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Are Magnificent 7 stocks in bubble territory?

Concerns about market concentration and the performance of the Magnificent 7 (Mag
7) stocks — Apple, Microsoft, Google, Amazon, Nvidia, Meta and Tesla — have
become increasingly common in investor conversations. Many are questioning
whether the current environment resembles a market bubble. To address this, we’ll
take a closer look at the numbers and history to see how today’s market stacks up.

Historical perspective on market concentration

While we do not believe large-cap technology companies are in bubble territory,
concerns about market concentration are not without merit. The current level of
concentration is notably elevated relative to history. Today, the ten largest companies
in the S&P 500 account for approximately 39% of the index’s total market
capitalization, which is well above the 27% peak reached during the technology
bubble of 1999-2000.
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Equity market concentration remains at multi-decade highs
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It is not possible to invest directly in an index.

However, a key difference between then and now is the earnings power of today’s
mega-cap companies. In 2000, the largest ten stocks traded at a price-to-earnings
(P/E) ratio of 43, while the remainder of the market traded at 21 — a premium of
more than 100%. Currently, the top ten are trading at a P/E of 31, compared to 21
for the rest of the S&P 500. Earnings for the largest 10 companies were below 20%
of the market at the peak of the tech-bubble concentration. Today that number is
30%. The higher market capitalization reflects greater earnings power.



Elevated valuations remain below tech bubble highs
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Prices are supported by strong fundamentals

The strong price appreciation of the Mag 7, and tech more broadly, reflects improving
earnings expectations. That’s why the Mag 7, excluding Tesla, has seen a modest 2%
compression in valuation multiples this year, while the overall market’s multiple
increased by over 3%.

Since last summer, full-year 2025 earnings expectations for the technology sector,
including the Mag 7, have risen by 12%. In contrast, expectations for the rest of the
market have declined by 6%. Looking ahead, consensus suggests annual earnings
growth of approximately 15% for Mag 7 companies over the next two years, compared
to 10% for the remainder of the market. This expectation underscores the market’s
tendency to reward companies that consistently deliver compelling earnings growth.



Strong growth outlook for the Mag 7 relative

to the broader market
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The bottom line

While market concentration among the Mag 7 is elevated compared to history,
today’s valuations are supported by significantly stronger earnings power than
during previous peaks. The largest companies now contribute a much greater share
of total market earnings, and their expected growth rates outpace the broader
market. Still, it’'s important to remember that not all Mag 7 companies are created
equally. That’s why, even in a rising market, it’'s important to distinguish companies
that are likely to deliver sustained performance over the long term. Our investment
approach, which is predicated on a rigorous, research-driven process, identifies
opportunities where earnings growth is supported by strong fundamentals and
forward-looking momentum. Ultimately, by focusing on quality and growth, investors
can navigate periods of market concentration with greater confidence.
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In general, equity securities tend to have greater price volatility than fixed-income securities. The market value of
securities may fall, fail to rise or fluctuate, sometimes rapidly and unpredictably.

Columbia Management Investment Advisers, LLC is an investment adviser registered with the U.S. Securities and
Exchange Commission.

Columbia Threadneedle Investments (Columbia Threadneedle) is the global brand name of the Columbia and
Threadneedle group of companies.

The views expressed are as of the date given, may change as market or other conditions change and may differ
from views expressed by other Columbia Management Investment Advisers, LLC (CMIA) associates or affiliates.
Actual investments or investment decisions made by CMIA and its affiliates, whether for its own account or on
behalf of clients, may not necessarily reflect the views expressed. This information is not intended to provide
investment advice and does not take into consideration individual investor circumstances. Investment decisions
should always be made based on an investor’s specific financial needs, objectives, goals, time horizon and risk
tolerance. Asset classes described may not be appropriate for all investors. Past performance does not guarantee
future results, and no forecast should be considered a guarantee either. Since economic and market conditions
change frequently, there can be no assurance that the trends described here will continue or that any forecasts are
accurate.
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