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The Investment Engineers

- The Mag 7- may shape the benchmark, but not necessarily outperformance
Systematic, benchmark-aware investing can keep single stocks in check
Robeco Active Quant strategies target alpha across the entire market

Over the past five years, global equity markets have seen an extraordinary acceleration in concentration,
leaving market performance increasingly driven by just a handful of companies. While much discussed, little
can be done by investors to mitigate the impact of these mega-cap stocks on market beta. However, we
believe investors can ensure that this influence does not also dominate alpha. In this article, we explain how
Robeco’s Active Quant strategies are benchmark-aware approaches designed so that alpha is not excessively
influenced by just a few names.

As of November 2025, the so-called Magnificent Seven stocks have ballooned to more than a quarter of the entire

MSCI World index. The rise in concentration has been steady, but the narrative surrounding it has not, starting with
the name. While the ‘Magnificent Seven’ now feels like a universally accepted label, the term itself only entered the
market vocabulary in 2023.

Over the past decade, this small, evolving cohort of dominant companies has been rebranded repeatedly — from
FANG, to FAANG, FAANG+, MAMAA, Magnificent Seven, and even BATMMAAN — each acronym attempting to
capture the prevailing market story of the moment.z And those stories have shifted just as often, from the
platform-economy boom to the impact of quantitative easing, and from the COVID-driven digital acceleration to
most recently the surge in Al enthusiasm. Yet despite the changing names and narratives, one constant has
remained: the sheer scale of these firms and the outsized influence they continue to exert on global equity
markets.

This illuminates two clear points for investors. Firstly, the influence of these groups on overall market direction is
impossible to ignore. Secondly, the composition of the dominant group is not set in stone. For example, today
these companies are widely perceived to have one or more of the capabilities required to shape the
commercialization of Al, such as data advantages, infrastructure scale, semiconductor leadership, and research,
and that the market is rewarding the perceived strategic advantages for these companies unanimously. Yet
despite this homogeneous narrative, the reality of their share price movements is less clear-cut. As we show in
Figure 1, in the past two years these stocks correlate less with each other than with broad market indices.

1 The Magnificent 7 refers to Alphabet (A and C shares), Amazon, Apple, Meta Platforms, Microsoft, Nvidia, and Tesla

2 FANG initially comprised Facebook (now Meta), Amazon, Netflix, and Google (A and C shares, now Alphabet). FAANG added Apple, while FAANG+ referred to
FAANG plus additional large-cap technology stocks such as Microsoft or Tesla (with definitions varying across sources). MAMAA consists of Meta, Apple,
Microsoft, Amazon, and Alphabet. BATMMAAN extends the Magnificent 7 by adding Broadcom to this cohort.
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Figure 1 - Correlation of mega-cap stocks over the past two years
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Source: Robeco, Bloomberg. The figure shows the correlation in daily returns in the two years, October 2023 to October 2025, for the
‘Magnificent Seven’, the MSCI World Index, and the S&P 500 Index. For illustrative purposes only.

Notwithstanding the lack of correlation among these mega-cap stock prices, the composition of major developed
market indices, such as the MSCI World Index, is a stark reflection of the prevailing narrative, as depicted in Figure
2. Such an acceleration is rarely seen outside of periods of high euphoria. In practical terms, fewer stocks now
drive a greater share of total market absolute performance, with the effective Ns decreasing from more than 300 in
2005 to just 84 in October 2025. Expressed differently: the market may contain thousands of listed companies, but
the experience of owning the index has increasingly resembled owning just a few.

Figure 2 - Weight of Magnificent Seven stocks in the MSCI World Index
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Source: Robeco, LSEG. The figure shows the cumulative weight of the Magnificent Seven stocks in global developed markets. The Magnificent

Seven comprise Alphabet (A & C shares), Amazon, Apple, Meta Platforms, Microsoft, Nvidia, and Tesla. Global developed markets are
represented by the MSCI World Index. The sample period covers October 2005 to October 2025. For illustrative purposes only.

3 Effective N is calculated as the inverse of the Herfindahl-Hirschman Index (HHI) for portfolio weights, where HHI is the sum of the squared stock weights. For
instance, in a portfolio of 100 stocks with equal weights, the effective N would be 100. In contrast, if a single stock dominated 99.9% of a 100-stock portfolio, the
effective N would be closer to 1.
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Walking the tightrope of concentrated leadership

It cannot be denied that these companies have reached a size where they are key drivers of market beta and will
remain so, at least for the foreseeable future. The real question is whether an investor's alpha must also be
dictated by this same small group. When such a small group of stocks contributes so meaningfully to index
returns, large relative positions in aggregate — either overweight or underweight — can become the primary drivers
of whether a strategy outperforms or underperforms.

This dynamic places a spotlight on just a handful of companies, elevating them from important beta drivers to
potentially relative performance-defining outcomes. For many active strategies it has concentrated both
opportunity and risk in a way that challenges the foundations of diversification, with significant implications.+
Some investors embrace the growth narratives and the secular tailwinds that underpin them. Others caution
against valuations that appear to price in near-perfect execution and overspending on Al-related capital
expenditure.

As a result, passive investors might worry about how long these stocks will continue to dominate, while investors
in benchmark-agnostic active approaches might worry about missing out. Both perspectives are reasonable. Here,
history offers relevant parallels. As depicted in Figure 3, during the late-1990s technology bubble, a similar
concentration of market leadership (but to a lesser extent) produced exceptional short-term returns in stocks such
as Cisco Systems, Intel Corporation, Microsoft Corporation, Vodafone Group, Nokia Corporation, International
Business Machines (IBM), and Lucent Technologies - before valuations corrected and index leadership broadened
again.

Figure 3 - Weight of 7 largest tech-related stocks in the MSCI World Index pre- and post-dotcom bubble
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Source: Robeco, LSEG. The figure shows the cumulative weight of the seven tech-related stocks among the 10 largest global developed market
stocks at the end of March 2000. The three stocks not included are General Electric, Exxon Mobil, and Citigroup. Global developed markets are
represented by the MSCI World Index. Before 2001, the FTSE World Developed Index is used. The sample period covers April 1990 to March
2010. For illustrative purposes only.

Regardless of which perspective an investor takes, the challenge remains the same: timing. Periods of heightened
market concentration rarely unwind on a predictable schedule, and leadership at the top of the index is not static.

This dynamism adds another layer of complexity: even if one were to anticipate a reversal in market leadership, it
is far from obvious which companies might lead or lag in the years ahead.

4 See also Blitz, D., 2025, "What increased index concentration means for active investors”, Robeco article.
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For investors positioning against current leaders in anticipation of mean reversion, the risk is that the momentum
extends and persists longer than valuation models might suggest, leading to a persistent relative performance
drag. Yet leaning heavily into the winners is equally problematic. Concentrated overweight positions can amplify
portfolio risk and create uncomfortable exposure to a narrative that could shift quickly, especially if earnings
momentum slows, policy environments change, or business models are disrupted. History shows that reversals
often occur not gradually, but abruptly — and after prolonged periods where it was claimed, “This time is different.”

Solution: a benchmark-aware quant approach targeting consistent, diversified alpha

At Robeco, we offer a third path. Instead of needing to choose between betting on or against how this
concentration will evolve, an investor can opt for a benchmark-aware strategy that systematically takes risk across
the entire spectrum of equity markets, positioning relative to the benchmark rather than independent of it.

Robeco's Active Quant strategies are built on precisely this philosophy. By using the benchmark as the starting
point, we take many small under and overweight positions across the entire universe. This allows investors to seek
alpha without the relative risk being overly influenced by the distribution of the benchmark. Robeco’s stock
selection model utilizes a broad range of systematic return drivers: focusing on long-term fundamentals such as
value and guality; dynamic measures such as momentum and earnings revisions; and short-term signals that
respond to recent shifts in market tone. By drawing from multiple return drivers, the strategy is designed to adapt
to changing market environments and avoid overreliance on any single style.

Using a combination of proprietary risk modelling and constraints, we maintain benchmark-aware positioning at
the stock, sector, and country levels to help ensure that no single exposure overwhelms the portfolio, keeping the
focus on diversified return drivers rather than large individual active positions. Instead, the strategy aims to
identify the most promising stocks across the entire market.

The resulting portfolio comprises hundreds of positions, each contributing only modestly to overall active risk and
return, thus accessing a broad, diversified source of potential alpha without relying on large active positions to the
market's dominant beta drivers of the day. The goal is not to win by making a few bold calls; it is to accumulate
incremental excess returns through diversified stock selection.

Result: alpha from breadth, not concentration

While Robeco's Active Quant strategies take active, benchmark-aware positions relative to the Magnificent Seven
stocks, the majority of alpha in the strategy typically has been generated by the hundreds of smaller positions
across the broader market — positions which are informed by the underlying stock selection model and disciplined
portfolio construction. In other words, our approach is designed for 7,000 stocks, not 7. This is the core strength of
a systematic, benchmark-aware approach: returns are accumulated through breadth rather than concentrated
bets. It is the cumulative contribution of many moderate, active positions that delivers outperformance.

Another way to illustrate this dynamic is through the composition of active share. While Robeco's Active Quant
strategies do take active positions in the Magnificent Seven, their portion of the total active share typically has
been meaningfully less than their share of the benchmark index’s market capitalization. Most of the differentiation
— and therefore the bulk of the potential to generate alpha — comes from the broader, diversified set of stock-
specific positions across the investable universe.

This balance is intentional. By ensuring that no single group of companies dominates the active risk budget, the
Active Quant strategies seek to avoid the binary outcomes associated with concentrated bets. Instead, they aim to
build alpha in a stable, incremental fashion. The benchmark-aware design keeps the portfolio aligned with the
market environment, while the systematic alpha engine seeks opportunities wherever they emerge — including the
growing set of companies that are also benefiting from themes such as Al and that lie far beyond the familiar
names at the very top of the index. In short, our experience demonstrates that meaningful and consistent alpha
can be achieved not by leaning harder into market concentration, but by navigating around it with diversification,
discipline, and breadth.
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Takeaway: why this matters for portfolios today

The Magnificent Seven stocks do matter of course — they are very large, strategically important companies that
have shaped index returns over the past few years. They are too big and too important to be ignored, nor should
they be. Their scale and influence mean they must be managed thoughtfully within any diversified portfolio. As we
have seen, the core question is how.

When a numerically small cluster of firms becomes so dominant, the risk is that not just beta, but alpha can
become defined by them — either through concentrated overweight positions in aggregate in pursuit of
outperformance or through large underweights in aggregate in anticipation of mean reversion. Both paths raise the
stakes and increase the likelihood that performance becomes tied to a single narrative.

Robeco’s Active Quant approach offers an alternative. By maintaining disciplined active positioning in the index
heavyweights while spreading the active risk budget across a wide opportunity set, it seeks to ensure that the
contribution of the Magnificent Seven stocks does not overwhelm the excess return profile. Alpha can come from
diversified positions across the long tail of the market — the hundreds of companies whose stories and
fundamentals are not already explicitly priced into every conversation.

This is why we believe the “long tail of opportunity” matters. It allows investors to participate sensibly in today’s
market leaders, without becoming dependent on them. It enables portfolios to remain resilient if leadership shifts
tomorrow. And it means that consistent alpha does not require making bold calls on the most visible companies.
Instead, it can be built steadily, across breadth. In a market where so much attention is focused on the few, this
approach redirects the lens to the many. The Magnificent Seven stocks may shape the index, but they do not have
to define an investor's relative returns.
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Important Information

Robeco Institutional Asset Management B.V. (Robeco B.V.) has a license as manager of Undertakings for Collective Investment in
Transferable Securities (UCITS) and Alternative Investment Funds (AIFs) (“Fund(s)") from The Netherlands Authority for the

Financial Markets in Amsterdam. This document is solely intended for professional investors, defined as investors qualifying as
professional clients, who have requested to be treated as professional clients or who are authorized to receive such information under
any applicable laws. Robeco B.V and/or its related, affiliated and subsidiary companies, ("‘Robeco”), will not be liable for any damages
arising out of the use of this document. The contents of this document are based upon sources of information believed to be

reliable and comes without warranties of any kind. Any opinions, estimates or forecasts may be changed at any time without prior
notice and readers are expected to take that into consideration when deciding what weight to apply to the document’s contents.

This document is intended to be provided to professional investors only for the purpose of imparting market information as interpreted
by Robeco. It has not been prepared by Robeco as investment advice or investment research nor should it be interpreted as such and it
does not constitute an investment recommendation to buy or sell certain securities or investment products and/or to adopt any
investment strategy and/or legal, accounting or tax advice. All rights relating to the information in this document are and will remain
the property of Robeco. This material may not be copied or used with the public. No part of this document may be reproduced

or published in any form or by any means without Robeco's prior written permission. Investment involves risks. Before investing, please
note the initial capital is not guaranteed. This document is not directed to, nor intended for distribution to or use by any person or entity
who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution,

document, availability or use would be contrary to law or regulation or which would subject Robeco B.V. or its affiliates to any
registration or licensing requirement within such jurisdiction.

Additional Information for US investors

This document may be distributed in the US by Robeco Institutional Asset Management US, Inc. ("Robeco US"), an investment adviser
registered with the US Securities and Exchange Commission (SEC). Such registration should not be interpreted as an endorsement or
approval of Robeco US by the SEC. Robeco B.V. is considered “participating affiliated” and some of their employees are “associated
persons” of Robeco US as per relevant SEC no-action guidance. Employees identified as associated persons of Robeco US perform
activities directly or indirectly related to the investment advisory services provided by Robeco US. In those situations, these individuals
are deemed to be acting on behalf of Robeco US. SEC regulations are applicable only to clients, prospects and investors of Robeco US.
Robeco US is wholly owned subsidiary of ORIX Corporation Europe N.V. (“ORIX"), a Dutch Investment Management Firm located in
Rotterdam, the Netherlands. Robeco US is located at 230 Park Avenue, 33rd floor, New York, NY 10169.

Additional Information for investors with residence or seat in Canada

No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits of
the securities described herein, and any representation to the contrary is an offence. Robeco Institutional Asset Management B.V.
is relying on the international dealer and international adviser exemption in Quebec and has appointed McCarthy Tétrault LLP as
its agent for service in Quebec.
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