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How to Invest in Concentrated Markets

In our previous Insights pieces, we've explored key market
themes, including the emergence of Generative Al and
the growing impact of GLP-1 drugs on healthcare and
consumer products. In this write-up, we will discuss a topic
that has been garnering considerable attention — market
returns being driven by a relatively small number of high-
performing stocks - and the implications of this on portfolio
management.

Nvidia (NVDA) is the best example in recent history, with the
stock accounting for approximately one quarter of S&P 500
gains in 2024 on the back of rapidly rising Al demand (Figure
1). Beyond Nvidia, market breadth remains narrow, with the
Top 10 stocks collectively accounting for over half of the

S&P 500's gains. These numbers become even more skewed
when looking at growth-oriented indices with greater
concentration. For example, within the Russell 1000 Growth
Index, just 10 stocks are responsible for nearly 80% of the
year-to-date returns.

Figure 1: Top Contributors
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Source: JAG Capital Management Research, FactSet as of 10/31/2024

While Nvidia's performance this year is an outlier, history has
shown that it is not unusual for a handful of stocks to drive
the majority of shareholder returns. Hendrik Bessembinder, a
finance professor at Arizona State University, examined the
performance of 28,114 individual stocks from 1926 to 2022.
He uses Net Shareholder Wealth Creation (SWC) as a key
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metric to evaluate a stock’s performance, which measures
the wealth a stock generates above the returns of 1-month
Treasury Bills (T-Bills) since its public listing.

Bessembinder’s findings are striking. First, only 41.4% of
stocks outperformed the 1-month T-Bill, meaning most
stocks failed to beat this modest benchmark. Second, a few
well-performing stocks have had an outsized impact on
shareholder returns, with Apple (AAPL) alone responsible for
nearly 5% of the total SWC during Bessembinder's analysis
period. This means that Apple has accounted for $2.7 trillion
of the total $55.1 trillion of wealth created by the stock
market since 1922. Finally, while market concentration has
varied over time, Bessembinder also notes it has been rising
steadily since 2016 (Figure 2).

Figure 2: Top 5 Combined Weights in S&P 500
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Source: JAG Capital Management Research, FactSet as of 10/31/2024

What conclusions should investors draw from Bessembinder’s
findings? We believe there are two primary takeaways.

First, active investors should be flexible and have clear

and repeatable sell disciplines. Regardless of the investor's
pedigree and conviction level, earning attractive long-term
returns in the stock market can be challenging. The data
shows that 58.6% of all stocks underperformed 1-month
T-Bills since being listed, and the percentage of stocks
underperforming benchmarks like the S&P 500 Index is much
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higher. Portfolio managers should be willing to recognize
their mistakes early and divest from the underperforming
positions as there is a high likelihood the stock could
continue to underperform.

Second, we believe the research is supportive of the
philosophy made famous by legendary investor Peter

Lynch of “letting your winners run.” As noted earlier, Apple
alone contributed ~5% to SWC, while the top five (Apple,
Microsoft, Exxon, Alphabet, Amazon) accounted for 14.1%
of SWC. The reason that these companies have been so
successful is that they have been able to repeatedly identify
large market opportunities and consistently outexecute
challengers. Tying this back to our previous themes,
Bessembinder’s research suggests it is reasonably likely that
a select few companies will generate an overwhelming share
of the value that is ultimately created by Al and GLP-1s. It

is our belief that investors who can identify these long-term
winners early are most likely to achieve superior returns over
the years to come.

Bessembinder’s findings also bring up an interesting question
regarding active versus passive investing. On the one

hand, during concentrated market regimes, top-performing
stocks often represent a large portion of an index, allowing
passive investors to gain exposure to high-impact stocks
without having to pick them individually. Furthermore,
owning a broad index of stocks provides some certainty
that an investor will have some exposure to the largest
wealth creating companies of the future. On the other hand,
the study also highlights that passive investing/indexing

will inevitably provide a sizeable exposure to many stocks
that tend to underperform markets. This could create big
opportunities for active investors who can successfully
identify a relatively small number of long-term compounders
while avoiding the long-term “losers.” Although we at

JAG appreciate the simplicity and effectiveness of passive
investing, we are unapologetically active investors. Our
focused and active approach to equity investing is embedded
with a time-tested sell discipline, while also offering our
clients the potential to participate in the growth of the elite
wealth-creating companies available in the markets.

—JAG's Equity Research Team
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Disclosures

This report was prepared by the staff of JAG Capital Management, LLC, an SEC-registered investment adviser. The
information herein was obtained from various sources including but not limited to FactSet, Bloomberg, Reuters,
Standard & Poor's, ChatGPT, and the United States Bureau of Labor Statistics, and believed to be reliable; however,
we do not guarantee its accuracy or completeness. The information in this report is given as of the date indicated.
We assume no obligation to update this information, or to advise on further developments relating to securities
discussed in this report. The opinions expressed are those of the adviser listed above as of the date of this report
and are subject to change without notice. The opinions of individual representatives may not be those of the
Firm. Additional information is available upon request.

The information contained in this document is prepared and circulated for general information only. It does
not address specific investment objectives, or the financial situation and the particular needs of any recipient.
Investors should not attempt to make investment decisions solely based on the information contained in this
communication as it does not offer enough information to make such decisions and may not be suitable for
your personal financial circumstances. You should consult with your financial professional prior to making such
decisions. For institutional investors: JAG Capital Management, LLC, has a reasonable basis to believe that
you are capable of evaluating investment risks independently, both in general and with regard to particular
transactions or strategies. For institutions who disagree with this statement, please contact us immediately.
Past performance should not be considered indicative of future performance. Any investment
contains risk including the risk of total loss.
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This document does not constitute an offer, or an invitation to make an offer, to buy or sell any securities discussed
herein. J.A. Glynn & Co., JAG Capital Management, LLC, and its affiliates, directors, officers, employees,
employee benefit programs and discretionary client accounts may have a position in any securities listed herein.

A Veteran Owned Business (VOB) is a business owned, (51% ownership or greater) by a Veteran who has met
the definition of a veteran. The following represents the criteria that the National Veteran Business Development
Council (NVBDC) uses in determining ownership:

Ownership: Fifty-one percent ownership by a Veteran or Veterans. The applicant must share in all risk and profits
commensurate with their ownership interest.

Control and Management: Proof of active management of the business. Veteran must possess the power to
direct or cause to direct the management and policies of the business.

Contribution of Expertise and Capital: Contribution of capital and/or expertise by Veteran owner(s) to acquire
their ownership interest shall be real and substantial and be in proportion of the interest acquired.

Independence: The Veteran owner(s) shall have the ability to perform in their area of specialty/expertise without
substantial reliance on non-Veteran-owned businesses.

JAG Capital Management (JAG) actively invests for institutions and individuals in highly selective, customizable, and nimble equity and
fixed income strategies. JAG is a boutique, independent, employee-owned investment management firm in St. Louis.
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