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The Magnificent 7 stocks (Apple, Microsoft, Nvidia, Amazon, Alphabet, Meta, Tesla) have been among the biggest drivers of returns 
in the post-pandemic period. 2024 has been a continuation of this trend, with many of these names being some of the leading 
beneficiaries of the AI revolution. Lest we forget, this cohort also had to go through a painful 2022 of some business headwinds and 
compressing valuations. If you have a diversified portfolio, you’re always going to own something that’s underperforming and you’re 
unlikely as concentrated in the top performing asset class of the moment. While the best and worst are frequently changing, 
outperformance trends can also persist over time. 

THE MAGNIFICENT 7 HAVE BEEN AMONG THE LARGEST CONTRIBUTORS WITHIN US EQUITY PERFORMANCE
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Nasdaq: 77%
S&P 500: 52%

Magnificent 7: 226%

Nasdaq: -33%
S&P 500: -18%

Magnificent 7: -46%

Nasdaq: 45%
S&P 500: 26%

Magnificent 7: 109%

Nasdaq: 30%
S&P 500: 25%

Magnificent 7: 62%

Source: FactSet, as of 12/30/2024.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.
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THE SECOND HALF OF 2024 IS EXPERIENCING SOME BROADENING OUT OF PERFORMANCE LEADERSHIP
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While the Magnificent 7 have been leaders across the full year-to-date timeframe, markets have experienced some broadening out 
of performance in the second half of 2024 and the outperformance gap is narrowing. We have started to see a market rotation, 
improving breadth beyond the largest companies in the S&P 500.

Real estate and small caps, previously lagging, have rallied strongly, marking a notable rotation from first-half trends. Furthermore, 
the S&P 500 Equal Weighted has outperformed the S&P 500 (market cap weighted), suggesting that the other 490+ S&P stocks 
have collectively outperformed the Magnificent 7 since midyear. 

SECOND HALF RETURNS LOOK VERY DIFFERENT THAN FIRST HALF OF 2024
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Source: FactSet, as of 12/30/2024.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



EVEN WITH THE MOST RECENT BROADENING, THE MARKET IS STILL CONCENTRATED 

4

The top 10 stocks in the S&P 500 now represent a combined 36% of the index's value—a historic level of concentration that has 
sparked some concern. This dominance is even more stark in the Russell 1000 Growth index, where seven stocks make up 54% of 
the value. The index has never been this “top-heavy.” Investors have been faced with a choice of embracing this concentration or 
going elsewhere to seek more diversification. That said, of 54 countries who have at least 45 stocks listed, the U.S. ranks 51st in the 
concentration of the 10 largest stocks as a % of total market cap. So put into a global context, U.S. market concentration is not quite 
as “exceptional.”

US STOCK MARKET CONCENTRATION IS NOT EXCESSIVE 
RELATIVE TO REST OF WORLD

Source: FactSet and Counterpoint Global.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.

THE 10 LARGEST STOCKS IN THE S&P 500 ACCOUNT 
FOR MORE THAN A THIRD OF TOTAL MARKET CAP

The U.S. is the fourth most 
diversified market globally, 
despite the recent increase 

in concentration. 

SHARE OF TOTAL MARKET CAPITALIZATION



MAGNIFICENT 7 HAVE OUTGROWN (SALES) AND OUTEARNED (NET PROFIT MARGINS) THE REST

5

Delving deeper, the “Magnificent 7” have a history of outpacing the broader index on both top-line and bottom-line measures. Their 
sales growth and net margins have consistently exceeded the S&P 500’s and are projected to remain above-index on a forward-
looking basis. While these companies are no longer “cheap” in the conventional sense, their premium pricing reflects sustained, 
superior growth trajectories and resilient profit margins. One could argue that much of their outperformance is justified based on 
fundamental outperformance.

*Note that the S&P 500 sales growth and margin metrics are inclusive of the Mag 7, the divergence would be even wider comparing the S&P 500 ex-Mag 7.

SALES GROWTH
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Source: FactSet, Goldman Sachs Global Investment Research.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



MARKET CONCENTRATION HAS BEEN DRIVEN BY ECONOMIC CONCENTRATION

6

The Magnificent 7 account for a sizable 36% of market cap, but 
they also account for 39% of R&D spending, 23% of free cash 
flow, and 16% of capex. The strongest have been getting 
stronger. Concentration today appears to showcase corporate 
resiliency and companies that are at the forefront of growth.

MAGNIFICENT 7 STOCKS EARNING MORE POST 
COVID BUT THE SPREAD TO THE BROADER 

INDEX IS LIKELY TO NORMALIZE

In the 10 years through 2023, a period when concentration rose 
sharply, the top 10 stocks averaged 19% of the market 
capitalization, while the companies averaged 47% of the 
economic profit. In 2023 alone, the top 10 stocks were 27% of the 
market capitalization and earned 69% of the economic profit. 
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Source: Left – FactSet, 12/30/24. Right – Morgan Stanley Stock Market Concentration, June 4, 2024. Michael Mauboussin and Dan Callahan.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



NVIDIA HARDWARE IS LEADING THE AI REVOLUTION, DRIVEN BY CAPEX SPENDING BY HYPERSCALERS

7

Nvidia illustrates how market leaders can translate technological 
advantages into extraordinary results. In the past year, its revenues 
soared by 94%, net income more than doubled, and profit margins hit 
all-time highs. This underscores Nvidia’s pricing power and strategic 
positioning as a critical supplier of advanced AI and cloud computing 
hardware. With new, cutting-edge chips like the Blackwell series 
accelerating innovation, Nvidia has entrenched itself at the heart of 
the rapidly expanding AI ecosystem. Furthermore, as Nvidia expects 
more compute demand coming from AI model inference (recurring 
compute for model deployment) versus AI model training (big, but 
less frequent), they continue to see massive growth opportunities 
ahead across both their hardware and software platforms. 
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Source: Bloomberg. https://bilello.blog/2024/the-week-in-charts-11-26-24.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



EXTRAORDINARY CAPEX SPEND BY CLOUD HYPERSCALERS  INVESTING FOR THE AI REVOLUTION
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Nvidia’s success is anchored in the 
investment boom led by cloud 
hyperscalers—Alphabet, Amazon, and 
Microsoft—whose appetite for 
expanding digital infrastructure knows 
few bounds. It is clear that we are 
witnessing a computing  infrastructure 
build-out on a historic scale. It reflects 
a calculated push to meet soaring 
demand for data centers, cloud 
capacity, and AI workloads, all of which 
rely on advanced hardware solutions 
like those provided by Nvidia. 

The sheer size, scale, and costs of these 
projects is widening the competitive 
moats these businesses already have.

While questions have arisen around the 
future economic value creation 
required to justify such spending, 
many of these companies have noted 
they still can’t keep up with current 
demand trends from their customers. 

Of the nearly $840 billion that these three companies will have spent on 
CapEx since 2004, almost 60% has been spent in the last four years.

Perhaps more spectacularly, these hyperscalers are forecasted to spend 
more on CapEx in 2024 than they spent cumulatively from 2004-2017.

CAPEX SPEND ACROSS MAJOR HYPERSCALERS
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Source: Spyglass Capital Management. Visible Alpha. 2024 figures based on consensus estimates as of June 30, 2024.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



Let’s double click on AI Agents as an example…

AGENTS WILL BE VERTICALLY SPECIALIZED ACROSS AN ORGANIZATION

 First innings of 
decade-long industry 
changes

 Early winners 
emerging… but much 
more will change

 Highly disruptive

 Established industry 
leaders

 Strong competitive 
positions / first 
movers

 High entry barriers

VERTICALS OF (BUSINESS AND INVESTING) OPPORTUNITIES FOR THE AI REVOLUTION ARE WIDE REACHING
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Source: Coatue Publics Year-End Update, November 26, 2024. Do not redistribute. 
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



AI IS DRIVING EFFICIENCY, WITH SOFTWARE ENGINEERING SEEING DRAMATIC SHIFTS
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“ [We] started important work to reengineer our cost structure… through the use of 
AI… Today, more than a quarter of all new code at Google is generated by AI… ”

Source: Public company filings.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.

“ We use GitHub Copilot to write more that 35% of the code for all the rest of the 
Copilots… We’ll save hundreds of millions of dollars in the call center… customer stats 
are up, employee stats are up, case resolution has improved by more than 12%... ”

“ We’re not adding any more software engineers next year… we have increased the 
productivity this year… with AI technology… by more than 30%... We will have less 
support engineers and more salespeople next year… ”

“ AI’s Most Promising Startups Are Getting Younger and Leaner
But while AI’s 50 early-stage newcomers are on average raising more money than 
before, they are also doing it with fewer employees. ”



ALL THAT SAID, THE MAGNIFICENT 7 ARE NO LONGER CHEAP, RATHER REFLECT ELEVATED VALUATIONS
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Given the fundamental strength of these businesses, the next natural questions are “how much we should be willing to pay for these 
businesses?” and “how much of this is already priced in?” The Magnificent 7 have seen their valuations climb in recent years, though 
these businesses have consistently commanded a premium to the index, as is typical for quality growth businesses. On a relative 
basis to the broader market, the valuations are not at extreme, but the absolute valuations have risen materially throughout 2024. 
We have noted in prior writing that this cohort had not looked as expensive when accounting for the higher growth forecasts, but 
that has changed as reflected by the PEG ratio climbing to 1.9x. While this is not at peak extremes, it certainly suggests more 
optimism is already priced in and warrants consideration of managing portfolio exposure given the elevated concentration of this 
cohort in the broader index, meaning pullbacks in these stocks would have an outsized impact on returns. 

FORWARD P/E RATIO
Expensive relative to broader index…

FORWARD PEG RATIO
…even when adjusted for growth

Source: FactSet, as of 12/30/24.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.
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THOUGH, OF COURSE, NOT ALL MAGNIFICENT 7 VALUATIONS ARE CREATED EQUALLY 

12

While the market cap weighted average valuation of the Magnificent 7 is elevated, you can see that there is quite a range across the 
stocks. Tesla is a clear standout on the high side, both in absolute terms and in terms of multiple expansion throughout 2024, which 
may also visually mask the 15-point P/E multiple difference across the remaining six in the chart. Add in differing growth rate 
forecasts and varying market opportunity expectations, and this creates opportunities for active managers to have over/under 
weight positions within this cohort of stocks as well. 

FORWARD PE RATIO

Source: FactSet, as of 12/30/24.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.
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MORE BROADLY, THE US LARGE CAP GROWTH INDEX TRADES NEARER THE HIGH END OF VALUATIONS
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With the Magnificent 7 making up 54% of the Russell 1000 Growth index (US Large Cap Growth), the overall universe is trading near the 
high end of its historic valuation range. There is little correlation between high valuations and returns over the following year; expensive 
stocks can always get more expensive, and often do. That said, the upside case becomes harder to justify the higher the starting point 
multiple, and the hurdle placed on earnings growth materializing is greater (from already optimistic forecasts) with less room for 
multiple expansion. The below charts show that at lower multiples, you might expect a wide range of outcomes in returns over the 
forward 3- and 5-year periods. However, valuations have mattered more at extremes, with the distribution of outcomes narrowing 
when P/E multiples trade above 25x. While we still want to strategically own these exceptional growth businesses, current elevated 
valuations warrants appropriately sizing and thus we suggest being marginally, tactically underweight US large cap growth exposure. 
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Source: Pathstone Investment Research. FactSet, as of 12/30/24.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



How Each of The Magnificent 7 Companies Makes Money
SPECIAL APPENDIX



APPLE

15Source: App Economy Insights.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



MICROSOFT

16Source: App Economy Insights.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



NVIDIA

17Source: App Economy Insights.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



AMAZON

18Source: App Economy Insights.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



ALPHABET

19Source: App Economy Insights.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



META

20Source: App Economy Insights.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



TESLA

21Source: App Economy Insights.
Past performance is no guarantee of future returns. As with any investment, there is the risk of loss.



This presentation and its content are for informational and educational purposes only and should not be used as the basis for any investment decision. The 

information contained herein is based on publicly available sources believed to be reliable but not a representation, expressed or implied, as to its accuracy, 

completeness or correctness. No information available through this communication is intended or should be construed as any advice, recommendation or 

endorsement from us as to any legal, tax, investment or other matters, nor shall be considered a solicitation or offer to buy or sell any security, future, option 

or other financial instrument or to offer or provide any investment advice or service to any person in any jurisdiction. Nothing contained in this 

communication constitutes investment advice or offers any opinion with respect to the suitability of any security, and this communication has no regard to 

the specific investment objectives, financial situation and particular needs of any specific recipient. Past performance is no guarantee of future results. 

Additional information and disclosure on Pathstone is available via our Form ADV Part 2A, which is available upon request or at www.adviserinfo.sec.gov.

Some investment funds are offered only in a private offering and are intended to be exempt from registration as an investment company under the 

Investment Company Act of 1940, as amended. Accordingly, interests in any such fund are available only to investors who are accredited investors and meet 

additional requirements under applicable securities laws. In addition, interests in a fund generally cannot be sold or otherwise disposed of without the 

general partners’ or manager’s consent and registration (or exemption from registration) under applicable securities laws, which is not expected. 

Consequently, investors should be prepared to hold such interests for an indefinite period.

Any tax advice contained herein, including attachments, is not intended or written to be used, and cannot be used, by a taxpayer for the purpose of (i) 

avoiding tax penalties that may be imposed on the taxpayer or (ii) promoting, marketing or recommending to another party any transaction or matter 

addressed herein.

DISCLOSURES
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