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Concentration in equity markets has reached unprecedented levels, especially in the United States. A 

limited number of mega-cap stocks, referred to as the "Magnificent 7", now dominate market indices, 

reflecting a convergence of technological innovation, speculative enthusiasm, and the hopes 

triggered by generative AI. However, this situation exposes the markets to unexpected bad news from 

the “Magnificent 7”, highlighting the need for diversification. 

Top stocks’ concentration: An unprecedented level  

When analyzing U.S. market cap-weighted indices, it is striking to see the dominant weight of certain 

companies linked to artificial intelligence and technology in general. The five largest U.S. companies 

currently represent about 30% of the Bloomberg USA Index, equivalent to the 500 smallest 

companies in the index.  

 

Source: TOBAM, BBG, as of Dec 2024. The Benchmark reflects the BBG US Mkt L/M NR index from 26/03/2007 and the MSCI 

USA prior to that. 

Why is this figure particularly interesting today? First, this level of concentration is unprecedented, 

even exceeding that of the dot-com bubble in the 2000s.  

Second, one might think that these large companies are not very similar. However, historically, the 

largest capitalizations in the U.S. index are highly correlated with each other—much more so than the 

rest of the market! The risk for a "passive" investor is then to limit the number of risk premiums they 

are exposed to, making them more vulnerable in the event of a systemic shock.  

Disconnect Between Valuations and Profits  

Another symptom of market concentration in the U.S. is the disconnect between stock valuations 

and corporate earnings: the 10 largest companies in the S&P 500 account for nearly 40% of the index 

as of the end of 2024, while their share of the index’s earnings does not exceed 25%. This disconnect 

began in 2015 and has continuously worsened. Likewise, the valuation ratios (P/E ratio) of the ten 

largest companies in the index are, on average, 15% higher than the rest of the market.  
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This concentration poses a problem during crises, as market cap-weighted indices tend to maximize 

their exposure to the most concentrated sectors just before crises occur: oil in 1972, IT in 2000, 

banking in 2007, etc.  

Nvidia and DeepSeek 

This level of concentration indicates that the market has already factored in very high growth 

expectations for the mega caps in the future, making them susceptible to any unexpected negative 

news.  

This was evident on January 27th when the Chinese company DeepSeek announced advancements 

in artificial intelligence, claiming to have trained a generative AI chatbot at a lower cost and time 

compared to market leaders. As a result, Nvidia's stock dropped by 17% by the end of the U.S. 

markets, as it was assumed that increased computing efficiency would decrease the demand for AI 

chips/equipment.  

Determining if DeepSeek is a real threat to Nvidia business model is, at the time of writing, pure 

speculation. However, what’s for sure is how fragile the US mega cap valuations are to any 

unexpected event. AI technology is undoubtedly a technical revolution, which is still in its infancy. As 

the next big thing, AI attracts resources and capital, but at a high risk which is not factored in current 

market pricing.  

The importance of a diversified approach 

Investors looking to create more resilient portfolios should consider a diversified approach. Our 

patented TOBAM Maximum Diversification® strategy builds portfolios that maximize the 

diversification ratio (a measure developed by TOBAM to evaluate a portfolio's exposure to market 

risk premiums). In brief, this portfolio is the most diversified one can build for a given liquid universe 

taking into account weights, risk of individual stocks and how correlated these stocks are. 

We believe the Anti-Benchmark and MaxDiv strategies are one of the best fits for investors wary of 

how US tech concentration is jeopardizing their portfolio return over the medium term. They are 

both reducing risk overall, and most importantly are lowly correlated to the specific fate of US tech. 

January 27th provides for an illustration of this feature: despite the tech-heavy Nasdaq Composite 

closing 3.1% lower and S&P 500 falling by 1.5% led by NVDA (-17%), our US Maximum Diversification 

strategy remained unaffected by the news and generated a 0.1% return.  

S&P 500 – Historical valuations of the ten largest stocks (12/31/2004 – 12/31/2024) 
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Source: TOBAM, from 31/12/2024 to date. 

Prioritizing diversification through correlations analysis and proper risk-weights management is key 

to deliver a real protection during periods of deconcentration. As the analysis below demonstrates, 

MaxDiv US is the only large cap portfolio alternative that performed positively during prolonged 

period of deconcentration over the past 24 years, offering convexity relative to the concentration 

risk. 

 

Source: TOBAM and Bloomberg. Performance returns are stated in USD and are gross of fees. The period 

presented above shows the gross performance of the strategies from 05/06/2000 to 31/12/2024. 
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Beyond specific events like Nvidia in Jan 25, our MaxDiv approach is, by design, aiming to improve 

the long term risk/return profile of portfolio across the whole concentration cycle. A systematic 

approach to diversification may be the best way to capture the full risk premium of the market over 

the long term.  
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ABOUT TOBAM 

 

TOBAM is an asset management company offering 

innovative capabilities designed to maximize the 

benefits of scientific research to build efficient 

investment exposures. TOBAM’s expertise relies on 

3 core pillars: 

• TOBAM’s Maximum Diversification® 

approach, supported by original, patented 

research and a mathematical definition of 

diversification, provides clients with 

diversified core exposure, in equity and 

fixed income markets.   

• A research driven, Solutions division 

(TOBAMSolutions®), dedicated to build 

customized solutions and services to 

sophisticated institutional investors,  

• A LBRTY® strategy range, which aims to 

help investors substantially mitigate their 

exposure to autocratic regimes in their 

portfolio. 

 

In line with its mission statement and commitment 

to diversification, TOBAM also launched a satellite 

activity (CRYPTOBAM®) on cryptocurrencies in 

2017.  

TOBAM Maximum Diversification®, 

TOBAMSolutions®, TOBAM LBRTY® and 

CRYPTOBAM® illustrate TOBAM’s systematic “out 

of box” dedication to demanding investors.  

TOBAM manages USD 2 billion (as of 31 December 

2024). Its team includes 31 finance professionals 

based in Paris, New York and Dublin. 

For more information, please visit www.tobam.fr or 

tobamdirect.com 

 

CONTACTS 

•  Paris  
24-26, Avenue des Champs-Elysées 
75008 Paris 
France 

• Dublin 

• New York 

 

Client Service 

clientservice@tobam.fr 

 

https://fra01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fwww.tobam.fr%2F&data=05%7C01%7CJean-David.Vincent%40tobam.fr%7C5caabe5fb64e43efcb6508db9e4dbd99%7C7f4fffcaf6ca43d1bc815ddb4121b8d0%7C0%7C0%7C638277828948606390%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=nweljjV90MYvJawIzG7Li2%2Bosq41e1plKn2CU5Ia%2BNE%3D&reserved=0
mailto:clientservice@tobam.fr
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DISCLAIMER 

This material is solely for the attention of institutional, professional, qualified or sophisticated investors and distributors. It is 

not to be distributed to the general public, private customers or retail investors in any jurisdiction whatsoever. This document 

is intended only for the person to whom it has been delivered.  

Funds and/or SICAV specific information may have been provided for information solely to illustrate TOBAM’s expertise in 

the strategy. Funds or the SICAV that might be mentioned in this document may not be eligible for sale in some states or 

countries and they may not be suitable for all types of investors. In particular, TOBAM funds are not registered for sale in the 

US, and this document is not an offer for sale of funds to US persons (as such term is used in Regulation S promulgated under 

the 1933 Act). This material is provided for information purposes only and does not constitute a recommendation, solicitation, 

offer, advice or invitation to purchase or sell any fund, SICAV or sub-fund or to enter in any transaction and should in no case 

be interpreted as such, nor shall it or the fact of its distribution form the basis of, or be relied on in connection with, any 

contract for the same. 

The information provided in this presentation relates to strategies managed by TOBAM, a French investment adviser 

registered with the U.S. Securities and Exchange Commission (SEC) under the U.S. Investment Advisers Act of 1940 and the 

Autorité des Marchés Financiers (AMF) and having its head office located at 24-26 Avenue des Champs-Elysées, 75008 Paris, 

France. TOBAM’s Form ADV is available free of charge upon request. 

Investment involves risk. All investors should seek the advice of their legal and/or tax counsel or their financial advisor prior 

to any investment decision in order to determine its suitability. The value and income produced by a strategy may be adversely 

affected by exchange rates, interest rates, or other factors so that an investor may get back less than he or she invested.  

Past performance and simulations based on thereon are not indicative of future results nor are they reliable indicators of 

future performance. Any performance objective is solely intended to express an objective or target for a return on your 

investment and represents a forward-looking statement. It does not represent and should not be construed as a guarantee, 

promise or assurance of a specific return on your investment. Actual returns may differ materially from the performance 

objective, and there are no guarantees that you will achieve such returns. Back tests do not represent the results of an actual 

portfolio, and TOBAM does not guarantee the accuracy of supporting data. The constraints and fees applicable to an actual 

portfolio would affect results achieved.  

This material, including back tests, is based on sources that TOBAM considers to be reliable as of the date shown, but TOBAM 

does not warrant the completeness or accuracy of any data, information, opinions or results. TOBAM has continued and will 

continue its research efforts amending the investment process from time to time accordingly. TOBAM reserves the right of 

revision or change without notice, of the universe, data, models, strategy and opinions. TOBAM accepts no liability 

whatsoever, whether direct or indirect, that may arise from the use of information contained in this material. TOBAM can in 

no way be held responsible for any decision or investment made on the basis of information contained in this material. The 

allocations and weightings, as well as the views, strategies, universes, data, models and opinions of the investment team, are 

as of the date shown and are subject to change.  

This document and the information herein is disclosed to you on a confidential basis and shall not be reproduced, modified, 

translated or distributed without the express written permission of TOBAM or TOBAM NORTH AMERICA and to the extent 

that it is passed on, care must be taken to ensure that any reproduction is in a form which accurately reflects the information 

presented here. This information could be presented by TOBAM NORTH AMERICA, a wholly-owned subsidiary of the TOBAM 

group of companies that is authorized to present the investment strategies of TOBAM, subject to TOBAM's supervision, but 

is not authorized to provide investment advice. 

Copyrights: All text, graphics, interfaces, logos and artwork, including but not limited to the design, structure, selection, 

coordination, expression, "look and feel" and arrangement contained in this presentation, are owned by TOBAM and are 

protected by copyright and various other intellectual property rights and unfair competition laws. Trademarks: "TOBAM," 

"MaxDiv," "Maximum Diversification," "Diversification Ratio,” “Most Diversified Portfolio,” “Most Diversified Portfolios,” “MDP” 

and "LBRTY" are registered trademarks. The absence of a product or service name from this list does not constitute a waiver 

of TOBAM trademark or other intellectual property rights concerning that name. Patents: The LBRTY, MaxDiv and Maximum 

Diversification strategies, methods and systems for selecting and managing a portfolio of securities, processes and products 

are patented or patent pending. Knowledge, processes and strategies: The LBRTY, MaxDiv and Maximum Diversification 

strategies, methods and systems for selecting and managing a portfolio of securities, processes and products are protected 

under unfair competition, passing-off and misappropriation laws. Terms of use: TOBAM owns all rights to, title to and interest 

in TOBAM products and services, marketing and promotional materials, trademarks and Patents, including without limitation 

all associated Intellectual Property Rights. Any use of the intellectual property, knowledge, processes and strategies of 

TOBAM for any purpose and under any form (known and/or unknown) in direct or indirect relation with financial products 

including but not limited to certificates, indices, notes, bonds, OTC options, warrants, mutual funds, ETFs and insurance 

policies (i) is strictly prohibited without TOBAM’s prior written consent and (ii) requires a license. 

 


