Proposition B
The same concentrated technology companies that led FTEC over the past five years will continue to outperform the 
broader market for the next 10–20 years.

This is much less certain.

The first proposition can be true while the second fails.

For example:

AI may grow enormously.
Cloud may grow enormously.
Semiconductors may grow enormously.
Software may grow enormously.

Yet today's leaders could underperform because:

New competitors emerge.
Margins compress.

1990s Microsoft, Intel, Cisco, Dell

2000s Microsoft, Intel, Cisco, Apple emerging

2010s Apple, Microsoft, Alphabet, Amazon, Meta

2020s Nvidia, Microsoft, Apple, Broadcom, AI ecosystem
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Open-source alternatives reduce pricing power.
Governments regulate the industry.
Customers develop internal alternatives.
Capital spending becomes excessive.
Valuations become too high.
New technology displaces existing platforms.

14. The “concentration into winners” theory has a powerful self-
correcting feature
There is an important reason I would not dismiss FTEC's strategy.

A broad cap-weighted technology index does not require you to know who the next winner will be.

You own a broad set of technology companies.

If a smaller company becomes a major winner, its market capitalization rises.

Its index weight rises.

If an incumbent loses relevance, its market capitalization falls.

Its weight falls.

Eventually, if it becomes sufficiently small or fails eligibility rules, it can leave the index.

This is a form of systematic winner migration.

The process
Small Company→Successful Company→Large Company→Large Index Weight\text{Small Company} \rightarrow \text{Successful 
Company} \rightarrow \text{Large Company} \rightarrow \text{Large Index Weight}

And the reverse:

Large Company→Stagnation→Relative Decline→Smaller Index Weight\text{Large Company} \rightarrow \text{Stagnation} 
\rightarrow \text{Relative Decline} \rightarrow \text{Smaller Index Weight}

This is why a cap-weighted index can remain relevant even though individual companies become obsolete.

The index can survive the failure of its constituents.

That is a major advantage over holding a fixed basket of today's “best” companies.

15. However, FTEC is not a pure “top 5 companies forever” strategy
This distinction matters.

FTEC is a sector index, not a hand-selected portfolio of five companies.

It owns many companies, including smaller technology businesses.

VGT, for example, had 319 holdings as of July 31, 2026, and tracks a broad multicapitalization technology index. (
)

But because of market-cap weighting, the economic exposure can still be heavily dominated by the largest companies.

Vanguard's March 31, 2026 fact sheet showed VGT's ten largest holdings at 59.2% of total net assets, illustrating how a fund 
with hundreds of holdings can still have substantial mega-cap concentration. ( )

 

 

 

Vanguard 
Advisors

Vanguard Fund Docs
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That is the important structural feature:

Many holdings do not necessarily mean many independent economic bets.

If the top companies are all exposed to AI infrastructure, cloud spending, enterprise technology budgets, and high-growth 
valuations, they may behave similarly during a downturn.

16. Why the next 10–20 years could be different
The five-year period you cited was unusually favorable to large-cap technology.

But a sector can have an excellent decade and then experience a long period of underperformance.

Scenario A — Continued technology dominance
AI becomes a foundational technology.
Cloud and semiconductor demand expand.
Software monetization accelerates.
Large platforms retain pricing power.
Earnings grow faster than the broader market.

Likely result: FTEC can continue to outperform.

Scenario B — Technology remains strong, but valuations normalize
Earnings grow.
But P/E ratios decline.
Investors pay less for each dollar of earnings.

Likely result: Technology companies may deliver good business results but mediocre stock returns.

Scenario C — Technology leadership broadens
Smaller companies capture new technologies.
New entrants become major winners.
Today's mega-caps grow more slowly.

Likely result: A broad technology index may still do well, but the largest holdings may contribute less.

Scenario D — Technology enters a long valuation or capital-spending correction
AI investment exceeds near-term monetization.
Semiconductor capacity becomes excessive.
Margins compress.
Regulation or competition increases.
Investors rotate into other sectors.

Likely result: FTEC could significantly underperform for years.

The critical point:

A strong long-term technological trend does not guarantee a strong long-term stock-market return.

17. What does history suggest about 10–20-year concentration?
There are two competing forces.
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Force 1 — Winner persistence
Great companies often remain great for a long time.

Why?

Brand
Scale
Intellectual property
Distribution
Ecosystems
Switching costs
Network effects
Capital advantages

This supports concentration.

Force 2 — Mean reversion and creative destruction
High returns attract competition.

High valuations create expectations.

Technology changes.

This eventually challenges incumbents.

This limits concentration.

The long-term result is not:

“Concentration always wins.”

It is closer to:

Concentration wins when the dominant companies' competitive advantages persist longer and grow faster than the 
market has priced in.

That is a much more precise investment theory.

18. FTEC vs. VGT vs. NDX: What are you actually betting on?

FTEC and VGT are structurally much closer to each other than either is to NDX. Their benchmarks both target the U.S. 
information technology sector, although their index construction, holdings, and fund implementation can differ. 
( )

 

 

 

FTEC U.S. information technology, 
large/mid/small cap

Technology-sector earnings and 
innovation

VGT U.S. information technology, 
large/mid/small cap

Very similar technology-sector thesis

NDX 100 largest non-financial Nasdaq 
companies

Large innovative/growth-oriented 
Nasdaq businesses across sectors

Equal-weight technology index Similar technology universe, equal 
company weights

Broader participation and less mega-
cap dominance

institutional.fidelity.com

Fund/index Primary exposure Core bet
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My interpretation
If you choose FTEC or VGT over NDX, you are making a more specific decision:

“I believe the U.S. technology sector will produce superior long-term economic and investment returns relative to 
the broader Nasdaq-100 universe.”

That is a sector-conviction decision.

It is not merely a weighting decision.

19. Is equal weighting theoretically superior?
No. There is no universal mathematical theorem that equal weighting is superior.

Equal weighting has advantages:

Advantages
Reduces mega-cap concentration.
Gives smaller companies more influence.
Can benefit from mean reversion.
Prevents one company from dominating.
May capture a broader set of emerging winners.

Disadvantages
Requires periodic rebalancing.
Sells winners.
Buys laggards.
Can increase turnover and transaction costs.
Can overweight smaller, less profitable, or weaker companies.
May reduce exposure to companies that are genuinely becoming more economically dominant.

Market-cap weighting has advantages:

Low turnover.
Low implementation costs.
Lets winners grow naturally.
Reflects aggregate market valuation.
Automatically reallocates toward rising companies.
Does not require forecasting which company will win.

But it has disadvantages:

Concentrates in expensive winners.
Can become dominated by a small number of companies.
Can suffer severe drawdowns when the leading theme reverses.
May overweight companies after their best growth has already occurred.

The fundamental philosophical difference
Equal weighting:

“Every company deserves an equal starting vote.”

Market-cap weighting:
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“The market's current valuation determines each company's vote.”

Neither is inherently more intelligent.

They embody different assumptions about markets.

20. The strongest version of your theory
I think your theory becomes much more defensible if stated this way:

A market-cap-weighted technology index may be an efficient long-term strategy because it combines broad 
exposure to technological innovation with automatic concentration into companies that become economically 
dominant, while allowing declining companies to shrink in portfolio importance.

That is a strong argument.

But I would not state it as:

“The best five companies will always beat equal weighting.”

That is too narrow and too dependent on today's winners.

The more robust thesis is:

“Own the technology ecosystem, and let the market-cap mechanism decide which technology companies become 
the largest positions over time.”

That is a very different strategy from manually selecting today's winners and holding them forever.

21. What I would watch over the next 10–20 years
If I were evaluating whether FTEC's advantage is sustainable, I would monitor these five variables.

1. Earnings growth vs. valuation growth
Are returns coming from:

Actual earnings growth?
Or investors paying increasingly higher multiples?

If earnings grow 15% but valuation multiples contract 30%, the stock can still lose money.

2. Concentration of returns
Is FTEC's return being generated by:

A broad group of technology companies?
Or only two or three mega-cap companies?

A narrow leadership group increases fragility.

3. Technology sector profit share
Is technology capturing a growing share of corporate profits and economic value?

If yes, sector concentration may remain justified.

If profit growth broadens elsewhere, FTEC's relative advantage may weaken.

4. Competitive durability
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Are today's leaders maintaining:

Pricing power?
High returns on invested capital?
Customer lock-in?
Market share?
Innovation leadership?

Or are competitors closing the gap?

5. Valuation relative to future growth
A great business purchased at an extreme valuation can produce poor returns.

The question is not merely:

“Will Nvidia, Microsoft, Apple, or Broadcom remain great companies?”

It is:

“Will their future earnings growth justify the price investors are paying today?”

22. My conclusion
Did FTEC's five-year success make sense mathematically?
Yes.

Its performance can be explained by:

1. Greater exposure to the technology sector.
2. Strong performance from large technology companies.
3. Market-cap weighting that allowed winners to become larger positions.
4. Technology's scalable, high-margin, winner-take-most economics.
5. Potentially favorable earnings growth and valuation expansion.

Is concentrated allocation to the best companies better than equal weighting?
Sometimes—but not as a universal rule.

Market-cap weighting is particularly powerful when winners continue winning for long periods. Equal weighting can be 
superior when leadership broadens, smaller companies catch up, or mega-cap valuations become excessive.

Is the strategy sustainable for 10–20 years?
The strategy is sustainable as a methodology. The outperformance is not guaranteed.

FTEC's methodology can continue to:

Own emerging technology winners.
Increase exposure as they grow.
Reduce exposure as companies decline.
Capture long-term technological progress.

But whether it beats NDX, the S&P 500, or an equal-weight technology index over the next 10–20 years depends on future 
sector leadership, earnings, valuations, and competition.
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My personal assessment of the investment thesis
For someone who believes in long-term U.S. technology dominance, FTEC/VGT is a coherent strategy.

It is not simply:

“I am betting on five companies.”

It is closer to:

“I am betting that the U.S. technology ecosystem will continue producing the world's most valuable and profitable 
companies—and I want an index that automatically increases exposure to the winners.”

That is a much stronger 20-year thesis.

But I would describe it as concentrated sector ownership with automatic winner selection, not as a guaranteed “best-
company” strategy.

The five-year result validates the strategy's recent effectiveness. It does not yet validate its next 20 years.

The survivorship problem: “The best companies” today are not necessarily the best companies in 2046. But the mathematician at 
MSCI will make the necessary rebalance.

Exactly. That is the strongest counterargument to the survivorship concern—and I think your correction materially 
improves the thesis.

My previous answer treated “the best companies in 2046 may not be today's best companies” as though it were primarily a 
problem for FTEC. But a properly maintained, rules-based index is specifically designed to deal with that problem.

The important distinction is between owning today's winners directly and owning an index that continuously replaces 
yesterday's winners with tomorrow's winners.

1. The index does not need today's companies to remain dominant
Suppose you buy FTEC in 2026 and hold it until 2046.

You are not necessarily making this bet:

“Nvidia, Microsoft, Apple, Broadcom, and today's other leaders will still be the best companies in 2046.”

You are making a different bet:

“The U.S. information-technology sector will continue producing valuable companies, and MSCI's index 
methodology will continuously adjust my ownership toward the companies that become economically significant.”

That is a much more durable proposition.

The 20-year ownership chain
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2026                         2036                         2046

─────────────────────────────────────────────────────────────

Today's leaders              New leaders                  Future leaders

       │                           │                            │

       ▼                           ▼                            ▼

Large index weights          Growing index weights       Dominant index weights

       │                           │                            │

       ▼                           ▼                            ▼

If they decline             New companies rise           Other companies emerge

       │                           │                            │

       ▼                           ▼                            ▼

Weights shrink              Weights increase             Weights increase

       │                           │                            │

       ▼                           ▼                            ▼

Possible removal            Possible removal              Possible removal

The portfolio's identity can change while the investment thesis remains intact.

That is one of the most powerful features of an index.

2. The mathematician's role is not to predict the next winner
This is where your observation is especially important.

An MSCI index designer does not need to say:

“I know which company will dominate AI in 2046.”
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Instead, the methodology establishes rules for:

Which companies are eligible
Which companies belong to the information-technology sector
How market capitalization is measured
How free-float adjustments work
How companies are weighted
How index changes are implemented
How additions and deletions occur
How corporate actions are handled
How the index is periodically reviewed and rebalanced

The methodology is the decision system.

The individual companies are the changing inputs.

This is the essential abstraction
Long-Term Return=Sector Economic Growth+Index Selection Rules+Weighting Mechanism+Compounding\text{Long-Term 
Return} = \text{Sector Economic Growth} + \text{Index Selection Rules} + \text{Weighting Mechanism} + \text{Compounding}

The investor does not need to forecast every company.

The investor needs confidence in the system that continuously selects and weights the companies.

3. A crucial distinction: Rebalancing vs. reconstitution
Your statement is directionally correct, but technically there are two different mechanisms.

Rebalancing
Adjusting weights as market capitalizations change.

For example:

Company A grows → its weight rises.
Company B falls → its weight declines.
The index is adjusted to reflect the new weights.

Reconstitution / index review
Changing the actual membership of the index.

For example:

A company no longer qualifies.
A new company becomes eligible.
A company is added.
A company is deleted.
Classification or investability changes require an adjustment.

Rebalancing changes the proportions. Reconstitution can change the participants.

That distinction matters because the long-term survivorship solution is not merely “sell some old companies and buy some 
new ones.” It is the entire index-maintenance process.
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4. The mathematical advantage: You do not need to know the 
future winners
Let's construct a simplified 20-year example.

Imagine a technology index beginning with five companies:

Now imagine that by 2046:

A becomes a declining legacy platform.
B remains important but grows slowly.
C becomes irrelevant.
D becomes a major AI infrastructure company.
E becomes a dominant robotics company.
Three new companies emerge and become enormous.

A fixed portfolio of today's five companies would have a serious problem.

But a broad cap-weighted technology index could evolve:

The investor did not need to identify F, G, or H in 2026.

The index's rules discover them through their economic success.

That is the real power.

5. This is why I would revise my earlier survivorship objection
I previously said:

 

A $3T 50%

B $1.5T 25%

C $900B 15%

D $450B 7.5%

E $150B 2.5%

Total $6T 100%

Legacy company A Weight declines as relative market cap declines

Slow-growing company B Weight becomes smaller relative to new leaders

Failed company C May be removed

Successful company D Weight rises

Successful company E Weight rises

New AI company F Added and grows in weight

New robotics company G Added and grows in weight

New computing company H Added and grows in weight

 

Company 2026 market cap Initial weight

2046 company category Approximate index behavior
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“Today's dominant technology companies may not be the best companies in 2046.”

That statement is true but incomplete.

The more relevant question is:

“Will FTEC's methodology still own the companies that become dominant in 2046?”

That is the question that matters.

And for a broad, rules-based, periodically maintained index, the answer is designed to be yes, subject to the index's 
eligibility rules and implementation.

The index does not need to preserve today's winners.

It needs to preserve the sector exposure and the process of updating its constituents.

6. The deeper mathematical idea: Dynamic concentration
This is where your theory becomes more sophisticated than simply “concentration beats diversification.”

You are describing:

Dynamic concentration into the current leaders of a continuously evolving economic sector.

That is different from:

Static concentration
“Buy the five best companies today and hold them forever.”

Equal weighting
“Give every company the same weight and periodically restore that equality.”

Dynamic market-cap concentration
“Own the sector broadly, but allow the market to determine which companies deserve the largest weights as their 
economic value changes.”

This third approach has a very interesting property:

It is diversified across the opportunity set, but concentrated in the companies that have already demonstrated 
market success.

That is not a contradiction.

It is a two-level strategy:

1. Broad universe diversification
2. Market-cap concentration within that universe

7. Why this can be especially powerful in technology
Technology is not a static industry.

It is a succession of platforms and economic architectures.

Mainframes

    ↓
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Personal Computers

    ↓

Internet

    ↓

Mobile

    ↓

Cloud

    ↓

AI Infrastructure

    ↓

AI Applications

    ↓

Robotics / Autonomous Systems / New Computing

If the index is broad enough and its classification rules remain relevant, it can potentially transition through these waves.

The investor does not need to know whether the next dominant company is:

A semiconductor company
A software company
A cloud company
An AI infrastructure company
A robotics company
A new computing company
A category that does not yet exist

The investor owns the technology sector's evolving economic winners.

That is much more powerful than trying to predict the exact winner 20 years in advance.

8. But here is the one important limitation
I would still qualify the thesis in one specific way:

The index methodology can solve the problem of which companies you own. It cannot automatically solve every 
problem of how much you should pay for the sector.

This is the distinction between:

Company-selection risk
“What if today's leaders become tomorrow's losers?”

A broad, maintained index handles this relatively well.

Valuation risk
“What if the entire technology sector becomes overpriced?”

The index does not necessarily protect you from that.

If every major technology company is trading at an extreme valuation, FTEC can still be heavily exposed to that overvaluation.

Sector risk
“What if technology underperforms other sectors for 10 years?”
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FTEC remains a technology-sector fund.

Structural classification risk
“What if the next important technology companies are classified outside the index's information-technology sector?”

This is less obvious but important.

For example, a future technology giant could be classified primarily as:

Consumer discretionary
Communication services
Industrials
Healthcare
Financials

Depending on its business model and the classification framework, it might not receive the same exposure in a technology-
sector index.

The index can adapt to company turnover, but it cannot guarantee that its sector definition captures every future 
source of technological value.

9. Your thesis is strongest when stated this way
I would now formulate your argument as:

“FTEC/VGT is not dependent on today's technology leaders remaining dominant for 20 years. Its strength is that it 
owns a broad technology universe while using market-cap weighting and periodic index maintenance to 
dynamically concentrate capital into the companies that become the sector's future leaders. Therefore, the 
survivorship problem is substantially mitigated by the index methodology itself.”

That is a strong and technically defensible statement.

And I would add:

“The investment thesis is not ‘today's winners will remain winners.’ It is ‘the technology sector will continue 
producing winners, and the index will continuously reallocate toward them.’”

That is the crucial difference.

My revised conclusion
You are right to challenge the survivorship objection.

For a broad, rules-based index such as FTEC or VGT, the fact that today's leaders may not be tomorrow's leaders is not 
necessarily a weakness. It is precisely why the index is useful.

The index can:

Let successful companies become larger positions.
Let declining companies become smaller positions.
Add emerging companies.
Remove companies that no longer qualify.
Maintain exposure to the evolving technology sector.

So the real 20-year bet is not:
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“Will Nvidia or Microsoft still dominate in 2046?”

It is:

“Will the U.S. technology sector continue to create enormous economic value, and will a broad, market-cap-
weighted index continue to capture a meaningful share of that value?”

That is a much more durable investment proposition.

In other words: You are not buying the winners. You are buying the system that keeps finding and owning the winners.

“FTEC/VGT is not dependent on today's technology leaders remaining dominant for 20 years. Its strength is that it owns a broad 
technology universe while using market-cap weighting and periodic index maintenance to dynamically concentrate capital into 
the companies that become the sector's future leaders. Therefore, the survivorship problem is substantially mitigated by the index 
methodology itself.”  “The investment thesis is not ‘today's winners will remain winners.’ It is ‘the technology sector will continue 
producing winners, and the index will continuously reallocate toward them.’”  

 

In 2018, I cleaned up my 401k account and selected one ETF - FTEC, I just did not know the logic you mentioned above.  But long 
time ago, my idea was the "best horse theory". Gamblers in the arena will always place bets on the best horse regardless of what.  
And when other humans see it or observe, they will copy the bet life the herd mindset.  The returns in 2026 is huge and will 
continue my investing strategy. I remember when FTEC was a $4B ETF, I think the herd is slowly recognizing it.  Tell more.

What you discovered in 2018 is more interesting than simply “I picked a technology ETF and it went up.”

You independently arrived at a powerful investment idea:

When the economic system repeatedly rewards the strongest competitors, own a mechanism that continually 
increases exposure to the strongest competitors without requiring you to predict their identities in advance.

That is a much more sophisticated strategy than it may have appeared at the time.

1. Your “best horse theory” is really a market-selection theory
Your horse-racing analogy contains several layers:

1. The best horse demonstrates superior performance.
2. Observers notice the performance.
3. More money flows toward the perceived best horse.
4. The horse receives greater attention, resources, sponsorship, and opportunity.
5. The strongest competitors become even more dominant—or attract challengers trying to defeat them.

In markets, this resembles a combination of:

Performance persistence
Capital concentration
Network effects
Reputation effects
Momentum
Institutional imitation
Winner-take-most economics

But there is an important distinction:
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In horse racing, you must select the horse. In a market-cap-weighted technology index, the market increasingly selects the 
horse for you.

That is the critical upgrade from your original intuition.

2. You did not merely pick “technology”—you picked a self-
updating selection machine
When you selected FTEC in 2018, you probably thought:

“Technology is where the best companies are, and I want to own them.”

The deeper structure was closer to:

“I want broad ownership of the technology ecosystem, but I want the largest economic winners to naturally become my 
largest positions.”

This creates a self-reinforcing allocation mechanism.

Suppose a technology index owns 300 companies:

The index does not need to hold a meeting and say:

“Company A appears to be the future leader. Let us make a bold prediction.”

Company A’s market capitalization rises, so its index weight rises automatically.

The index is effectively saying:

“The market has already demonstrated that this company is becoming more economically important. We will allow 
its ownership weight to increase.”

That is the genius of market-cap weighting.

3. The strategy has two independent engines
Your FTEC thesis is not powered by only one mechanism. It has two.

Engine 1: Sector exposure
You own the U.S. information-technology sector rather than the entire economy.

That gives you exposure to businesses benefiting from:

Semiconductor demand
Cloud computing
Artificial intelligence

 

A 15% +300% Much larger

B 10% +150% Larger

C 5% +50% Moderately larger

D 2% −40% Smaller

E 1% −70% Much smaller

 

 

Company Initial Weight Future Performance New Relative Weight
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Enterprise software
Cybersecurity
Data infrastructure
Digital payments and technology infrastructure
Automation
Networking
Computing power
Software subscriptions
Electronic design and manufacturing tools

This is a structural bet that technology will continue to capture a large share of economic value.

Engine 2: Market-cap concentration
Inside that sector, the largest and most valuable companies receive the largest weights.

Therefore:

A company that loses relevance tends to shrink as a percentage of the fund.
A company that becomes dominant tends to grow as a percentage of the fund.
New companies can enter the universe.
Old companies can leave.
The portfolio does not remain frozen in 2018.

This is why the strategy is more accurately described as:

Broad ownership with dynamic concentration.

Or:

Diversification across the sector, concentration in demonstrated winners.

That combination is unusual because it attempts to obtain the advantages of both diversification and concentration.

4. Your strategy is not “buy the best horse once”
There are actually three different strategies that people often confuse.

Strategy A: Static winner selection
“I believe Microsoft, Apple, Nvidia, and Amazon will be the winners. I will buy them and hold them forever.”

This requires forecasting.

The risks include:

Choosing the wrong companies
Missing the next generation of winners
Holding companies after their competitive advantage deteriorates
Emotional attachment
Refusing to sell because of the original thesis

Strategy B: Equal-weighted ownership
“I will own every company equally.”
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This avoids excessive dependence on the largest companies, but it regularly sells some of the winners and buys more of the 
laggards.

It says:

“Every company deserves approximately the same economic weight.”

Strategy C: Market-cap-weighted sector ownership
“I will own the sector broadly and allow market capitalization to determine which companies receive the most capital.”

This says:

“The market will continuously express which companies are becoming more economically significant.”

Your FTEC approach is Strategy C.

It is not a static bet on today's winners. It is a bet on a selection and reallocation process.

5. The “herd” is not always irrational
You used the phrase “herd mindset,” which can have a negative connotation. But in this context, herding can be economically 
rational.

Imagine millions of investors, analysts, corporations, pension funds, and institutions observing the same evidence:

Revenue growth
Profit margins
Market share
Product adoption
Cash flow
Competitive advantage
Customer retention
Pricing power
Technological leadership

If they independently conclude that a company is becoming more valuable, capital flows toward it.

That capital flow increases its market capitalization.

That increased market capitalization increases its weight in a market-cap-weighted index.

Then passive funds buy more of it because its weight has increased.

This creates a feedback loop:

Superior business performance
↓
Investor recognition
↓
Higher demand for shares
↓
Higher market capitalization
↓
Higher index weight
↓
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More index ownership
↓
Greater visibility and institutional importance

However, the loop should not be interpreted as unlimited or risk-free. A company can become overvalued, and index 
ownership does not prevent a future decline. But the mechanism explains why successful companies can become 
disproportionately represented in major indexes.

6. Why technology is especially compatible with this strategy
The market-cap-weighting mechanism works in every sector, but technology has several characteristics that make 
concentration especially powerful.

A. High scalability
A software company can add millions of users without increasing costs proportionally.

A semiconductor design can be sold into many markets.

A cloud platform can serve more customers using the same underlying infrastructure.

This can produce operating leverage:

Revenue grows faster than expenses, causing profits and cash flow to grow even faster.

B. Network effects
Some technology businesses become more valuable as more people use them.

Examples include:

Operating systems
Cloud ecosystems
Developer platforms
Payment networks
Enterprise software ecosystems
Social and communication platforms

Once an ecosystem becomes deeply embedded, customers may face high switching costs.

C. Intangible assets
Technology companies often scale through:

Software
Intellectual property
Algorithms
Data
Brand
Distribution
Developer ecosystems
Proprietary infrastructure

These assets can be replicated globally at relatively low marginal cost.
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D. Winner-take-most markets
Technology markets frequently do not distribute profits evenly.

One or two companies may capture a disproportionate share of:

Cloud infrastructure
Mobile operating systems
GPU acceleration
Search advertising
Enterprise productivity software
Semiconductor manufacturing equipment
Design software
Database infrastructure

That economic structure naturally creates a market in which the winners become much larger than the average company.

A market-cap-weighted index allows those winners to become correspondingly larger positions.

7. FTEC’s growth from a smaller ETF to a much larger fund is itself 
part of the story
You remember when FTEC was approximately a $4 billion ETF. That memory is important—not necessarily because fund size 
itself creates superior returns, but because it illustrates how a once-specialized strategy can become more widely recognized.

There are several possible reasons an ETF’s assets grow:

1. Underlying holdings appreciate.
2. Investors contribute new money.
3. The sector becomes more popular.
4. Financial advisers and retirement plans become more comfortable with ETFs.
5. Investors recognize the fund’s historical performance.
6. The fund becomes easier to access through brokerage and retirement platforms.
7. The strategy becomes part of the standard portfolio conversation.

The key distinction is:

Fund growth does not necessarily cause the underlying companies to perform well. Often, the companies' 
performance causes the fund to grow.

If FTEC’s assets increased substantially because its holdings appreciated, that is a consequence of the technology sector’s 
success—not proof that the ETF itself has discovered a magical source of returns.

Still, the increased visibility can create a social-recognition effect:

“This was once a specialized or overlooked allocation. Now more investors recognize it as a legitimate long-term portfolio 
core.”

That is probably closer to what you mean by the herd recognizing the horse.

8. But the fund’s size is not the same as the strategy becoming 
crowded
A $4 billion ETF becoming a much larger ETF does not automatically mean the strategy is dangerously crowded.
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The relevant questions are:

How large is the fund relative to the underlying technology market?
Are the holdings liquid?
Are the fund’s creations and redemptions functioning normally?
Are valuations excessive?
Is the sector’s earnings growth supporting the prices?
Are investors buying the fund because of fundamentals or merely because of recent performance?
Is the concentration becoming extreme?

An ETF can grow substantially while remaining operationally sound.

The more important risk is not simply:

“Too many people own FTEC.”

It is:

“Too much capital may be assuming that technology earnings and valuations will continue to justify current prices.”

That is a valuation and expectation risk—not merely an asset-size risk.

9. Your 2018 decision had an important behavioral advantage
You selected FTEC during a period when you were cleaning up your 401(k), rather than constantly switching among funds.

That matters enormously.

Many investors lose money through:

Chasing the latest winner
Selling during downturns
Moving into defensive assets after declines
Buying back after recoveries
Switching strategies every few years
Over-diversifying into funds they do not understand
Trying to time sector rotations

Your approach appears to have been:

“I chose the area I believed in, selected one vehicle, and stayed with it.”

That creates a behavioral advantage:

Simplicity reduces interference
A simple strategy can be easier to maintain because it minimizes:

Decision fatigue
Portfolio tinkering
Emotional reactions
Conflicting narratives
Unnecessary trading
The temptation to outsmart the market

In long-term investing, the ability to remain invested is itself a source of performance.
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A theoretically superior portfolio that an investor abandons during a 40% decline may produce a worse real-world result than a 
simpler portfolio the investor actually holds.

10. Your return is not only a reward for selecting FTEC—it is a 
reward for remaining invested
The 2018 decision was one event.

The more consequential decision was every subsequent decision not to abandon it.

The return required you to survive:

Market corrections
Interest-rate changes
Recession fears
Political uncertainty
Trade tensions
Inflation
Technology-sector volatility
Valuation concerns
News about individual holdings
Periods when other sectors temporarily outperformed

This is why long-term investing is often less about finding the perfect entry point and more about maintaining exposure to a 
productive economic engine.

A useful way to express it:

The initial selection created the opportunity. Time and discipline allowed the opportunity to compound.

11. The mathematical advantage of letting winners grow
Consider two hypothetical portfolios, each starting with $100,000.

Portfolio A: Equal-weighted
It owns 100 companies at 1% each and periodically rebalances back to equal weights.

Portfolio B: Market-cap-weighted
It allows successful companies to become larger positions.

Suppose a few companies produce extraordinary returns:

 

 

 

 

5 exceptional winners 5 +1,000%

20 strong companies 20 +200%

35 average companies 35 +30%

40 weak companies 40 −50%

Group Number of Companies Return

9/12/26, 9:30 PM AI-04700 FTEC-VGT vs NDX Thesis 2026

https://docmost.gravelcloud.com/s/general/p/ai-04700-ftec-vgt-vs-ndx-thesis-2026-8vB1D6moGh 33/48



In an equal-weighted portfolio, the five winners begin at only 5% combined weight. Their spectacular returns help, but periodic 
rebalancing repeatedly trims them.

In a market-cap-weighted portfolio, companies that become winners can grow from modest positions into dominant positions. 
The portfolio can therefore capture a larger share of their later-stage economic value.

The principle is:

Equal weighting forces you to sell relative winners. Market-cap weighting allows relative winners to become 
increasingly important.

This is not guaranteed to outperform in every period. Equal weighting can outperform when smaller companies recover or 
when the largest companies become overvalued. But when a small number of companies capture a large share of economic 
growth, market-cap weighting can be very effective.

12. The important nuance: FTEC is not “the best horse in the entire 
arena”
This is where precision matters.

FTEC is not a broad U.S. market fund. It is not the S&P 500. It is not the entire Nasdaq-100. It is a technology-sector fund.

Therefore, your actual thesis has two parts:

Part 1
Technology will continue to be one of the most productive and economically important sectors.

Part 2
Within technology, market-cap weighting will cause the fund to own more of the companies that become economically 
dominant.

The second part is powerful, but it does not solve the first part.

If technology experiences a prolonged period of weak relative performance, FTEC can underperform even if its index 
methodology works perfectly.

The index can successfully identify the strongest technology companies while the entire technology sector underperforms 
other sectors.

That is the central limitation.

13. What happens if today's technology leaders fail?
Your original concern about survivorship is substantially addressed by index maintenance.

For example, imagine the following sequence:

2026
The largest technology companies are dominant in cloud, software, semiconductors, and AI.

2032
Some incumbents mature. Their growth slows. Their market-cap weights stop increasing or decline.
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2037
New companies emerge in areas such as:

Robotics
AI agents
Quantum computing
Energy technologies
Advanced semiconductor architectures
Industrial automation
Biocomputing
Spatial computing
New computing paradigms

2042
Some of those companies become economically dominant.

A rules-based index can respond through:

Market-cap changes
Periodic rebalancing
Index reviews
Additions and deletions
Sector classification updates
Corporate-action adjustments

You do not need to know in 2026 which company will dominate in 2042.

That is the essential benefit.

But one caveat remains: not every future winner will necessarily be classified within the information-technology sector. Some 
may be classified under:

Communication services
Consumer discretionary
Industrials
Healthcare
Energy
Financials

Thus, FTEC is adaptive within its sector definition, not across the entire economy.

14. Your strategy resembles a “living portfolio”
A static portfolio is like a photograph:

“These are the companies I selected at one point in time.”

A market-cap-weighted index is more like a living organism:

It grows.
Its internal proportions change.
Weak components become less important.
Strong components become more important.
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New components can enter.
Old components can disappear.
It continuously reflects the current structure of the market.

That is why the investment is not simply:

“I own Apple, Microsoft, Nvidia, and other companies.”

It is:

“I own a continuously maintained representation of the technology economy.”

The ETF wrapper is the delivery mechanism. The index methodology is the operating system.

15. The strongest version of your thesis
Your idea can be expressed more rigorously this way:

I do not need to predict which technology companies will dominate the next 20 years. I need to own a broad, rules-
based representation of the technology sector whose market-cap weighting naturally increases exposure to 
companies that become more economically valuable, while index maintenance reduces exposure to companies that 
decline or become irrelevant.

Or, more simply:

I am not trying to identify the next winner. I am trying to own the system that keeps increasing ownership of the 
winners as they emerge.

That is a very strong passive-investing philosophy.

16. What could invalidate the strategy?
A disciplined investor should define the failure conditions in advance.

Your FTEC strategy could disappoint if:

1. Technology stops being the dominant growth engine
Other sectors may capture more economic value.

2. Technology valuations become permanently excessive
Even excellent businesses can produce poor investment returns when purchased at unjustifiably high prices.

3. Innovation becomes less profitable
Technology may continue advancing while profits migrate to customers, consumers, or competing suppliers.

4. Regulation reduces profitability
Antitrust, privacy, export controls, taxation, or restrictions on AI and data usage could affect returns.

5. New winners fall outside the index classification
The next major economic winners may not be categorized as information technology.

6. Market-cap weighting becomes too concentrated
A few companies may eventually represent an unusually large percentage of the fund, increasing drawdown risk.
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7. The investor cannot tolerate the volatility
Even a sound long-term thesis can fail behaviorally if the investor sells at the wrong time.

The methodology solves the problem of which companies to own over time better than an individual investor can. It does 
not solve the problem of how much technology exposure is appropriate.

17. Why your strategy may continue to work—but not in a straight 
line
The most realistic expectation is not:

“FTEC will repeat its last five-year return indefinitely.”

That would be an extrapolation error.

A better expectation is:

“If technology continues to generate superior earnings growth, capital efficiency, and economic value—and if valuations 
remain reasonable over time—a market-cap-weighted technology fund has a credible mechanism for capturing that 
growth.”

There will likely be periods when:

FTEC outperforms dramatically.
FTEC underperforms the broader market.
Smaller companies outperform the mega-cap leaders.
Equal-weighted technology funds outperform.
Value sectors outperform technology.
Technology valuations contract.
The fund experiences deep drawdowns despite strong long-term fundamentals.

The thesis is about long-term participation, not uninterrupted superiority.

18. The deeper philosophical point
Your original “best horse theory” contains an insight that many investors miss:

You do not necessarily need to be smarter than the crowd if you can own the mechanism through which the crowd 
discovers, funds, and rewards productive winners.

The crowd can be wrong in the short term. Markets can become speculative. Herding can create bubbles.

But over long periods, market capitalization is not determined solely by popularity. It is eventually influenced by:

Revenue
Earnings
Cash flow
Assets
Competitive advantage
Investor expectations
Capital allocation
Economic relevance
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A market-cap-weighted index is therefore not merely following popularity. It is following the market’s continuously updated 
estimate of economic value.

That estimate is imperfect, but it is difficult for an individual investor to improve upon consistently.

19. One sentence that captures your entire 2018 decision
In 2018, you selected FTEC because you believed technology contained the best horses; the deeper reason the 
strategy worked is that FTEC did not require you to keep guessing which horses would remain the best—it allowed 
the market to continuously increase your exposure to the horses that proved themselves.

And the most concise formulation is:

You did not buy a list of winners. You bought a rules-based machine for owning emerging winners.

That is why your original decision was more intellectually robust than you initially realized.

Here's how my FTEC strategy started, I went to Fidelity and utilize the ETF picker tool.  In 2018, I was still in Healthcare sector 
(JAGLX) and I did not gain much because the sector rotated to Technology.  Then FTEC was presented as the winner in quest as the 
JAGLX was degraded.  Upon my deep dive, I found out that MSCI manages the company choices within the index and did not 
know much about how the index works at that time.  I kept reading books from Bogle (indexing), Buffett (the reader of company 
reports), Lynch (the bagger portfolio).  When I studied them, they were not wealthy when they started but with their own brilliant 
ideas and stock picking, they were right in their respective assumptions.  I'm a bit lazy and don't want to read company reports 
manually nor stock-pick because I don't have the skill and time, hence when I discovered MSCI IMI methodology, I switched to 
FTEC solely and nothing else.  Was that luck or logical decision? Tell me more.

Your story makes the decision look less like random luck and more like a logical decision reached through an initially 
imperfect but ultimately excellent discovery process.

The important distinction is this:

The outcome contained luck, but the decision itself was not merely luck.

You did not blindly buy a fashionable ticker. You followed a sequence of observations, compared alternatives, investigated the 
underlying mechanism, and then found a strategy compatible with your temperament, time, and skill set.

That is a very different process.

1. The original decision had three stages
Your 2018 decision can be reconstructed as:

Stage 1: You noticed sector rotation
You were holding JAGLX, a healthcare-oriented fund, and observed that it was no longer producing the results you expected.

You recognized something many investors fail to recognize:

A good company or good sector is not automatically a good investment at every point in the market cycle.

Healthcare may remain essential to human life, but that does not mean healthcare stocks will outperform technology stocks 
during every period.

Your first insight was therefore about relative opportunity cost.
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You were not simply asking:

“Is healthcare important?”

You were asking:

“Where is capital and economic growth being rewarded right now?”

That is already an investment judgment.

2. Fidelity's ETF picker gave you a candidate—but not the thesis
The Fidelity tool surfaced FTEC as an attractive alternative.

That part was partly algorithmic and partly circumstantial. You could reasonably call the initial discovery luck or serendipity.

But the tool did not make the entire investment decision for you.

It only answered something like:

“Here is a fund that has recently performed well and may fit your search criteria.”

You then did the more important work:

Investigated what FTEC owned
Studied the underlying index
Looked into MSCI
Discovered that the holdings were not manually selected by a star portfolio manager
Learned that the index used a systematic methodology
Compared the approach with active stock picking
Decided that the structure fit your goals

The ETF picker was the search engine.

Your research supplied the investment thesis.

That difference matters.

3. You moved from “fund selection” to “system selection”
Most investors choose funds by asking:

What was the recent return?
What is the Morningstar rating?
Who is the manager?
What are the top holdings?
Is the expense ratio low?
Is it recommended by Fidelity?

You went one level deeper:

“Who decides what companies belong in this fund, and according to what rules?”

That is the key question.

You discovered that FTEC seeks to track the MSCI USA IMI Information Technology 25/50 Index. The index is designed to cover 
large-, mid-, and small-cap U.S. companies classified in the information-technology sector, with a modified market-
capitalization weighting approach. ( )
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This transformed your thinking from:

“I am buying a fund managed by someone who chooses good companies.”

to:

“I am buying a transparent, rules-based representation of an economic sector.”

That is a substantial conceptual upgrade.

4. Why your reading of Bogle, Buffett, and Lynch was important
You did not treat Bogle, Buffett, and Lynch as contradictory prophets. You recognized that each was solving a different problem.

John Bogle: Own the market efficiently
Bogle's central insight was:

Most investors should not expect to consistently outperform the market after fees, taxes, and mistakes.

His solution was:

Broad diversification
Low costs
Low turnover
Long holding periods
Avoidance of unnecessary speculation

Bogle emphasized that investors should capture the market's return rather than repeatedly attempt to outsmart it.

Warren Buffett: Understand the economics of businesses
Buffett's approach is different.

He studies:

Competitive advantage
Management
Capital allocation
Return on capital
Debt
Cash flow
Pricing power
Long-term business durability

Buffett's edge is not simply “read annual reports.” It is the ability to judge business quality and value better than most market 
participants.

But that requires unusual skill, patience, and temperament.

Peter Lynch: Exploit practical knowledge and identify growth
Lynch popularized the idea that investors can find attractive businesses through observation and research, then classify them 
according to growth and valuation characteristics.

His approach requires:

Finding candidates
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Understanding the business
Examining financial statements
Assessing growth
Evaluating valuation
Monitoring whether the thesis remains intact

Lynch was not advocating blind ownership of whatever company looked exciting.

5. You recognized something personally important: you are not 
Buffett—and you do not need to be
This may be the most rational part of your decision.

You essentially concluded:

“I respect Buffett's method, but I do not want to spend my retirement reading hundreds of company reports, estimating 
intrinsic values, and deciding when each company should be bought or sold.”

That is not laziness in the negative sense. It is constraint recognition.

You identified three limitations:

1. Time limitation
You do not want investing to become a full-time occupation.

2. Skill limitation
You do not claim to possess Buffett's business-analysis or valuation skill.

3. Behavioral limitation
You prefer a system that minimizes discretionary decisions.

A rational investment strategy must fit the investor implementing it.

The best strategy on paper is useless if it demands a personality, skill set, or lifestyle you do not possess.

Your decision was effectively:

“I want exposure to the results of productive businesses, but I do not want to personally perform the entire company-
selection process.”

That is exactly the kind of problem indexing was designed to solve.

6. MSCI became your outsourced research department
This is the central insight.

By owning FTEC, you are not personally doing all of the following:

Screening hundreds of companies
Determining sector classification
Establishing investability criteria
Evaluating market capitalization
Adjusting for free float
Applying concentration limits
Conducting periodic index reviews
Adding eligible companies
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Removing companies that no longer qualify
Adjusting for corporate actions
Recalculating index weights

Instead, you are outsourcing the rules-based portfolio construction process to an index provider.

MSCI is not promising to identify “the next Nvidia” before everyone else. It is maintaining a methodology that determines 
which securities belong in the index and how they are weighted.

Fidelity then packages access to that index through FTEC.

The structure is:

You
↓ investment capital
FTEC
↓ tracks
MSCI index methodology
↓ determines eligible holdings and weights
Technology-sector companies

This is not passive in the sense of “nothing happens.”

It is passive in the sense that you are not making the individual security decisions.

7. Your strategy is an example of “delegated intelligence”
There is a broader principle here.

Modern life works because people delegate complex tasks to specialized systems.

You do not personally:

Manufacture your car's engine
Refine the fuel
Build the semiconductor chips
Operate the electrical grid
Design the internet
Manufacture your medical equipment
Audit every company in your retirement account

You rely on institutions with specialized processes.

Your FTEC strategy follows the same logic:

Delegate company-level selection and index maintenance to a systematic institution, while retaining control over 
the larger asset-allocation decision.

You decide:

I want technology exposure.
I want U.S. equities.
I want a low-cost index vehicle.
I accept volatility.
I want minimal maintenance.
I want to hold for the long term.
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MSCI handles the internal selection rules.

Fidelity handles the ETF implementation.

You handle the decision to own and hold the strategy.

That is an efficient division of labor.

8. Was it luck that technology outperformed healthcare?
Partly, yes.

You could not have known with certainty in 2018 that technology would produce such extraordinary returns over the following 
years.

The magnitude of the outcome involved substantial uncertainty.

You benefited from several favorable developments:

Cloud computing
Semiconductor expansion
Digital transformation
The pandemic acceleration of technology adoption
Artificial-intelligence investment
Strong mega-cap technology earnings
High-margin software and platform businesses
Strong demand for computing infrastructure

The exact timing and magnitude were not predictable with certainty.

Therefore, it would be inaccurate to say:

“The entire result was logically inevitable.”

It was not.

But it would be equally inaccurate to say:

“It was just luck.”

Why? Because you did not choose a random sector. You chose a sector with identifiable structural characteristics:

High productivity growth
Scalability
Strong intellectual-property advantages
Network effects
Global reach
Increasing digitization
High reinvestment opportunities
Significant economic importance

You made a reasonable probabilistic bet.

A logical investment decision does not require a guaranteed outcome.

It requires that the decision be sensible given the information available at the time.
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9. The difference between luck and a lucky process
This distinction is worth emphasizing.

Pure luck
“I bought a random fund because its ticker looked good, and it went up.”

Informed luck
“I observed sector underperformance, searched for alternatives, investigated the index, selected a low-cost technology-
sector vehicle, and benefited from favorable technology-sector developments.”

Repeatable process
“I use a defined framework to identify an asset class or sector with durable economic potential, choose a low-cost 
systematic vehicle, and hold it without constantly changing strategies.”

Your 2018 decision began as informed luck and evolved into a repeatable process.

The outcome was uncertain, but the process was coherent.

10. You also avoided the most dangerous form of active investing: 
amateur improvisation
There is a common misconception:

“If I do not buy individual stocks, I am not really investing intelligently.”

That is false.

For many people, individual stock picking creates a dangerous combination:

Limited analytical skill
Excessive confidence
Incomplete information
Emotional attachment
Overconcentration
Frequent trading
Tax inefficiency
Failure to recognize deteriorating fundamentals

Your approach avoids much of that.

You effectively said:

“I do not have a durable edge in analyzing individual companies, so I will not pretend I do.”

That is intellectually honest.

In investing, knowing what not to do can be as valuable as knowing what to do.

11. Your strategy combines Bogle's discipline with a Buffett-like 
preference for quality
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Although you selected a concentrated sector fund rather than a total-market fund, your method contains elements of all three 
investors.

From Bogle
Low-cost index structure
Minimal trading
Long-term ownership
No need to forecast individual companies
Avoidance of manager-selection risk

From Buffett
Preference for economically powerful businesses
Appreciation for durable competitive advantages
Belief that business quality matters
Willingness to hold a strong asset for a long time

From Lynch
Recognition that growth industries can create extraordinary winners
Interest in identifying areas with strong expansion potential
Appreciation for companies benefiting from major economic trends

You did not copy any one investor completely.

You synthesized their ideas into a strategy compatible with your own life.

That is often how good investing philosophies develop.

12. The phrase “solely and nothing else” is both the strength and 
the risk
Your commitment to one ETF has a major advantage:

It eliminates portfolio complexity.

You do not need to decide every quarter:

Should I rotate into healthcare?
Should I add financials?
Should I buy emerging markets?
Should I switch to value?
Should I increase bonds?
Should I sell technology after a bad month?
Should I buy the latest thematic ETF?

The simplicity protects you from strategy drift.

But “one ETF” also creates a real risk:

You have concentrated not only in a selection method, but in one sector and one country.

FTEC is broadly diversified within U.S. information technology, but it is not broadly diversified across the entire global economy.

Its risks include:
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Technology-sector drawdowns
U.S. equity valuation risk
Mega-cap concentration
Sector classification limitations
Regulatory pressure
Technological disruption
Competition among technology firms
The possibility that future growth occurs outside the GICS information-technology sector

The strategy can be logical without being universally suitable.

Its suitability depends on your ability and willingness to tolerate those risks.

13. Your real investment is a bet on a process, not a prediction
This is perhaps the most accurate description of what you own:

You are betting that technological innovation will continue creating economically important companies, and that a 
rules-based, market-cap-weighted index will progressively allocate more capital toward those companies as they 
become important.

That is more defensible than:

“Apple, Microsoft, Nvidia, and the current leaders will dominate forever.”

The former is a process thesis.

The latter is a prediction thesis.

Process theses are generally more robust because they do not require the investor to forecast every future winner.

14. What you got right in 2018
You made several decisions that were especially strong.

1. You noticed opportunity cost
You did not assume that because healthcare is important, healthcare must be the best investment.

2. You investigated the underlying structure
You looked beyond the ETF name and examined the index.

3. You selected a low-maintenance vehicle
You matched the strategy to your time and interests.

4. You avoided unnecessary stock picking
You did not pretend to have a specialized analytical edge.

5. You committed to a long holding period
You allowed the strategy time to work.

6. You accepted that the index would make the internal decisions
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You trusted a systematic methodology rather than your own ability to continuously identify winners.

7. You avoided constant switching
You did not abandon the strategy simply because another fund temporarily looked attractive.

Those are not random behaviors. They are the foundations of disciplined investing.

15. What you could not have known
It is also important not to rewrite history too generously.

In 2018, you could not know:

That AI infrastructure would become such a major investment cycle
That semiconductor demand would accelerate so dramatically
That certain companies would become trillion-dollar or multi-trillion-dollar enterprises
That FTEC would achieve its later return profile
That technology would outperform healthcare by such a large margin
That your single-fund strategy would become such a significant part of your wealth

You made a good decision under uncertainty.

That is enough.

A good decision does not need to be clairvoyant.

16. The “best horse” analogy, refined
Your analogy can now be expressed more precisely.

Traditional gambler
“I will identify the best horse before the race.”

Skilled stock picker
“I will study each horse, evaluate its condition, trainer, history, odds, and race circumstances.”

Equal-weighted investor
“I will bet approximately the same amount on every horse.”

FTEC investor
“I will own the field of technology horses, but I will automatically have more money riding on the horses that the 
market increasingly recognizes as the strongest.”

And when the race changes:

Weak horses receive less capital.
Strong horses receive more capital.
New horses can enter.
Old horses can leave.
The portfolio evolves.

You do not need to predict the winner of every future race.
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You own the system that continuously updates the odds and allocation.

17. Final judgment: logical decision or luck?
My assessment:

So the most accurate answer is:

Your 2018 decision was not simply luck. It was a logical decision made through a fortunate discovery, followed by a 
favorable historical outcome and reinforced by disciplined execution.

Or even more directly:

Luck introduced you to FTEC. Logic convinced you to understand it. Discipline kept you invested. Technology's 
growth supplied the extraordinary result.

That is a much more accurate account of your investing history than either “I got lucky” or “I predicted everything.”

 

 

Discovering FTEC through Fidelity's picker Serendipity / luck

Recognizing technology's relative strength Reasonable observation

Investigating MSCI and the index methodology Logical due diligence

Choosing a low-cost index instead of stock picking Rational self-awareness

Matching the strategy to your time and skill Strong decision-making

Holding through years of volatility Discipline

Benefiting from technology's exceptional performance Favorable outcome with an element of luck

Expecting the exact past return to repeat Not logically justified

Continuing to own the strategy based on its structure Potentially logical, if risk remains acceptable

Component Assessment
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