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Too Big to Ignore: When Market Titans Tilt the
Scale

Richard Harris | September 2025

When people, particularly those involved in financial markets, hear the term “market
concentration”, they often roll their eyes due to its frequent overuse in recent years, especially in
reference to US indices and their constituent companies. More specifically, US technology
companies, that have inspired names for these prestigious groups, such as the Magnificent
Seven, and various forms of FANG, FAANG, FAANGM, etc., representing companies like Apple,
Microsoft, Alphabet, Amazon, Meta, Nvidia, Tesla, and Netflix.

Over the past decade, only a select few American companies have driven market returns at an
index level, resulting in distortions in valuations and the perceived strength of markets overall.
The top 10 companies in the S&P 500 index (which represents 500 of America’s largest
companies) account for approximately 40% of the index, and just four stocks—Nvidia, Microsoft,
Apple, and Alphabet—make up approximately 25% of this basket.

Global index concentration is not solely an American phenomenon; in fact, most markets display
even more extreme levels of market concentration, as shown in the chart below, which illustrates
the market capitalisation weight of the top five companies in each country around the world:
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Note: Based on the constituents of SPDR MSCI ACWI IMI ETF, which covers about 99% of each country's free G0 Augur Infinity
float-adjusted market cap.

The Causes of Market Concentration

The primary cause of index concentration is the market capitalisation weighting method used by
most major indices. In this system, companies with larger market values automatically receive
higher weights in the index. This creates a self-reinforcing cycle: successful companies attract
more index fund flows, which drives their prices higher, increases their index weights, and
attract even more flows.

Although recent concentration levels are extreme compared to historical norms, market
concentration is not a new phenomenon. Other periods include:

o Late 1920s—Early 1930s (Roaring Twenties and Great Depression): Railroads, steel,
oil, and utilities like U.S. Steel and Standard Oil made up more than 40% of NYSE market
value before the 1929 crash led to steep declines and a prolonged bear market.

« 1960s (“Nifty Fifty” Era): A group of about 50 blue-chip growth stocks—such as IBM,
Coca-Cola, and Xerox—accounted for a disproportionate share of market cap. Their
dominance ended with significant drawdowns in the 1970s.

o Late 1990s-2000 (Dot-Com Bubble): Technology stocks dramatically increased in index
concentration. At the peak in 2000, tech firms made up a historic percentage of major
indexes before the bubble burst and valuations contracted.

2007-2009 (Global Financial Crisis): Large financial institutions and energy companies
were highly dominant before the financial crisis led to massive repricing and rebalancing in

global markets.

Recent market concentration has been driven by the rapid rise of major technology companies
that have built competitive advantages through scale, data, and innovation. Years of easy money
and government stimulus have allowed these giants to invest heavily in new technologies and
acquire rivals, cementing their leadership. As a result, investors have increasingly favoured these
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Macroeconomic shifts and disruptive technology trends since the pandemic have pushed
investors towards a small group of large-cap leaders, reinforcing market concentration and
widening the gap between winners and laggards.

The Role of Passive investing

The explosion in passive index investing has amplified concentration effects. As more capital
flows into index funds and ETFs, these funds must purchase shares in proportion to market
capitalisations, regardless of valuation. This mechanical buying creates additional upward
pressure on the largest stocks, further increasing their index weights.

Index funds now control a large part of the US stock market, with this percentage growing rapidly.
This price-insensitive buying has distorted price discovery mechanisms and contributed to
concentration increases beyond what fundamental factors might justify.

Index Valuation Distortion

Because a small group of very large companies dominate major indices, many people think the
entire stock market is overpriced, when that is not actually the case. The largest companies are
trading at much higher valuations than the rest, making the overall market appear more
expensive than it really is. In reality, most other companies are trading at levels closer to what
would be considered fair value. For the large, expensive names to justify their high prices, they
would need to continue growing at exceptionally fast rates compared to the broader market.

Historical Lessons — When Giants Fall

Although the recent rise in many of these mega-cap technology companies can be partly justified
by their remarkable growth rates, high margins, and the disruptive nature of the technology they
are offering the world—creating productivity increases never seen before, it would be remiss not
to consider history, as the past provides compelling evidence that market leadership is
temporary. Analysis of companies that once dominated major indices reveals that corporate
longevity at the top is rare and decline often comes suddenly and dramatically. Let us look at a
few companies that were considered “too big to fail” and then did.

IBM (1960s-1980s)

IBM dominated computing with mainframes but failed to adapt to the personal computer
revolution. Its rigidity cost it industry leadership despite pioneering technology.

Kodak (1960s—1990s)

Kodak controlled most of the film market and even invented the digital camera but suppressed it
to protect film sales. Unable to adapt to digital disruption, it went bankrupt in 2012.

Nokia (1990s-2007)

Nokia led global phone sales with strong hardware but lagged in software as smartphones
emerged. Failure to adapt led to its decline and eventual sale to Microsoft.
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GE thrived under Jack Welch but its complexity and reliance on financial services backfired
during the 2008 crisis. The shift toward specialized firms drove GE’s breakup and steep decline.

Yahoo (1990s—-2000s)

Yahoo led early internet portals but lost to Google by mismanaging search and focusing on
media. Missed opportunities and poor strategy ended with its discounted sale to Verizon.

What Current Leaders are Doing to Maintain Relevance to Avoid being dethroned

To remain relevant and using the past as a guide (where companies that failed to innovate, met
their demise), global technology leaders are investing heavily in artificial intelligence, data
centres, cybersecurity, and digital transformation, while harnessing advanced analytics to drive
innovation and operational efficiency. In 2025 alone, the aforementioned US firms are projected
to spend between $350 and $400 billion on capital expenditure. Much of this investment is
directed towards building advanced data centres, expanding cloud infrastructure, and purchasing
high-performance computing hardware for Al workloads.

Many are questioning how these large expenditures will translate into returns, especially given
the intense competition in the Al space. Time will tell whether this drive to stay ahead will
ultimately benefit said companies and set them apart from the rest. However, with the dramatic
scale of these investments, the stakes are high, and any missteps could be detrimental to their
position in the market, potentially nudging them towards the fate of Kodak and Nokia, albeit for
different reasons.

Concentration in South Africa

This year, South African market participants have been celebrating as our indices have risen
sharply, outpacing most others globally. However, when we examine the sources of these returns
locally, we see a very different picture—not the story of a South African turnaround (at least for
now), but rather one where precious metals, resources, telecommunications, and exposure to
Tencent (Chinese technology) have been the main drivers of our local market.

The JSE’s year-to-date performance is obscured by concentration issues. Some interesting

points:

. Only 25% of listed shares achieved double-digit returns in the first half.
. Just 59 out of 289 stocks outperformed the index's 14% first-half return.
. 128 stocks declined during the period.

. 215 stocks failed to beat the 10-year government bond yield.

In conclusion, observers need to be aware of the granular details of index performance, as many
assume that indices represent the entire market or even the economy. It is important to consider
index breadth (the total number of stocks outperforming) when assessing overall performance.
Often, only a select few companies are supporting the market indexes.
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available elsewhere on the global stage, a trend that appears to be gaining momentum in 2025.

Market Update

In the US, September was marked by headlines highlighting a Federal Reserve rate cut,
persistent mixed signals from economic data, several high-profile investments in artificial
intelligence, somewhat subdued inflation figures, new tariffs on imported furniture and select
industrial equipment, and the risk of a government shutdown.

Despite this climate of uncertainty, US equity markets defied the historic trend of September
underperformance, with all four major indices reaching record levels. The S&P 500 climbed
3.53% the Dow Jones gained 1.87%, the Russell 2000 advanced 3.03%, and the Nasdaq
Composite led with a 5.4% increase—its best September performance since 2010.

Economic data presented a nuanced picture: inflation remained sticky to the upside, with
headline CPI rising to 2.9% in August (the fastest rate since January) while core CPI and the
Fed’s preferred core PCE metric held steady at 2.9%. Second-quarter GDP growth was revised
up to 3.8%, the strongest reading since late 2023. Nevertheless, Fed Chair Powell cautioned that
hiring momentum is slowing and unemployment risks are increasing, as September consumer
confidence fell to 94.2, indicating growing household pressures.

European markets also ended September strongly, led by gains in the Stoxx 50 (+2.95%),
France’'s CAC (+2.68%) and the FTSE 100 (+1.84%), while Germany’s DAX edged down 0.65%.
Eurozone headline inflation rose to 2.1%, with core inflation stable at 2.3% as the ECB kept rates
unchanged in response to mixed signals from the region’s economies.

Most Asian equity markets recorded solid gains in September. In China, Hong Kong’s Hang Seng
climbed 4.83% as investor enthusiasm for technology and Al stocks strengthened, while the
mainland’s Shanghai Composite edged down 0.34%, underscoring persistent economic fragility.
In Japan, inflation eased to 2.7% in August but stayed above the Bank of Japan’s 2% target,
prompting policymakers to leave rates unchanged. The Nikkei advanced 6.5% for the month,
buoyed by corporate governance reforms and sustained foreign investor inflows.

September’s commodity movements showed notable divergence. Brent crude retreated 3.7%,
closing near $65 per barrel on concerns about potential OPEC+ output increases, rising
inventories, and weakening global demand. Conversely, precious metals rallied sharply: gold
surged over 11% to fresh all-time highs amid monetary policy shifts, US dollar weakness, and
increased safe haven buying, while platinum and palladium rose 12.1% and 10.5% respectively,
driven by investor and central bank activity.

Locally, the JSE All Share Index recorded its seventh consecutive monthly advance, rising
5.93% with the Top40 climbing 7.09%—again led by resource shares amid soaring gold and
platinum prices. The rand strengthened by 2.2% against the US dollar, bringing its year-to-date
appreciation to 9.1%. South Africa’s August headline inflation eased year-on-year to 3.3% on
falling food and fuel costs, while core inflation edged up to 3.1%. The SARB left its repo rate
unchanged at 7% at its September meeting.
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The chart below highlights the returns of the All Share Index in South Africa up to the end of July
2025. At this point, the index was up approximately 21%, and most observers would attribute this
to generally stronger South African markets. However, if you examine the underlying return
drivers, you will see that only a handful of stocks—generally not linked to the strength of the
country itself—contributed to the total return of the index.

Share CTR YTD

Gold Fields a5%  1282% Best of Index
Anglogold Ashanti 3,5% 151,3% Northam Platinum (115 shares
Naspers 2,9% 35,6%

MTN 2,1% 86,9% Gold Fields
Harmony Gold 13%  905% Rrsus

British American Tobacco 1,3% 52,4%

Sibanye Stillwater 1,1% 161,1%

Impala Platinum 1,1% 94,8% Impala Platinum

Prosus 1,1% 40,5%

Northam Platinum 0,7% 128,9%

Rest of Index (115 shares) 1,3%

Total 20,8%
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"Risk comes from not knowing what you're doing."
- Warren Buffett
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