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Big isn’t always beautiful

– Mark Wright — Fund Manager
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If one didn’t work in the financial industry, they would 
be forgiven for thinking the Magnificent 7 was the latest 
overhyped Marvel movie. If I “google” Magnificent 7 on my 
home Wi-Fi, the main characters from the 1960 Western, 
The Magnificent Seven, appear. It scores 7.7 on IMDB and so 
I’ve added it to my ever expanding ‘Must Watch’ list. 

In the office, the same search unsurprisingly yields the 
mega-cap stocks: Apple, Alphabet, Amazon, Meta Platforms, 
Microsoft, Nvidia and Tesla. A good example of internet 
cookies doing their job. Collectively, the Magnificent 7 more 
than doubled in value last year which is why they are talked 
about so much.

There are now even published indices tracking the 
Magnificent 7 and an ETF was launched in April last year 
that provides investors with passive exposure to them. 
That got me thinking: does it actually make sense to always 
invest in the biggest of the biggest companies? Often the 
most simple investment strategies are the best investment 
strategies, but surely investing shouldn’t be that easy?

Apple became the first stock in the world to surpass a 
valuation of over three trillion dollars last year. That’s a 
three followed by twelve zeros or $3,000,000,000,000. It’s 
a big number and is equivalent to the value of everything 
produced, both goods and services, in the United Kingdom 
each year.

Whilst an impressive feat and a staggeringly large number, 
it is not actually strictly true to say Apple was the first listed 
company to exceed a $3 trillion valuation. Not in real terms 
anyway i.e. adjusted for inflation. Three companies beat 
Apple to it: Dutch East India Company in 1637, Mississippi 
Company in 1720 and South Sea Company in the same 
year1. All three were shipping companies poised to benefit 
from rapidly growing world trade in early colonial times. 

The Dutch East India Company was effectively the world’s 
first initial public offering (IPO). Its value ultimately topped 

out at the equivalent of $8.3 trillion in today’s money, 
dwarfing that of Apple’s now. All three companies were 
bust by 18002. It would probably be foolish to draw any 
conclusions from the demise of what were the biggest 
companies several centuries ago; so how have some of the 
biggest companies more recently fared?

Researchers at Dimensional Fund Advisors studied the 
subsequent performance of companies once they had 
become one of the ten biggest companies in the United 
States between the years of 1927 and 2019. Interestingly, 
the data revealed that those companies on average 
underperformed the wider market by 1.1% p.a. over the 
subsequent five years and by 1.5% p.a. over the subsequent 
ten years3.

We only have to look back twenty years to 2004 to see 
that only one of the ten biggest companies back then still 
remains one of them today. That company is Microsoft. The 
biggest company back in 2004 was General Electric4. The 
shares have returned a woeful 15% in total since then5.

Other former darlings from the 2004 honours list include 
AIG, Cisco Systems, Citigroup, IBM, Intel and Pfizer, all of 
which have significantly underperformed the S&P 500 
since then6. Not unsurprisingly, the share prices of AIG and 
Citigroup are down materially over the last twenty years. 
It may seem strange to draw a comparison between two 
former financial behemoths and the tech companies that 
comprise the Magnificent 7 but there was equally a lot of 

“The new financial ‘Whizz Kids’ of Wall Street had 
allegedly unlocked the secret to ever increasing 
financial returns from very little capital. The truth is, 
the sectors represented by the biggest companies 
has varied greatly over time, from transport to 
energy and communications”
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hype around the likes of AIG and Citigroup back then. The 
new financial “Whizz Kids” of Wall Street had allegedly 
unlocked the secret to ever increasing financial returns from 
very little capital. The truth is, the sectors represented by 
the biggest companies has varied greatly over time, from 
transport to energy and communications.  

The countries in which some of the biggest companies 
are listed also changes over time. At Berkshire Hathaway’s 
2022 Annual Shareholder Meeting, Warren Buffett looked at 
which companies were the twenty largest by stock market 
value back in 1989. The majority were Japanese, with the 
top four all banks7. 

Mr Buffett was exclaiming that markets have always been 
susceptible to periods of euphoria and overvaluation and 
that many of the biggest companies turnout to be bad 
investments in time. This is not necessarily because they 
were expensive at the time of investing, but also because 
competitive forces and regulation often serves to prevent 

companies earning exceptionally high returns on invested 
capital over prolonged periods of time. 

Another astonishing example of competitive forces that 
he gave was the fact that over the last 125 years or so, 
there have been more than two thousand automobile 
manufacturers in the United States. Today, there exists 
just three (traditional ones) – Ford, General Motors and 
Stellantis.     

Whether or not the Magnificent 7 are currently overvalued 
and how susceptible they are to competitive forces and 
regulation is debatable. They trade on an earnings multiple 
of almost twice that of the biggest companies from 2004 
that I mentioned earlier (AIG, Cisco Systems etc). However, 
they also earn twice the return on invested capital that 
those companies did back then... at least for now. One thing 
that time has definitively demonstrated is that big isn’t 
always beautiful.

Sources: 7Warren Buffett On the Evolution of the World’s Largest Companies (youtube.com)
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Past performance is not indicative of future returns.  Source: Bloomberg. Returns in local currency unless otherwise stated. 

The Marketplace

US
–– US equities returned 1.2% last week 
–– The University of Michigan’s preliminary consumer 
sentiment index for January showed sentiment was up 
to 78.8 (vs. 70.1 expected), which is the highest level for 
the index since July 2021. Coupled with lowered inflation 
expectations, this is indicative of a ‘goldilocks’ scenario

–– The amount of Federal Reserve cuts expected by 
December came down by -32.9bps over the week to 
135bps, equivalent to more than a full 25bp hike being 
removed

–– The Securities and Exchange Commission (SEC) is 
introducing the biggest shake up of the treasuries market 
in decades by migrating trading to a central counterparty 
clearing house, which should minimise contagion should 
a financial institution collapse. Asia/Rest of The World

–– Global emerging markets fell 2.5% last week 
–– Japanese equities returned 0.6% and touched a 34 year 
high last week 

–– Chinese equities fell 5.8% last week, slumping to a 19-year 
low

–– Japan’s core consumer price index (CPI) rose 2.3% year 
on year in December, down from November’s 2.5% 
reading.

–– Global equities returned 0.2% last week  
–– Hedge funds returned one of their best years ever for 

clients in 2023, producing gains of $128bn after fees

–– Brent crude rose 0.3% to $78.6 a barrel 
–– Gold fell 1.0% to $2029.5 per ounce. 

Europe
–– European equities fell 1.3% last week 
–– The amount of ECB cuts priced by December came down 
by 20.9bps to 132bps

–– ECB President Christine Lagarde signalled it was “likely” 
that interest rates would be cut in summer and not the 
spring as markets had come to expect. 

Market Focus

UK
–– UK equities fell 2.3% last week 
–– Home sellers made an average £103K profit last year, the 
highest average in 9 years as property prices continue to 
rise

–– The annual rate of inflation unexpectedly ticked higher in 
December to 4.0% from 3.9%, however the less volatile 
core inflation reading was unchanged at 5.1%

–– Retail sales came in far weaker than expected in 
December, falling 3.2%, the biggest month-on-month fall 
since January 2021. 
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Source: Bloomberg. Past performance is not indicative of future returns

Asset Class/Region Currency
Currency returns

Week ending 
19 Jan. 2024

Month 
to date YTD 2024 12 months

Developed Market Equities

United States USD 1.2% 1.5% 1.5% 25.6%

United Kingdom GBP -2.3% -3.4% -3.4% 0.1%

Continental Europe EUR -1.3% -1.7% -1.7% 8.6%

Japan JPY 0.6% 6.1% 6.1% 34.3%

Asia Pacific (ex Japan) USD -2.6% -5.7% -5.7% -6.1%

Australia AUD -1.0% -2.2% -2.2% 4.0%

Global USD 0.2% 0.2% 0.2% 20.2%

Emerging markets equities

Emerging Europe USD -1.7% -0.5% -0.5% 24.2%

Emerging Asia USD -2.5% -5.6% -5.6% -6.2%

Emerging Latin America USD -3.3% -5.5% -5.5% 17.5%

BRICs USD -3.7% -5.6% -5.6% -10.7%

China USD -5.8% -10.0% -10.0% -28.1%

MENA countries USD -0.9% 1.1% 1.1% 6.2%

South Africa USD -4.9% -10.0% -10.0% -13.5%

India USD -1.5% -0.3% -0.3% 18.0%

Global emerging markets USD -2.5% -5.1% -5.1% -3.1%

Bonds

US Treasuries USD -1.0% -1.4% -1.4% -0.1%

US Treasuries (inflation protected) USD -0.7% -0.6% -0.6% 0.8%

US Corporate (investment grade) USD -0.9% -1.0% -1.0% 3.2%

US High Yield USD -0.5% -0.7% -0.7% 8.6%

UK Gilts GBP -1.0% -3.3% -3.3% -2.7%

UK Corporate (investment grade) GBP -0.8% -2.3% -2.3% 3.2%

Euro Government Bonds EUR -0.8% -1.5% -1.5% 1.0%

Euro Corporate (investment grade) EUR -0.5% -1.1% -1.1% 4.1%

Euro High Yield EUR -0.3% 0.1% 0.1% 8.9%

Japanese Government JPY -0.9% -0.3% -0.3% 0.0%

Australian Government AUD -1.0% -1.6% -1.6% -1.4%

Global Government Bonds USD -1.6% -2.7% -2.7% -2.3%

Global Bonds USD -1.4% -2.2% -2.2% 0.1%

Global Convertible Bonds USD -1.1% -2.8% -2.8% 2.7%

Emerging Market Bonds USD -1.4% -2.3% -2.3% 3.3%
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Source: Bloomberg. Past performance is not indicative of future returns

Asset Class/Region Currency
Currency returns

Week ending 
19 Jan. 2024

Month 
to date YTD 2024 12 months

Property

US Property Securities USD -1.9% -2.3% -2.3% 4.8%

Australian Property Securities AUD -2.7% -4.3% -4.3% 1.7%

Asia Property Securities USD -4.4% -6.3% -6.3% -12.5%

Global Property Securities USD -2.8% -3.8% -3.8% 1.4%

Currencies

Euro USD -0.5% -1.6% -1.6% 0.7%

UK Pound Sterling USD -0.4% -0.6% -0.6% 2.5%

Japanese Yen USD -2.1% -4.9% -4.9% -13.2%

Australian Dollar USD -1.4% -3.6% -3.6% -4.5%

South African Rand USD -1.9% -4.0% -4.0% -8.8%

Swiss Franc USD -1.8% -3.4% -3.4% 5.4%

Chinese Yuan USD -0.4% -1.3% -1.3% -5.8%

Commodities & Alternatives

Commodities USD -0.5% -0.6% -0.6% -5.4%

Agricultural Commodities USD 1.3% -0.3% -0.3% 1.3%

Oil USD 0.3% 2.0% 2.0% -8.8%

Gold USD -1.0% -1.6% -1.6% 5.7%
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Important notes

This document is for information purposes only and does 
not constitute any investment advice. This document is only 
intended for use by Newport Distribution Ltd and their clients. 
This does not constitute an offer or solicitation to any person in 
any jurisdiction in which it is not authorised or permitted, or to 
anyone who would be an unlawful recipient.

Prospective investors should take appropriate advice regarding 
applicable legal, taxation and exchange control regulations in 
countries of their citizenship, residence or domicile which may 
be relevant to the acquisition, holding, transfer, redemption or 
disposal of any investments herein solicited.

Any opinions expressed herein are those at the date this 
document is issued. Data, models and other statistics are sourced 
from our own records, unless otherwise stated. We believe that 
the information contained is from reliable sources, but we do 
not guarantee the relevance, accuracy or completeness thereof. 
Unless otherwise provided under UK law, Momentum GIM does 
not accept liability for irrelevant, inaccurate or incomplete 
information contained, or for the correctness of opinions 
expressed.

The value of investments in discretionary accounts, and the 
income derived, may fluctuate and it is possible that an investor 
may incur losses, including a loss of the principal invested. Past 
performance is not generally indicative of future performance. 
Investors whose reference currency differs from that in which the 

underlying assets are invested may be subject to exchange rate 
movements that alter the value of their investments.

Under our multi-management arrangements, we selectively 
appoint underlying sub-investment managers and funds to 
actively manage underlying asset holdings in the pursuit of 
achieving mandated performance objectives. Annual investment 
management fees are payable both to the multimanager and 
the manager of the underlying assets at rates contained in the 
offering documents of the relevant portfolios (and may involve 
performance fees where expressly indicated therein).

Momentum Global Investment Management (Company Registration 
No. 3733094) has its registered office at The Rex Building, 62 Queen 
Street, EC4R 1EB

Momentum Global Investment Management Limited is authorised 
and regulated by the Financial Conduct Authority in the United 
Kingdom.

© Momentum Global Investment Management Limited 2024


