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The challenge facing investors today isn't whether artificial intelligence will transform the 

economy, but how to maintain portfolio balance as the market climbs to new all-time highs. While 

it’s tempting to focus exclusively on companies that have performed well recently, investing for 

long-term goals requires a thoughtful approach to both growth and risk management.

Mega-cap technology stocks, including those benefiting from AI trends, are commonly represented 

by a group known as the "Magnificent 7." These stocks - Apple, Microsoft, Nvidia, Amazon, 

Alphabet, Meta, and Tesla - now constitute about 35% of the S&P 500 and represent seven of the 

eight largest companies. Several are also referred to as “hyperscalers” due to their significant 

investments in computing infrastructure to meet the growing demands of AI applications.

In market environments like these, when a relatively small group of stocks drives much of the 

market's performance, it becomes even more important to focus on historical perspectives, current 

valuations, and asset allocation. Understanding how similar periods of market concentration have 

played out in the past can help investors make better decisions about their long-term financial 

plans.
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Innovation drives markets in the long run

It may seem as if AI and railroads have 

little in common, but history shows that 

transformative technologies often follow 

similar patterns. In the 1860s, railroad 

stocks dominated American markets much 

like technology stocks do today. In fact, 

the Pennsylvania Railroad company was 

once the largest company in the world and, 

alongside other railroads, represented a 

significant share of the overall stock 

market. Naturally, this created market 

enthusiasm and rising valuations that 

would sound familiar to modern investors.

This pattern has repeated many times 

across history. The dot-com boom of the 

1990s, during which investors focused 

almost exclusively on internet companies, provides perhaps the clearest recent example. But 

going as far back as the 19th century, the telegraph, electric power, and telephones transformed 

cities and created many new companies. In the 20th century, the electronics and computer 

revolution reshaped all aspects of life and business, even before the invention of the internet. 

Each of these waves followed a similar pattern: skepticism, rapid adoption, market enthusiasm, 

and eventual integration into the broader economy. Railroads didn't disappear but became a 

standard part of the transportation and shipping industry, supporting the overall economy. While 

many dot-com companies did fail in the late 1990s and early 2000s, many others went on to 

become today's technology leaders.

When it comes to long-term investing, it’s important to focus not just on individual companies, but 

on the impact of new technologies on the broader market and economy. After all, the true impact 

of innovation is greater productivity and efficiency across all businesses. The key difference is that 

while the stock prices of individual companies may rise and fall quickly, it takes much longer for 

the full economy-wide effects to be felt.

Powered by Clearnomics 2



History shows that valuations matter as much as growth

Today, the question isn't whether AI will 

matter, but whether current valuations are 

reasonable. With the overall S&P 500 

trading at a 22.5x price-to-earnings ratio, 

one that is approaching the all-time high of 

24.5x, investors are paying a premium that 

assumes these trends will continue at the 

same pace.

What's driving high valuations for the 

Magnificent 7? First, according to recent 

estimates, U.S. private AI investment 

reached $109 billion in 2024, with 

hundreds of billions more announced this 

year. This exceeds the entire GDP of many 

countries and dwarfs similar investments 

by others. In recent quarters, investors 

have reacted positively to announcements of ever-higher AI infrastructure spending. This is a 

significant shift from less than a year ago when investors were worried about whether these 

investments by large companies would pay off.

Second, many companies and everyday users have rapidly adopted AI tools, creating more and 

more demand for computing power. This explains why "hyperscalers" like Microsoft and NVIDIA 

have seen their market capitalizations soar, with both companies reaching valuations over $4 

trillion. This is also why demand for new data centers, and the power needed to run them, are top 

of mind for investors.

These companies are seen as building the infrastructure that allows other businesses to adopt AI 

technologies, much like railroad companies built the transportation infrastructure that supported 

all businesses in the 19th century. While this creates enormous long-term value, the timeline for 

realizing returns is difficult to predict.

The challenge is that markets often overestimate the speed at which transformative technologies 

will generate profits, even when the long-term potential may be real. The 1990s offer a cautionary 

parallel. During that decade, some investors believed that traditional valuation metrics no longer 

applied to internet companies. When reality didn’t meet expectations, the Nasdaq fell 78% from its 

peak, and many companies failed or were acquired. Yet the internet did transform the economy, 

just not within the timeline or in the manner that peak valuations implied.
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Balancing opportunities with concentration risk

Similarly, while the Magnificent 7 

companies may have led the market on the 

way up, they have also done so on the way 

down. For example, in 2022 when interest 

rates rose quickly due to inflation, these 

stocks dropped about 50% on average.

Since the Magnificent 7 now represents 

such a large portion of major market 

indices, the reality is that nearly all 

investors have these stocks in their 

portfolios. For those who have focused on 

technology stocks, their portfolio 

allocations may be greater than intended. 

Holding too much of a portfolio in just a 

few investments is often known as 

“concentration risk,” and is the opposite of diversification. On the one hand, these companies have 

demonstrated growth and profitability. On the other hand, having a large portion of your portfolio 

dependent on a small group of companies, regardless of how successful they are, can create 

volatility as trends change. Even great companies can experience periods of underperformance.

For perspective, consider the equal-weighted S&P 500 shown in the chart above, which gives the 

same importance to each company regardless of size. This approach has historically provided 

different return patterns than the standard market-capitalization weighted index, sometimes 

performing better when large companies struggle.

Since mega cap tech companies have performed well recently, some investors may find it 

surprising that an equal weighted index has still outperformed over the past 30 years. This 

highlights the importance of not just focusing on what has driven markets recently and what 

happens to be in the headlines.

This doesn't mean that investors should avoid technology stocks entirely. Rather, it suggests the 

importance of maintaining balance and an appropriate asset allocation.

The bottom line? Current AI trends offer both opportunities and risks to investors. 

Financial success is not about picking winning stocks, but maintaining an appropriate 

portfolio balance aligned with long-term goals.
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Intelligent Capitalworks is the tradename for ICW Investment Advisors LLC ("ICWIA"). ICW 

Investment Advisors LLC is registered as an investment adviser with the Securities and Exchange 

Commission (SEC) and only transacts business in states where it is properly registered, or is 

excluded or exempted from registration requirements. SEC registration does not constitute an 

endorsement of the firm by the Commission, nor does it indicate that the firm has attained a 

particular level of skill or ability.

This publication has been prepared for informational purposes only and is not an offer to buy or sell 

or a solicitation of an offer to buy or sell any securities, or to participate in any trading strategy.

ICWIA believes the information presented in this publication is factual and up-to-date, but does not 

guarantee its accuracy and you should not regard this publication as a complete and exhaustive 

analysis of the subjects discussed herein.

All opinions expressed reflect our judgment as of the date of publication and are subject to change. 

You should not construe the content of this publication as being personalized investment advice. 

You should engage a professional advisor before pursuing any of the investment ideas or 

implementing any of the strategies presented in this publication.

Past performance may not be indicative of future results. All investment strategies have the 

potential for profit or loss. Different types of investments involve varying degrees of risk, and there 

can be no assurance that any specific investment or strategy will be suitable or profitable for your 

portfolio. There can be no assurances that an investment or portfolio will match or outperform any 

particular benchmark.

Working with a financial advisor is not a guarantee of future financial success.

Always consult an attorney or tax professional regarding your specific legal or tax situation. ICWIA 

does not provide legal, tax, accounting, actuarial, or pension consulting advice or services.

Clearnomics® is the author this material and the legal entity responsible for the production of this 

publication.

_________________________________________________________

Copyright (c) 2025 Clearnomics, Inc. All rights reserved. The information contained herein has 

been obtained from sources believed to be reliable, but is not necessarily complete and its 

accuracy cannot be guaranteed. No representation or warranty, express or implied, is made as to 

the fairness, accuracy, completeness, or correctness of the information and opinions contained 

herein. The views and the other information provided are subject to change without notice. All 

reports posted on or via www.clearnomics.com or any affiliated websites, applications, or services 

are issued without regard to the specific investment objectives, financial situation, or particular 

needs of any specific recipient and are not to be construed as a solicitation or an offer to buy or sell 

any securities or related financial instruments. Past performance is not necessarily a guide to 

future results. Company fundamentals and earnings may be mentioned occasionally, but should 

not be construed as a recommendation to buy, sell, or hold the company's stock. Predictions, 

forecasts, and estimates for any and all markets should not be construed as recommendations to 

buy, sell, or hold any security--including mutual funds, futures contracts, and exchange traded 

funds, or any similar instruments. The text, images, and other materials contained or displayed in 

this report are proprietary to Clearnomics, Inc. and constitute valuable intellectual property. All 

unauthorized reproduction or other use of material from Clearnomics, Inc. shall be deemed willful 
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infringement(s) of this copyright and other proprietary and intellectual property rights, including 

but not limited to, rights of privacy. Clearnomics, Inc. expressly reserves all rights in connection 

with its intellectual property, including without limitation the right to block the transfer of its 

products and services and/or to track usage thereof, through electronic tracking technology, and 

all other lawful means, now known or hereafter devised. Clearnomics, Inc. reserves the right, 

without further notice, to pursue to the fullest extent allowed by the law any and all criminal and 

civil remedies for the violation of its rights.
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