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Understanding Market Concentration:
A New Reality for Investors

By: Phil Kessler and Kurt Grove, CFA

At SWS Partners, our investment approach is designed to balance risk and opportunity,

even amid changing economic conditions. Through a focus on quality investments, adaptable
strategies, and transparent, data-driven insights, we help clients protect and grow their wealth.
Here’s how we manage risk to support client objectives in an evolving market environment.

Therise of the “Magnificent 7"—Apple, Microsoft, Alphabet, Amazon, NVIDIA, Meta, and Tesla—has reshaped the
investment landscape in ways few could have anticipated. These companies are no longer just major players; they
have become defining forces in the market. Collectively, they now represent 34% of the S&P 500 and 55% of the
Russell 1000 Growth Index. Their dominance was evident in Q4, where they were the driving force behind the S&P
500’s gains. Without them, the index would have declined 1.0% rather than the +2.4% it posted, underscoring the
profound impact of their performance. This shift means that traditional investing factors—such as industry trends
and broader economic influences—now play a reduced role compared to the performance of these select few stocks.

The Passive vs Since passive investing overtook active management in 2019, many
investors have assumed that index funds provide broad diversification.

Active Investing

However, what was once considered a balanced approach now carries

Debate a hiddenrisk. A significant portion of these passive portfolios is concen-

trated in just a few stocks, making investors more reliant on their continued
success than they may realize.



https://www.bloomberg.com/news/articles/2019-09-11/passive-u-s-equity-funds-eclipse-active-in-epic-industry-shift?embedded-checkout=true
https://swspartners.com

Valuation Distortions
and Risks:

A Cause for
Consideration

Strategic Investment
Adjustments:

A More Balanced
Approach

The rapid growth of artificial intelligence has fueled this concentration.

The Magnificent 7 are at the forefront of Al's development, creating an
interesting paradox: passive strategies, once celebrated for their broad
exposure, now act as high-conviction bets on a single transformative
industry. As these stocks continue to dominate, the role of active investing
is becoming more important again. Thoughtful stock selection and sector
rotation can help mitigate risk and create opportunities in areas that may
be undervalued. If any of these dominant names stumble, the effects will
ripple through passive portfolios, making it critical for investors to be
proactive in managing their exposure.

The valuation gap between the top stocks and the rest of the market has
reached new extremes. The top 10 stocks in the S&P 500 are trading at
a steep 34.7 times forward earnings, while the remaining 490 stocks sit
at just 13.4 times. This disparity highlights potential vulnerabilities in the
market—if these leading companies falter, their outsized influence could
cause significant disruptions across the broader indices.

For those invested in index funds, this means that their portfolios are
more concentrated than they might assume. With so much exposure

to a handful of companies, particularly those connected through Al and
cloud computing, investors may be underestimating the risks of a slow-
down in these areas. Whether it’s shifts in regulation, changes in market
sentiment, or earnings disappointments, any unexpected challenge could
send shockwaves through these portfolios. Being mindful of this concen-
tration and adjusting strategies accordingly can help investors navigate
the evolving market structure with greater confidence.

Given the increasing concentration risks, investors may want to take a
closer look at their portfolio allocations. Many believe they are well-diversified
when, in reality, they are placing significant bets on just a few companies.

Recognizing this is the first step toward building a more resilient invest-
ment approach.

One potential strategy is to explore emerging growth opportunities
outside of the Magnificent 7. Al is a transformative force, but its infra-
structure extends beyond these major players. Industries such as optical
networking, cloud computing, and Al-driven enterprise software offer
compelling opportunities without the extreme valuations of the dominant
firms. Investors who broaden their scope to include these sectors may
find greater diversification and attractive long-term potential.
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https://swspartners.com
seanmalloy
Cross-Out


Another approach is the barbell strategy, which combines high-quality
growth stocks with undervalued or underappreciated investments.
Looking at areas such as liquid biopsy cancer diagnostics, luxury con-
sumer goods, or even overlooked former SPACs may provide additional
balance. By incorporating a mix of assets, investors can capture growth

while maintaining a level of protection against market shifts.

Key Ta keaways: The increasing dominance of the Magnificent 7 has redefined market
. dynamics, making traditional diversification strategies less effective.

Embracing a

Changl ng Market more risk than they realize, as their portfolios have become increasingly

Landsca pe concentrated in a handful of influential companies. As this trend contin-

ues, active investing will likely play a larger role in finding opportunities

Investors who have relied on passive approaches may be taking on

beyond the most widely held stocks.

Moving forward, a thoughtful and dynamic approach to portfolio
construction will be key. By prioritizing risk management, selecting
stocks strategically, and adjusting allocations with intention, investors
can position themselves to not only weather market fluctuations but also
capitalize on new opportunities. In a world where concentration risks are
growing, those who adapt their strategies with foresight and flexibility

will have a better chance of achieving long-term success.

Resilient Growth with SWS Partners

Our risk management approach is built on quality, adaptability, and transparency. By focusing

on sustainable competitive advantages, remaining flexible, and utilizing technology to guide our
decision-making, we help clients navigate economic changes with confidence. At SWS Partners,
we’re here to provide a resilient path to growth and stability, supporting our client’s financial goals
in all market environments.

For more information on how our investment approach can support your financial journey, contact
SWS Partners today.

To learn more, contact Philip Kessler
SWS Pa r-t n e rS swspartners.com

614-670-5733 | info@swspartners.com

Advisory services are offered by SWS Partners, LLC, an investment adviser registered with the Securities

& Exchange Commission. Registration as an investment adviser does not imply a particular level of skill or
training. SWS Partners, LLC does not provide tax or legal advice and we encourage you to consult with tax or
legal advisors before implementing any legal or financial planning strategies. This material is for informational
purposes only and is not an offer or solicitation for the sale or purchase of any securities.

Investing in the market involves risk, including the potential loss of principal. See the SWS Partners, LLC Firm
Brochure for a more complete description of the risk involved in SWS Partners, LLC investment strategies.
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