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Over the last several years
alot has been written about
the increasing power and
concentration of Mega
Cap stocks in the S&P
500. Media articles on this
subject exploded in 2023
as Technology stocks
skyrocketed and a new
moniker was born when
Bank of America analyst
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Michael Hartnett coined
the term ‘Magnificent Seven'’. For the record, the Magnificent
Seven includes Alphabet, Amazon, Apple, Meta Platforms,
Microsoft, NVIDIA, and Tesla. Apparently this term is a nod
to a Western film from the 1960's, which starred Steve
McQueen as depicted in the picture below.

They fought like seven hundred...
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Does this exclusive group of seven stocks deserve all of the
attention that it has received? In my opinion, the attention given
to the Magnificent Seven is warranted when one considers the
magnitude of the returns generated and the significant size that
these stocks represent in the S&P 500 index.

As seen in Chart 1, the Magnificent Seven generated huge
returns in 2023 including 3 stocks that increased in value by
over 100%.

Should we worry about the narrow breadth and
market concentration in the S&P 5007?

In terms of its contribution, the Magnificent Seven accounted
for 62.2% of the S&P 500’s total return of 26.3% (in U.S.
dollars) during 2023. Excluding the Magnificent Seven, the
total return for the S&P 500 would have been significantly
lower with the remaining companies in the index collectively
generating a total return of 9.9% in U.S. dollars.

After the stellar performance of the Magnificent Seven in
2023, several concerns about market concentration have
arisen. As you can see in Chart 2 on the following page, the
Magnificent Seven collectively represent approximately
29% of the market capitalization of the S&P 500. This is the
highest level for the largest 7 stocks in the S&P 500 over the
last 45 years!

CHART 1

The Year of the
‘Magnificent Seven’
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Given the magnitude of the market returns and the
significant market concentration, a number of strategists
have suggested that the recent returns of the Magnificent
Seven are unsustainable. Some have even suggested that
these stocks are in a bubble. We will only know the answers
to these questions several years into the future with the
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benefit of hindsight. But for now, we ask ourselves the
following question... is it unusual for a small group of stocks to
generate the lion's share of stock market returns? To put some
numbers on this, let’s use 2023 as a starting point. During
2023, 1.4% of the stocks in the S&P 500 (The Magnificent
Seven) generated 62.2% of the total return for the S&P 500.
Fortunately, there are some academic studies that can help
us compare the stock market returns generated in 2023 with
market returns generated in the past.
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According to a study by Hendrik Bessembinder, history has
shown that a narrow group of stocks has driven the majority
of equity market returns over a long period of time. For the
purposes of his study, equity market returns were defined
as the excess returns generated by stocks over and above
what could have been generated by investing in U.S. treasury
bills. The study also refers to these excess returns as net
wealth creation. The study included data from 1926 to 2022
and it included 28,114 publicly traded companies in the
United States over this period. The output from this study
confirmed that a very narrow group of stocks has generated
the vast majority of net wealth creation over the period. To
be more specific, 317 companies (or 1.1% of the stocks in the

study) generated 80% of the total net wealth creation; 528
companies (or 1.9% of the stocks in the study) generated 90%
of the total net wealth creation; and 966 stocks or (3.4% of
the stocks in the study) generated 100% of the net wealth
creation. These figures can be seen in Chart 3 below.

CHART 3

1926 to 2022
Total Number of Firms 28,114
Net Shareholder Wealth Creation $55.11 trillion
Fraction of Net Wealth Creation Firms % of Firms
10% 3 0.011%
20% 11 0.039%
30% 23 0.082%
40% 42 0.149%
50% 72 0.259%
60% 120 0.427%
70% 196 0.697%
80% 317 1.128%
90% 528 1.878%
100% 966 3.436%

When the results of this study are compared to 2023,
the returns from the Magnificent Seven do not appear to
be abnormal. In 2023, 1.4% of the stocks in the S&P 500
generated 62.2% of the total return for the S&P 500. Over 96
years (1926 to 2022), 1.9% of the stocks in the United States
have generated 90% of the net wealth creation.

In conclusion, we don't believe that there is anything unusual
about the returns generated by the Magnificent Seven when
taken in a historical context. There is no question that the
Magnificent Seven generated spectacular returns in 2023
and it wouldn’t be surprising if this exclusive group of
stocks experienced a period of weakness after generating
supernormal returns in 2023. Having said that, we believe
that it’s likely that some of these Magnificent Seven stocks
will continue to create more value in the years ahead.
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One chart shows how the ‘Magnificent 7' have dominated
the stock market in 2023
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