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“10 stocks make up nearly 35% of the S&P 500. These 10 stocks
are responsible for 100% of year-to-date returns of the S&P 500.”
- Marc Rowan, CEO of Apollo

After a challenging year in 2022, stocks have been buoyed this year by resilient L
economic growth. Leading the charge have been the largest of market cap

stocks in the U.S., with a nickname (doesn’t it make you nervous when stocks

get a nickname?) of “The Magnificent Seven.”

These seven stocks - Nvidia, Tesla, Meta (Facebook), Apple, Amazon, Timothy D. Hussar, CFA
Microsoft, and Alphabet (Google) - have an average return of 53%, YTD. Director of Investments
The broad market S&P 500 index is up just 9.23% and, if you took these
seven stocks out of the index, the S&P would have a negative return2.
These are interesting stats that beg multiple questions:
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“Do we have any exposure to these companies?

If we do, why don’t we own more of them?”

the Investment Committee.

For many clients, their largest asset class allocation

is large cap U.S. equity positions, which have direct AnmlSAE S iyt G110 R gl
. . During Positive Performance Years

exposure to these stocks through broad index holdings. Year Top 105 % of Total SEP 500 % Pert.
In terms of owning more of these stocks, it is important z“zzﬂ":" 9_,:-3: 1;'57[;?
to highlight the context of 2023’s returns. These 2020 589% 163%
magnificent seven stocks were down 46% on average e R wics
in 2022, as interest rates skyrocketed, and valuations 1998 368% 267%
g . . 1996 33.9% 20.3%
compressed. Lest anyone tell you that investing is easy, o 23.39% 104%
the magnificent seven of this year were the maligned 2013 328% i
1991 28.6% 26.3%
seven of last year. 2006 27.6% 13.6%
2016 26.6% 9.5%
2003 23.6% 26.4%
“Isn’t it a bad thing that market returns are 1995 223% 341%
- - - 2014 22.2% 11.4%
so concentrated in just a few companies?” 2004 iR S
2005 20.5% 3.0%
. 2010 19.6% 128%
Unusual, yes. But bad? Not necessarily. A handful 2012 192% 134%
3 1997 19.1% 31.0%
of stocks do not usually account for the er.1t|rety of P biohing gl
the market’s return but there are plenty of instances 2009 155% 235%
o, 1992 149% 4.5%
where they were over 25% of the overall return. b o g
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Second, in the twenty most heavily concentrated years for the S&P 500, the index had an average
return of 19.9%. Stock concentration has been a major driver of long-term equity returnss.

“Given the high valuation of these companies, should
we favor investments outside of U.S. large cap stocks?”

The magnificent seven stocks trade at a valuation of around 41x earnings, compared to
15x earnings for an equal weighted S&P 500 index. Given the high valuations within the
magnificent seven, diversification makes a lot of sense as you are adding exposure to
undervalued investments, even if they have been laggards in recent years. As highlighted
in our most recent Quarterly Investment Perspectives, we discussed the appeal of both
U.S. Treasury bonds, which are yielding over 5% at various maturity points, as well as the
attractiveness of alternative investments, which could provide returns above bonds,
without taking on the risk inherent in the stock market.

For the last decades, investors have been well served by their U.S. large cap stock exposure.
Selling any other holding and just buying US large caps even took on nickname - TINA (short for
There Is No Alternative) - and to be fair, the alternatives have not been nearly as attractive until
this year. The S&P 500 has returned 11%, annualized, over the last five years, while bonds have
a negative return, and emerging market, international, and U.S. small cap stocks have returned
between 1-3%. One could make the case that the magnificent seven, given their presence in the
rising tide of artificial intelligence, are poised to continue delivering stellar returns.

Yet investors are still in need of diversification. Valuations may compress and the Al hype
could cool in the short-term as regulation ramps up. Because of the opportunity for 5% plus
yields in safe fixed income, combined with the valuation spreads in small cap stocks (trading at
historic discounts to large caps), investors would be remiss to not consider other areas within
the investment landscape. It has been a difficult few years given the volatility of COVID, the
rise of interest rates, and tragic geo-political events happening, yet we encourage investors to
not be focused on the rear view but to take heart in the future return opportunities that these
dislocations have presented.



https://static1.squarespace.com/static/5977ddabcd0f68d2902725fc/t/65303a2612101f6fefd9b1ad/1697659430794/QIP+Q4+2023.pdf
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Investment advice offered through IFP Advisors, LLC, dba Independent Financial Partners (IFP),
a Registered Investment Adviser. IFP and Wharton Hill Investment Advisors are not affiliated.

Past performance is no guarantee of future returns. Investors cannot invest directly in an
index. Diversification and asset allocation do not guarantee returns or protect against losses.
The information given herein is taken from sources that IFP Advisors, LLC, dba Independent
Financial Partners (IFP), IFP Securities LLC, dba Independent Financial Partners (IFP), and its
advisors believe to be reliable, but it is not guaranteed by us as to accuracy or completeness.
This is for informational purposes only and in no event should be construed as an offer to
sell or solicitation of an offer to buy any securities or products. Please consult your tax and/
or legal advisor before implementing any tax and/or legal related strategies mentioned in this
publication as IFP does not provide tax and/or legal advice. Opinions expressed are subject
to change without notice and do not take into account the particular investment objectives,
financial situation, or needs of individual investors.

1: Marc Rowan, Apollo Earnings Call Transcript - https://seekingalpha.com/article/4645964-apollo-global-management-inc-
apo-q3-2023-earnings-call-transcript

2: All company and index return data as of 11/3/2023 via Morningstar and Kwanti Portfolio Analytics

3: Chart via Affiliated Managers Group & Strategas
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