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We continue to explore the Magnificent Seven stocks.  
Our initial report published in June 2024, highlighted that not 
all of the Magnificent Seven stocks qualify as magnificent, when 
capturing their growth and returns profile, in conjunction with 
the valuation at which they are trading at the present time. 
Highlighting the need to be selective.

In this latest report, we cover the wider range of sales/earnings estimates 
revisions, the challenges presented to active managers by the significant 
performance of these stocks and preponderance in indices, and the 
disruption from Artificial Intelligence (AI) and regulatory risk.

Estimates revisions have been in a broad range across the seven 
stocks, these range from -21% to +56% on sales revisions over 12 
months, and from -52% to +70% on earnings revisions over 18 
months1. 

Market narrowness on the Magnificent Seven has provided a 
concentration challenge for active managers and asset allocators. 
The ‘Fundamental Law of Active Management’ (Grinold 1989, 
Grinold & Kahn, 2020)2  highlights that stock picking skill alone is 
not sufficient in such environment: stock pickers need breadth to 
express their skill successfully. 

Capex intensity, as a result of the arms race triggered by the rapid advances of AI over the past 18 months, is 
speeding up the risk of disruption within big tech. These sizeable investments to harness AI will bring more 
focus on whether the return on AI investment (RoAII), will either dilute or enhance the current ROICs.

Big tech boundaries of specialisation are blurring – big tech companies are moving into each other’s spaces, 
increasing competitive intensity risk. Apple could be positioning itself as the most neutral agent within the AI 
race, thus leveraging its privileged position within devices, but also increasing its risk of becoming obsolete in 
the medium term. 

Nvidia and Microsoft earn themselves the characteristics of the Formidable Two companies from the 
Magnificent Seven based on our analysis. Apple is well positioned across the various measures we assess, 
notably for its strategic positioning on AI neutrality.
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Zehrid Osmani
Head of Global Long-Term 
Unconstrained Equities
Lead Senior Portfolio Manager

1Source: Factset as at 7 October 2024.

2Richard C. Grinold 1989 and, Richard C. Grinold and Roland Kahn ‘Advances in active portfolio management’ 2020.
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It should not be assumed that any of the security transactions discussed here were, or will prove to be, profitable.

Nvidia and Microsoft earn themselves the characteristics of the Formidable Two 
companies from the Magnificent Seven based on our analysis.
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The need to be selective  
Recapping our previous report ‘The Formidable Two’, we find that on a multi-dimensional assessment, based on a 
combination of growth profile, return on invested capital (ROIC) profile and price-to-earnings (P/E) ratio, some stocks 
within the Magnificent Seven do look attractive, whilst others do not have as appealing a profile for investors, and 
therefore are not all that magnificent. 

Looking at valuation on its own does not capture the growth profile differential of the seven stocks, given the broad 
range of growth amongst them. This goes from +10% to +60% based on the forecast three years compound annual 
growth rate (CAGR) earnings growth. Based on two years CAGR from 2024-26E, that range remains wide, albeit less so, 
at +11% to +38%. Similarly, looking at valuations in conjunction with growth profiles does not capture the different levels 
of returns that companies in the Magnificent Seven exhibit, with ROICs ranging from c.10% to c.70%, based on 
consensus estimates for this year. 

Instead, we find a Price/Earnings to Growth (PEG)-ROIC ratio does capture the three dimensions of valuation, earnings 
growth, and ROIC profiles, to give a more accurate measure of which stocks are truly magnificent at the moment.  
On that basis, Nvidia remains the standout stock in the Magnificent Seven, and earns the characteristic of being 
‘formidable’. Tesla and Amazon appear to be more expensive based on that ratio, whilst the remaining four stocks 
(Microsoft, Apple, Alphabet and Meta) appear to be in a narrower cluster.

In this report we bring in the estimate momentum dimension into consideration. Estimates revisions have been in a 
broad range across the seven stocks, these range from -21% to +56% on sales revisions over 12 months, and from -52% to 
+70% on earnings revisions over 18 months. 

Harder to quantify but no less important to consider are the fundamental risks that differentiate various companies 
amongst the Magnificent Seven. Each stock in the basket faces different industry dynamics, and therefore different 
ranges of risks related to competition, new entrants, customer power, and pricing power. These stocks also face a 
differing range of innovation and disruption risks into the future. Finally, regulatory risk is also an important dimension to 
consider for these stocks, given their size, and the influence that they therefore exert in the markets in which they 
operate. This is illustrated in the following report by the recent (2024) antitrust case faced by Alphabet.
Source for all data FactSet as at 7 October 2024.

The information provided should not be considered a recommendation to purchase or sell any particular security. 
It should not be assumed that any of the security transactions discussed here were, or will prove to be, profitable.
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It should not be assumed that any of the security transactions discussed here were, or will prove to be, profitable.

There has been a broad range of sales and earnings revisions across the various 
stocks within the Magnificent Seven, which highlights the importance of being stock-
specific. 

Estimate momentum is broad ranging across the Magnificent 
Seven stocks 
Estimate revisions have been in a broad range across all the Magnificent Seven stocks, as can be seen in the charts 
below. Sales consensus estimates for 2024 saw a significant cut of -21% for Tesla, whilst Nvidia has seen its sales 
estimates upgraded by +56%. Meta has seen its sales upgraded by 8% over the past 12 months, whilst the others have 
ranged from -4% to +4%. Over 18 months, sales revisions for 2024E have ranged from -27% for Tesla, to +238% for 
Nvidia, with Meta sales revised up by +19%, whilst the other companies have been in a narrower range of -6% to +6%. 
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Source: FactSet as at 7 October 2024.

On earnings estimates, consensus has cut Tesla by -52%, whilst Nvidia has seen a significant upgrade of +70%. Amazon 
also saw a sizeable upgrade of +50% over the past 12 months. Meta has also had a meaningful upgrade of +26%, with 
Alphabet coming behind with +14%. Over 18 months, earnings revisions for 2024E range from -60% for Tesla, to +367% 
for Nvidia, +71% for Meta, +89% for Amazon, +26% for Alphabet. 

Similarly to our observations across growth, ROIC and P/E multiples, there has been a broad range of sales and earnings 
revisions across the various stocks within the Magnificent Seven, which highlights the importance of being stock-
specific. 



Narrow market leadership has been a challenge for active 
managers and asset allocators 
Narrow market leadership provided by the Magnificent Seven over the past 18 months has been a challenge for both 
active portfolio managers, and asset allocators alike. 

Year-to-date, as we write, the Magnificent Seven stocks have accounted for c.49% of the MSCI USA Index return, and 
c.32% of the MSCI ACWI Index. Over the past 18 months, these stocks have accounted for c.51% of the MSCI USA Index 
return, and c.34% of the MSCI ACWI Index return3. This highlights how narrow market leadership has been. 

Return of Magnificent Seven over
18 months versus MSCI USA

Return of Magnificent Seven over
18 months versus MSCI ACWI

Magnificent Seven

Rest of MSCI USA Index

Magnificent Seven

Rest of MSCI ACWI Index

51%

34%

Past performance is not a guide to future returns. The return may increase or decrease as a result of currency fluctuations.

Source: FactSet as at 16 October 2024 returns shown in USD.

This market narrowness, and concentration in index performance have challenged many skilled active managers, and 
goes to the heart of the fundamental law of active management, as expressed by Richard Grinold (1989), and as detailed 
in “Advances in active portfolio management” by Richard Grinold and Ronald Kahn (2020)4. 

The fundamental law of active management relates managers’ level of skill, and breadth of skill to their potential to 
deliver risk-adjusted returns for clients. Breadth of skill is the opportunity to diversify across independent investment 
decisions over the course of a year. Please note that breadth (Br) is the number of independent decisions per year and is 
not the same thing as the number of portfolio holdings. 

Grinold and Kahn write that according to this fundamental law, the expected information ratio of an active investment 
strategy (its ratio of exceptional active return to active risk) is: 

 

The information coefficient, or IC, is a measure of skill in each investment decision. It is the correlation of forecasts with 
subsequent realisations. Grinold and Kahn define breadth as the number of investment decisions an active manager 
makes per year. High information ratios follow from high levels of skill and/or high breadth or diversification, write the 
authors. 

Concentration risk within indices has indeed become a challenge for asset allocators and portfolio managers alike, with 
the challenge of skilled managers not being able to deploy their stock picking abilities due to lack of market breadth. 
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3Source: FactSet as at 16 October 2024.

4Richard C. Grinold 1989 and, Richard C. Grinold and Roland Kahn ‘Advances in active portfolio management’ 2020.

The information provided should not be considered a recommendation to purchase or sell any particular security. 
It should not be assumed that any of the security transactions discussed here were, or will prove to be, profitable.
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Disruption could be accelerating and risks increasing  
With the significant increase in capex being spent by big tech companies to harness AI, in our view there is an increased 
risk of acceleration in the pace of disruption. 

We estimate that Alphabet, Amazon, Microsoft and Meta have increased their capex plans for the next three years 
(2024-27) by almost USD130bn, adding to the already significant spending that they had been planning. This is in 
response to the AI opportunity materialising faster through the course of 2023, we show this in the chart below. 

The information provided should not be considered a recommendation to purchase or sell any particular security. 
It should not be assumed that any of the security transactions discussed here were, or will prove to be, profitable.

Cloud Hyperscalers & Meta Capex 

Total capex (m) Incremental capex spend

$35,514

$45,189 $47,061

0

50,000

100,000

150,000

200,000

250,000

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024f 2025f 2026f

C
ap

ex
 (U

S$
)

Close to US$bn of additional spending 
on AI over the next 3 years

This outsized increase in capex planning is likely to be channelled into making the cloud infrastructure of these 
companies AI ready, to enable a better capture of this opportunity in general. 

With such sizeable investments being deployed to harness AI, investors will be increasingly focused on assessing 
whether the RoAII will justify the outsized investment, or be dilutive to existing ROICs, and therefore whether current 
valuations are justified.

Our discussions with big tech companies on this topic point to two aspects: 1) big tech companies expect this investment 
in AI to not dilute ROICs over time, and 2) that there is reluctance to give much precise information for investors to do 
their own calculations. 

Source: Martin Currie and FactSet, as at 24 May 2024.

With the significant increase in capex being spent by big tech companies to harness 
AI, in our view there is an increased risk of acceleration in the pace of disruption. 
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5Ahe innovator’s dilemma, specifically this is the risk of an established company failing to innovate to remain competitive, and missing new technological developments that 
end up challenging its established position. As described in the book ‘The Innovator’s Dilemma’ (1997), by Professor Clayton Christensen.

6Source: Apple website as at 18 October 2024

7Source: Martin Currie internal estimates as at 7 October 2024. Based on company published financial information.

8Source: Meta.com as at 18 October 2024.

9Source: Martin Currie and Meta as at 1 February 2023. Based on Meta’s 4th quarter and full year 2022 results.

The information provided should not be considered a recommendation to purchase or sell any particular security. 
It should not be assumed that any of the security transactions discussed here were, or will prove to be, profitable.
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Competition is intensifying amongst big tech as AI is pushing 
them to move into each other’s space
The Magnificent Seven have each historically dominated distinct core markets: Meta in social networks, Apple in 
consumer electronics, Alphabet in search engines, Microsoft in enterprise software, Tesla in electric vehicles, Amazon in 
e-commerce, and Nvidia in graphics processing units (GPUs). Over time, these giants have aggressively diversified into 
adjacent areas that align with their core strengths. However, recent advancements in AI, particularly in large language 
models, are disrupting multiple sectors. We now see heightened competition across the internet search engines, cloud, 
consumer electronics, and autonomous robotics markets as these companies push into each other’s territories.

In cloud infrastructure, where Amazon, Microsoft, and Google previously maintained stable pricing dynamics, 
competition is intensifying as all three ramp up their AI capabilities. These firms are now competing directly in AI with 
models such as OpenAI’s GPT (supported by Microsoft), Google’s Gemini, and Meta’s LLaMA. However, Alphabet faces 
an innovator’s dilemma5, as its high-margin search business is increasingly disrupted by chatbot-driven queries – a far 
more competitive market that also demands significantly higher compute power, raising costs and pressuring margins. 
As AI development accelerates, rising capital demands to acquire Nvidia GPUs are prompting companies to invest in 
proprietary chips to reduce reliance on Nvidia's technology.

In Augmented Reality (AR) and Virtual Reality (VR), Apple and Meta have emerged as key players with contrasting 
strategies. Apple leverages its premium brand and vast device ecosystem – over 2 billion active devices – to price the 
Vision Pro headset at US$3,5006, minimising potential cannibalisation of its high-margin product lineup. This pricing 
aligns with Apple’s approach in consumer electronics, where it holds a 20% share of a smartphone market but captures 
approximately 50% of the industry's US$420bn revenues and 80% of profits7. Meta, by contrast, has no incumbent 
position in consumer electronics and faces a “cold start” problem in VR. To address this, Meta has adopted a mass-
market strategy with the Quest 2 priced at US$3008, significantly below the Vision Pro, to build a broad base of users 
and developers. Meta’s Reality Labs posted a US$13.7 billion loss in 2022 against US$2.2 billion in revenue9 – a calculated 
move to prioritize market penetration over immediate profitability. Microsoft and Meta, benefiting from low overlap 
between Microsoft’s enterprise foothold and Meta’s social media dominance, have also formed a partnership in 2022, to 
leverage Microsoft's enterprise software and Xbox onto the Meta quest platform.

Meanwhile, Tesla has moved beyond electric vehicles, furthering its investment in AI with its "full-self-driving" capabilities 
and the Dojo supercomputer. This expansion increasingly overlaps with Nvidia’s industrial automation ambitions through 
its Omniverse platform, underscoring the broader trend of big tech's ongoing convergence and intensifying competition 
across AI, cloud, and immersive technologies.



Apple as the ‘Switzerland’ of AI in terms of neutrality   
In amongst this intensifying competition and accelerating disruption risk brought up by AI, Apple has the opportunity to 
take a more neutral stance within AI, and be the ‘Switzerland’ of AI as a result. Whether this is by choice, or because it has 
found itself left behind in the AI race, Apple, through its dominant market share in devices, and therefore privileged 
gateway to the users, is able to offer its users access to a range of AI services. OpenAI has managed to get itself in a 
position whereby it will be able to be one of the choices of AI search engines offered to the Apple users, alongside Google. 
Apple could also seek to extend agreements on AI search engines beyond Google and OpenAI, with market talks at 
present about Anthropic and Perplexity being in negotiation. Meta has reportedly been dropped for now over privacy 
concerns by Apple, but could come back to the table in future. 

Apple can in effect be in a very enviable position whereby it can monetise the AI opportunity, without having had to 
spend the outsized capex that is being spent by the cloud providers, as discussed above. This neutrality within the AI 
arms race could be providing Apple with the opportunity to not have to take part in the race, but also opens the company 
up to higher risk of being disrupted away, and becoming obsolete, should companies like Meta be able to find the next 
cutting edge hardware device to capture more users. Apple could in that instance be in a similar position to RIM’s 
BlackBerry in the 2000s, failing to take an important turn in the disruption race, and finding itself out of the race 
altogether.

What next steps Apple takes to tackle the AI opportunity will therefore be critical to watch. 
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The information provided should not be considered a recommendation to purchase or sell any particular security. 
It should not be assumed that any of the security transactions discussed here were, or will prove to be, profitable.
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2026 estimated capex of Apple versus
the cloud hyperscalers (US$ billions)

Circles correspond to the relative size of the company’s estimated 2026 capex.

Source: Martin Currie and Bloomberg as at 7 October 2024, using company published financial information.

Apple can in effect be in a very enviable position whereby it can monetise the AI 
opportunity, without having had to spend the outsized capex that is being spent by 
the cloud providers.
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Alphabet’s antitrust case highlights the regulatory and 
disruption risks faced by the company    
Alphabet’s largest and best-known company, Google, has been the subject of antitrust investigation by the US Department 
of Justice (DoJ) for several years, principally regarding the monopolisation of the digital advertising industry. Advertising 
(and related streams) account for around 80% of Alphabet revenues, the outsized contributor (~60% of this)10 being 
Google’s mainstream Search advertising business. It is not uncommon for advertising businesses to pay Traffic Acquisition 
Costs (TAC) to online digital publishers, in return for permission to advertise on their inventory. However, in 2024, the DoJ 
successfully argued that the quantum of Google's payments was egregious. They cite annual TAC in excess of US$20bn11 
being paid to Apple in return for Google remaining the default search engine on Safari web browsers. According to the 
DoJ and Judge Amit Mehta12, payments of this nature effectively make it impossible for smaller search engines to compete 
with Google. This means that share of eyeballs, thus advertising dollars, remain deeply embedded in the Google advertising 
ecosystem. Proposed remedies include consumer choice screens upon iPhone setup, limits on Google's ability to pay TAC, 
and the most extreme, a breakup of Google's applications into standalone businesses (e.g. Chrome/Android). We are 
unlikely to see a swift resolution as Google is expected to appeal whatever remedies Judge Mehta proposes in the months 
ahead, a process that could take several years. Apple-related advertising sales account for around 30% of Google search 
revenue13, and a second DoJ antitrust case focussed on Google's AdTech stack is currently underway; closing arguments 
are scheduled for November. Therefore, the risk to Google's top line as well as a breakup that would materially lower 
barriers to entry in its core advertising business is increasingly priced in by investors. Whilst Alphabet has plenty of cash to 
vehemently defend its core business, we think that this lengthy overhang will continue to weigh on relative returns versus 
alternative big tech opportunities.

10Source: Martin Currie internal estimates as at 7 October 2024. Based on company published financial information.

11Source: Bloomberg as at 20 May 2024.

12Judge Amit Mehta is the Judge of the United States District Court for the District of Columbia.

13Source: BBC News as at 23 November 2023. https://www.bbc.com/news/business-67417987

The information provided should not be considered a recommendation to purchase or sell any particular security. 
It should not be assumed that any of the security transactions discussed here were, or will prove to be, profitable.
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The Magnificent Seven need to be assessed on a case-by-case 
basis    
All in all, whilst the Magnificent Seven basket might have tended to be seen as a homogenous basket, it is important to 
assess each company on an individual basis, given the varying industry dynamics that they all face, as well as the varying 
degree of disruption and innovation risks that they are exposed to. Each company also emanates a different range of 
abilities to fend off the disruptions they face. Disruption risks are increasing for all of these companies, notably given that 
each of them seems to be moving into each other’s spaces. Outsized investments to harness the AI opportunity will 
increasingly bring the spotlight on whether the return on AI investment will be supportive to the ROIC profile of these 
businesses. Additionally, each company has varying degrees of regulatory risks, which also need to be assessed on a case-
by-case basis. Finally, each of these companies have different ranges of growth and returns profiles, and have different 
valuations, which therefore need to be taken into consideration when assessing relative attraction of each stock within that 
basket. 

A selective fundamental approach to picking the most attractive stocks within the Magnificent Seven is warranted in our 
view. Market concentration and narrowness have challenged the fundamental law of active management, but we believe 
that over the medium term, fundamentals should assert themselves, and the market will be more discerning about which 
companies offer the most appealing combination of growth, returns and valuation support. This will favour long-term 
investors and skilled stock pickers. 

We find that taking all dimensions into account, Nvidia and Microsoft earn themselves the characteristics of the Formidable 
Two companies amongst the Magnificent Seven basket; Apple is well positioned across the various measures we assess, 
notably for its AI neutrality strategic positioning.

A selective fundamental approach to picking the most attractive stocks within the 
Magnificent Seven is warranted in our view.
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