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PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. YOU CANNOT INVEST IN AN INDEX.

Is the market being hijacked by the  
Magnificent Seven?
– Danke Wang, CFA, FRM, Portfolio Manager

The Dominance of the Magnificent Seven over 2 years 
The "Magnificent Seven" stocks—Alphabet, Amazon, Apple, Meta, Microsoft, Nvidia, and Tesla—have been a focal point 
for investors since early 2023. These seven companies delivered an extraordinary 76% performance (weighted average) 
for that year, with their collective weight rising to 25% in the Russell 1000 Index. 
 
This concentrated influence has made them significant drivers of market performance, contributing 55% of the Russell 
1000 Index's 2023 total return. 
 
The dominance of the Magnificent Seven has raised concerns about narrow market breadth. Many U.S. equity 
investors worry that the index's high exposure to these stocks amplifies risk, particularly during periods of tech sector 
underperformance. In response, some investors have sought diversification by constructing portfolios that exclude these 
mega-cap names to mitigate concentration risks.

Despite speculation their momentum may fade, the Magnificent Seven continued to defy expectations in 2024, delivering 
another impressive 47% return. These companies contributed 48% of the Russell 1000 Index’s total return for the 
year, pushing their collective weight in the index to 30% by year-end. In comparison, the broader market as a whole 
(Russell 1000 Index) returned 24%, while the Russell 1000 Index ex-Magnificent Seven underperformed, lagging by 8%. 
Although this was an improvement from 2023 (the ex-Magnificent Seven index returned 15% compared to the Russell 
1000 Index’s 26%), investors avoiding these mega-cap stocks faced substantial challenges. 

2024 Performance 
12/29/2023 – 12/31/2024

Source: FactSet, Pacer Advisors
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Challenges of a Concentrated Market   
The continued outsized influence of the Magnificent Seven raises an important question: Is the market being “hijacked” 
by these influential stocks?  

In today’s environment, market timing is difficult, and betting against the momentum of these mega-cap names remains 
highly speculative. As their dominance continues to reshape the investment landscape, navigating this concentrated 
market remains a critical challenge. Particularly for growth-oriented portfolio managers, owning the Magnificent Seven 
has become almost essential to keep pace with the market benchmark.  

According to Morningstar data, the top 20 large-cap growth ETFs by assets delivered an average return of 32.89% in 
2024, with significant exposure to the Magnificent Seven—averaging 54.83% by year-end. 

Similarly, the NASDAQ 100 and Russell 1000 Growth Index, serving as proxies for large-cap growth strategies, each 
held over 45% exposure to the Magnificent Seven at the end of 2024. These seven names contributed approximately 
70% of the total return for the year. 

In contrast, the Pacer US Large Cap Cash Cows Growth Leaders Index (COWG Index) returned 35.68%, outperforming 
the growth benchmark while maintaining only an allocation averaging around 6.9% to the Magnificent Seven throughout 
the year. Those names accounted for just 13% of the index's 2024 performance, while the rest of the portfolio (excluding 
the seven) returned 33.18%, in line with the Russell 1000 Growth Index.

2024 Performance and Contribution 
12/29/2023 – 12/31/2024

Total Return Contribution to Return

Russell 1000 Index 24.51%

Magnificent Seven 47.87% 11.97%

Other Stocks 16.48% 12.55%

Source: FactSet, Pacer Advisors

Weights to the Magnificent Seven Stocks 
as of 12/31/2024

Source: FactSet, Pacer Advisors
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2024 Performance and Contribution 
12/29/2023 – 12/31/2024

Source: FactSet, Pacer Advisors

Despite a narrow market where it is almost inevitable to bow to top dominant stocks, COWG Index return in 2024 
highlighted that strong performance can still be achieved through diversification and alternative strategies. High free cash 
flow margin (Free Cash Flow / Sales) stocks, in particular, offer a compelling solution.

Historical Perspective on Narrow Markets 
Historically, there have been multiple episodes in which the market was top-heavy, while a small group of stocks 
dominated market gains. For example, during the late 1990s, several tech giants, including Cisco, Microsoft, and 
Intel, accounted for the majority of the market returns, while many other stocks lagged. At the peak, the top 10 stocks 
accounted for 25% of the weight in the Russell 1000 Index. Similarly, by the end of 2024, the top 10 holdings of the 
Russell 1000 Index represented over 30% of the large-cap benchmark, the highest level since the tech bubble.

Russell 1000 Index Top 10 Weights and Share of Return(1) Explained by the Top 10 Stocks by Market Cap, 
Measured by Quarters 12/31/1991 – 12/31/2024

(1)Excluding quarters when the market return was lower than 5% or the return of the top 10 stocks was negative.  
Source: FactSet, Pacer Advisors
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While narrow market environments amplify the influence of a few top-weighted names, they do not persist indefinitely. 
Over the long run, the performance gap between the market index as a whole and the index excluding the top 10 names 
tends to narrow. For example, the weighted average quarterly returns of the Russell 1000 Index have been 10.53%, 
similar to when the top 10 names are excluded.

Weighted Average Quarterly Returns (Annualized) 
12/31/1991 – 12/31/2024

All Time Narrow Market

Russell 1000 10.53% 37.35%

Russell 1000 ex Top 10 10.53% 28.43%

Source: FactSet, Pacer Advisors

However, during narrow market periods—defined as quarters when the top 10 names contribute more than 30% to total 
market performance—the dynamics shift dramatically. In such environments, the Russell 1000 Index delivered strong 
weighted average returns of 37.35%, largely driven by its top 10 names. In stark contrast, the Russell 1000 excluding 
these top contributors returned only 28.43%, highlighting the heightened risks of overdependence on a small group of 
market leaders.

The Case for High Free Cash Flow (FCF) Margin Stocks
High FCF margin stocks have consistently demonstrated their resilience and ability to outperform, even when the top 
10 names are excluded. Characterized by robust cash flow generation, these companies achieved long-term average 
returns of 12.56%, outperforming the broader Russell 1000 Index. 

During narrow market periods, top quintile FCF margin stocks excluding the top 10 returned 35.37%. While slightly 
below the full Russell 1000 Index (37.35%), these stocks significantly outperformed the Russell 1000 Index excluding the 
top weighted names (28.43%).

Weighted Average Quarterly Returns (Annualized) 
12/31/1991 – 12/31/2024

All Time Narrow Market

Top FCF Margin Quintile  
(Russell 1000 ex Top 10)

12.56% 35.37%

Russell 1000 10.53% 37.35%

Russell 1000 ex Top 10 10.53% 28.43%

Source: FactSet, Pacer Advisors



5PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. YOU CANNOT INVEST IN AN INDEX.

Returns During Quarters with Narrow Market Leadership  
12/31/1991 – 12/31/2024

Source: FactSet, Pacer Advisors

In addition, when analyzing the quarterly performance during each narrow market period, we see that high FCF margin 
stocks (excluding the top 10) underperformed the broader market index by more than 1% in two quarters—Q2 2023 
(3.58% lag) and Q1 2024 (1.51% lag). Outside of these instances, the high FCF margin cohort demonstrated resilience, 
keeping pace with or even outperforming the broader market. 

Furthermore, selecting top FCF margin companies does not necessarily exclude top leading stocks in the market. For 
example, five of the Magnificent Seven companies boast high FCF margins, placing them in the top quintile FCF margin 
group. In another study, when the top 10 names in the Russell 1000 Index are included in the selection of high FCF 
margin companies, the results are even more compelling. The average (market cap weighted) quarterly performance of 
this expanded high FCF margin group significantly outpaces the broader market, delivering 52.48% compared to the 
37.35% achieved by the Russell 1000 Index during narrow market periods.

Weighted Average Quarterly Returns (Annualized) 
12/31/1991 – 12/31/2024

All Time Narrow Market

Top FCF Margin Quintile (Russell 1000) 12.51% 52.48%

Top FCF Margin Quintile  
(Russell 1000 ex Top 10)

12.56% 35.37%

Russell 1000 10.53% 37.35%

Russell 1000 ex Top 10 10.53% 28.43%

Source: FactSet, Pacer Advisors
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The above data underscores the strength of high FCF margin stocks, especially in a market environment dominated by 
a small number of influential companies. Even without the inclusion of the dominant top 10 names, these fundamentally 
robust companies exhibit competitive performance. 

In summary, while narrow market environments amplify the influence of a few top-weighted names, they also highlight 
the importance of diversifying into high-quality, fundamentally sound companies. For investors navigating the challenges 
of a top-heavy market, focusing on high FCF margin stocks not only mitigates the risks of overconcentration, but also 
provides a sustainable path to achieving strong, long-term performance. As market dynamics inevitably shift over time, 
adopting a disciplined strategy centered on cash-flow generation may be the key to staying ahead in both narrow and 
broad market environments.

Free Cash Flow (FCF): A company’s cash flow from operations minus capital expenditures (expenses, interest, taxes, and long-term 
investments).
Free Cash Flow Margin: the FCF margin is a ratio that compares a company's free cash flow to its sales to understand the proportion of 
revenue that becomes free cash flow (FCF).
Russell 1000 Index is a market-capitalization weighted index representing the top 1000 large-cap stocks in the Russell 3000 Index.
Russell 1000 Growth Index is a market capitalization weighted indexes 1000 large-and mid cap growth stocks in the Russell 3000 Index. 
The NASDAQ-100® Index includes approximately 100 of the largest non-financial securities listed on The NASDAQ® Stock Market based 
on market capitalization. The NASDAQ-100® Index comprises securities of companies across major industry groups, including computer, 
biotechnology, healthcare, telecommunications, and transportation. However, it does not contain securities of financial companies, including 
investment companies. The NASDAQ-100® Index was developed by NASDAQ OMX®. The NASDAQ-100® Total Return Index is a total return 
version of the NASDAQ-100® and reflects the reinvestment of dividends paid by the securities in that Index.  
P/E: price-to-earnings ratio is the ratio for valuing a company that measures its current share price relative to its earnings per share (EPS).

COWG

PACER US LARGE 
CAP CASH COWS 
GROWTH LEADERS 
ETF

Pacer US Large Cap Cash Cows Growth Leaders ETF 
Is a strategy-driven exchange traded fund that aims to identify top growth companies in the  
Russell 1000 Index by screening for above average free cash flow margins.

Returns less than 1 year are cumulative. Returns greater than 1 year are annualized.  
Performance quoted represents past performance and does not guarantee future results. Investment return and principal value 
will fluctuate, so shares may be worth more or less when redeemed or sold. Current performance may be lower or higher than the 
performance quoted. Visit http://www.paceretfs.com for the most recent month-end performance. Index returns are for illustrative 
purposes only. Index performance does not reflect any management fees, transaction costs, or expenses. You cannot invest directly in an 
index.  
NAV (net asset value) is the value of one share of the Fund calculated daily. The NAV return is based on the NAV of the Fund. It may not reflect the 
actual return for the investor.  
Market Price is the price investors can buy and sell ETF shares for in the stock market and is used to calculate market return. It is based on the 
price at the listed exchange market close. This is when NAV is determined for most ETFs. If shares trade at another time, the return may differ. 
Market and NAV returns assume that dividends and capital gain distributions have been reinvested in the Fund at Market Price and NAV respectively.

Total Returns (%) as of 12/31/24 Total Returns (%) as of 12/31/24

Ticker
Total  

Expenses
Fund  

Inception 1 Month 3 Month YTD 1 Year 3 Year 5 Year
Since Fund 
Inception

Pacer US Large Cap 
Cash Cows Growth 
Leaders ETF

COWG 0.49% 12/21/22

NAV -4.55 11.63 34.91 34.91 N/A N/A 25.58

Market 
Price

-4.52 11.69 34.99 34.99 N/A N/A 25.65

Pacer US Large Cap Cash Cows Growth Leaders Index -4.52 11.79 35.61 35.61 N/A N/A 26.14

Performance (%) 
12/31/2024
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Visit www.paceretfs.com or call 1-877-337-0500 to learn more. 

Before investing you should carefully consider the Funds’ investment objectives, risks, charges, and 
expenses. This and other information is in the prospectus. a copy may be obtained by visiting www.
paceretfs.com or calling 1-877-337-0500. Please read the prospectus carefully before investing.

An investment in the Funds is subject to investment risk, including the possible loss of principal. Pacer ETF shares may be bought and sold 
on an exchange through a brokerage account. Brokerage commissions and ETF expenses will reduce investment returns. There can be no 
assurance that an active trading market for ETF shares will be developed or maintained. The risks associated with this fund are detailed in the 
prospectus and could include factors such as calculation methodology risk, concentration risk, equity market risk, ETF risks, large-capitalization 
investing risk, new fund risk, non-diversification risk, passive investment risk, tracking risk, sector risk, and/or special risks of exchange traded 
funds.

The Pacer US Large Cap Cash Cows Growth Leaders Index was released on 12/19/22.

Frank Russell Company (“Russell”) is the source and owner of the trademarks, service marks and copyrights related to the Russell Indexes. 
Russell® is a trademark of Frank Russell Company. Neither Russell nor its licensors accept any liability for any errors or omissions in the 
Russell Indexes and / or Russell ratings or underlying data and no party may rely on any Russell Indexes and / or Russell ratings and / or 
underlying data contained in this communication. No further distribution of Russell Data is permitted without Russell’s express written consent. 
Russell does not promote, sponsor or endorse the content of this communication.

The Russell 1000 Growth Index (the “Index”) is a trademark of Frank Russell Company (“Russell”) and has been licensed for use by Index 
Design. Group, LLC (“IDG”). The Pacer US Large Cap Cash Cows Growth Leaders Index is not in any way sponsored, endorsed, sold or 
promoted by Russell or the London Stock Exchange Group companies (“LSEG”) (together the “Licensor Parties”) and none of the Licensor 
Parties make any claim, prediction, warranty or representation whatsoever, expressly or impliedly, either as to (i) the results to be obtained 
from the use of the Index (upon which the Pacer US Large Cap Cash Cows Growth Leaders Index is based), (ii) the figure at which the Index is 
said to stand at any particular time on any particular day or otherwise, or (iii) the suitability of the Index for the purpose to which it is being put 
in connection with the Pacer US Large Cap Cash Cows Growth Leaders Index. None of the Licensor Parties have provided or will provide any 
financial or investment advice or recommendation in relation to the Index to IDG or to its clients. The Index is calculated by Russell or its agent. 
None of the Licensor Parties shall be (a) liable (whether in negligence or otherwise) to any person for any error in the Index or (b) under any 
obligation to advise any person of any error therein.

Cash Cows Index® is a registered trademark of Index Design Group, LLC.


