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Introduction

For generations, large cap U.S. stocks have served as the foundation of
diversified portfolios, offering a blend of growth, stability, and income
that few other asset classes can match.

What Are Large Cap Stocks?

Large cap stocks are shares of companies with a market capitalization of
$10 billion or more. These are the household names—think Apple,
Microsoft, Amazon, and Johnson & Johnson—that dominate their
industries and, increasingly, the stock market itself. Their size often means
established business models, global reach, and the financial muscle to
weather economic storms. Many also offer dividends, which can provide
a steady stream of income for investors and help offset volatility over
time3.

2024: A Banner Year, But With a Narrow Base

The S&P 500, the most widely used benchmark for large cap U.S. stocks,
surged 25.0% in 2024, following a similarly robust 26.3% gain in

2023. These back-to-back years of 20%+ returns are rare—seen only a
handful of times in modern market history—and have left many investors
optimistic, if somewhat cautious, about the path ahead.

But beneath these headline numbers, the story is more nuanced. The
market’s gains have become increasingly concentrated among a small
group of mega-cap technology stocks, often referred to as the
“Magnificent Seven” (Alphabet, Amazon, Apple, Meta, Microsoft, NVIDIA,
and Tesla). In 2024, this group returned an average of nearly 67%, with
NVIDIA alone soaring 171%. These seven companies now account for over
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a third of the S&P 500’s total market value—a dramatic increase from just
a decade ago.

This concentration means that while the S&P 500 (a market-cap weighted
index) posted stellar results, the average large cap stock lagged behind.
For example, the S&P 500 Equal Weight Index, which gives each company
the same importance, returned just 10-11% in 2024 —less than half the
return of the standard S&P 500.

Historical Returns and Risk

Over the long run, large cap stocks have delivered strong returns,
averaging about 10% per year since the late 1920s (including dividends).
Over the past decade, the S&P 500 has returned 244%, far outpacing mid-
cap and small-cap stocks. However, these returns come with volatility. In
2022, for instance, the S&P 500 fell more than 18% as inflation and
interest rate fears gripped markets.

The Role of Large Caps in a Portfolio

Large cap stocks are often considered the “core” of a diversified
investment strategy. Their size and stability make them less risky than
smaller companies, but their growth potential —especially in technology
and consumer sectors—remains attractive. Many experts recommend
that large caps comprise 30—60% of an equity portfolio, with the exact
percentage depending on your age, risk tolerance, and investment goals.

Large caps also tend to be more resilient during economic downturns.
Their ability to generate cash, pay dividends, and adapt to changing
conditions can help cushion portfolios during bear markets. However, as
2024 showed, relying too heavily on a handful of companies or sectors
can introduce its own risks, especially if market leadership shifts or
regulatory pressures mount.

Why Funds and ETFs Are the Best Way to Own Large Caps

Given the increasing concentration of returns and the difficulty of
consistently picking winners, most investors are best served by owning
large cap stocks through low-cost mutual funds or ETFs. These funds
provide instant diversification, professional management, and exposure



to all the major players—without the need to guess which stock will be
next year’s superstar.

For example, a single share of an S&P 500 index fund gives you ownership
in 500 of America’s largest companies, weighted by their market value.
This approach captures both the upside of market leaders and the
stability of established firms across all sectors. It also minimizes the risk of
catastrophic loss from any one company’s misfortune—a key advantage
over holding individual stocks.

Risks and Considerations

While large cap stocks are generally less volatile than smaller companies,
they are not immune to risk. High valuations, as seen at the end of 2024,
can make the market more vulnerable to shocks, whether from interest
rate changes, geopolitical tensions, or disappointing earnings. The heavy
concentration in a few mega-cap names also means that any stumble by
these giants could have an outsized impact on index returns.

Moreover, periods of strong performance are often followed by more
modest returns, especially when starting valuations are high. Investors
should temper expectations and avoid chasing recent winners, instead
focusing on long-term discipline and diversification.

Points to Remember

Large cap stocks, especially as represented by the S&P 500, have
delivered strong long-term returns but can experience significant volatility
in the short run.

Recent gains have been driven by a small group of mega-cap technology
stocks, increasing market concentration and potential risk.

Owning large caps through mutual funds or ETFs is the most effective way
to achieve broad diversification and reduce single-stock risk.

A balanced portfolio should include large caps as a core holding, but not
to the exclusion of other asset classes or company sizes.

High valuations and market concentration warrant caution and reinforce
the need for diversification and a long-term perspective.
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