SPONSORED COMMENTARY

IS THE MARKET TOO CONCENTRATED?
EXPLORING OPPORTUNITIES BEYOND THE TOP STOCKS

There’s a lot of buzz about the market being too concentrated these days. But what exactly does that
mean and what are the implications?
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The US stock market is becoming increasingly
concentrated in just a handful of stocks. Heading
into 2025, the so-called "Magnificent Seven”
stocks continue to look strong in terms of
market capitalisations. In total, they accounted
for over 31% of the S&P 500 and 21% of the
MSCI All Country World Index (ACWT), as of the
end of December 2024." Of this group, Nvidia,
Microsoft, and Apple collectively accounted for
a staggering $8 trillion in market capitalisation
and about a fifth of the US stock market back in
July 2024 - alevel unseen since the 1960s.?

Today’s concentration, driven by the rapid
rise of artificial intelligence (AI) technologies,
raises concerns about the diversification and
sustainability of these leading stocks. As an
active equity-focused asset manager, Comgest
looks beyond index performance and aims
to offer investors exposure to leading quality
growth companies that take advantage of long-
term trends.

FEELING THE BENEFIT OF VARIETY

At the end of December 2024, the top
10 market capitalisations of the S&P 500
represented nearly 37% of the entire
benchmark.® But does this concentration
reflect their underlying quality and competitive
advantages? These companies’ profits represent
a greater share of the benchmark’s total profits
compared to their share of market capitalisation,
suggesting that profitability is a key factor
underpinning their market dominance.

The rise of passive investing could be another
reason contributing to this concentration.*
Passive ownership of the S&P 500 has increased
over the past two decades from 18% to around
26% today.® By trying to replicate an index,
investors may find themselves overly reliant on
a few top-performing stocks, which could drag
their portfolio down if those same stocks start to
lose momentum. Nine of the top 10 contributors
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to the MSCI ACWI index’s performance last
year were Al-related stocks, with only American
banking giant JPMorgan Chase standing apart.®
In contrast, our Comgest Global Equity
strategy includes two Al contributors in the
top 10—Microsoft and TSMC—which were
established technology leaders long before
the commercial arrival of AI. As the world’s
largest technology companies race to invest
in AI, we believe there are still unresolved
issues.” In our view, there is still uncertainty
surrounding consumer applications of AT and
the risk of overbuilding infrastructure, which
could result in underutilised data centres. Amid
this uncertainty, we believe that the benefits of
diversifying into other growth sectors can lead to
resilient performance and offer a buffer against
potential market headwinds.

RESILIENT GROWTH DRIVERS

At Comgest, we leverage our bottom-up
research to identify established companies that
benefit from durable competitive advantages,
including visible growth, healthy free cash flow,
high barriers to entry and strong corporate
culture. We seek quality companies that are
well-positioned to benefit from secular growth
trends.

This is why we have built our Comgest
Global Equity strategy to offer exposure not
just to market leaders, but also key players in
sectors made up of essential products, such as
healthcare and critical data.® We believe this
is a group of resilient stocks that should grow
regardless of geopolitics and macroeconomic
developments. In our view, they may not always
be the high-flying growers, but they have the
attributes to remain consistent, no matter the
environment.

Recently introduced regulatory requirements,
for instance, are driving the need for more
robust data management and cybersecurity
solutions.’ Verisk, the US-based data analytics
company, partners with global insurance
providers to improve underwriting and claims
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outcomes. From our perspective, Verisk’s
proprietary data sets are a clear advantage
over its competition. We believe that Verisk’s
clients cannot operate without Verisk data,
which has resulted in a clear pathway towards
the firm being able to stay resilient in the face of
turbulence.

We also believe that a global ageing population
makes healthcare a trusted and diverse
sector for investment in the wider economy.
Pharmaceutical companies, like Eli Lilly, have
arich history of conducting research and
developing treatments across a wide variety of
medical fields, including diabetes, oncology, and
immunology. Over the past decade, the company
has increased its margins by excelling in its
core specialties and leveraging research and
development to take hold of new opportunities
in the significant new obesity market. The
unfortunate rise of the global obesity rate —
affecting one in eight people around the world -
has created a growing market for Eli Lilly to offer
treatment.

FOCUSED ON FUTURE GROWTH

With an investment team spread across the
globe, our collaborative research approach helps
reaffirm our convictions, uncover growth areas
and review peer companies in various markets.
While the Comgest Global Equity strategy
includes a few of the Magnificent Seven stocks,
our unconstrained approach enables us to invest
in what we believe to be quality companies
across a range of sectors, with a forward-looking
lens and valuation discipline. We are confident
that our portfolio is benefiting from diverse
secular growth drivers. Drawing on nearly 40
years of experience, we strive to build resilient
portfolios that should deliver sustainable, long-
term earnings growth in all market conditions.
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IMPORTANT INFORMATION - Past investment results are not necessarily indicative of future investment results. Forward looking statements, data or forecasts may not be realised. This material is not intended for the US
market. This material is for information purposes only and it does not constitute investment advice. The securities discussed above are provided for information only, are subject to change and are not a recommendation to buy
or sell. It does not take into account any investor’s particular investment objectives, strategies, tax status or investment horizon. All opinions and estimates constitute our judgment as of the date of this material and are subject
to change without notice. Certain information contained in this article has been obtained from sources believed to be reliable, but no liability is accepted by Comgest in relation to the accuracy or completeness of the information.
The information contained in this communication is not ‘investment research’ and is classified as a ‘Marketing Communication’ in accordance with MIFID Il. Comgest S.A is a portfolio management company regulated by the
Autorité des Marchés Financiers and whose registered office is at 17, square Edouard VII, 75009 Paris. Comgest Asset Management International Limited is an investment firm regulated by the Central Bank of Ireland whose

office is at 46 St. Stephen’s Green, Dublin 2, Ireland.



