
PERSPECTIVES

Are Megacaps Boring And Predictable?
It’s a common refrain among investors – why bother investing in large cap stocks? The notion is that these enormous, 
highly analyzed companies are so well followed that they are unlikely to pose much in the way of earnings surprises, 
and are not a worthwhile investment universe for individual investors.  Sounds reasonable enough, but is this really 
true?  As a simple test, consider an individual investing $1,000 at the start of 2015.  This person splits her money 
equally into the 10 largest stocks in the S&P 500 Index on January 1st, buying a basket of household names that 
includes Apple, ExxonMobil, Johnson & Johnson and Walmart.  At the outset, the investor takes a scan of what Wall 
Street analysts expect for this basket of holdings: they figure that her $1,000 investment should garner $64.61 in 
earnings for the year.  

At this point, our investor moves on to other matters and only revisits her account at year end.  On December 31st 
she calculates what her $1,000 investment actually ended up earning for the year, and gets a figure of $62.22.  Wall 
Street’s finest were about 4% overly optimistic at the outset, but did a pretty good job overall.  There were some 
differences on selected holdings – they were overly dour on Apple and too enthusiastic about Google, for example – 
but in aggregate they were about as accurate as one could reasonably expect.

But what about the value of her portfolio?  One might think, given that the earnings for this basket barely budged 
over the course of 2015, that the market value of these companies did not change much either.  As it turns out, 
however, our investor’s $1,000 investment swung substantially over the course of the year, dipping down to $895 
during the summer, and rising as high as $1,050 close to year end – a swing of 17% from high to low.  
 

Expected Actual Range

Megacap Earnings $64.61 $62.22 3.9%

High Low Range

Portfolio Value $1,050 $895 17.3%
  Source: FactSet

What gives? Did the underlying value of industry heavyweights like JP Morgan and General Electric really vary by 
17% over the course of 2015?   How can this even be possible for this collection of megacap corporations, highly 
scrutinized by countless analysts and investors? The answer is that, as is the case in every year, over the course of 2015 
investors changed their views on these stocks far more dramatically than any real change in the underlying value of 
the companies.   

The common suggestion that well-covered blue chip stocks offer little investment potential ignores the fact the 
markets are still driven by human behaviour.  This relates to the classic Ben Graham quote that the market is a voting 
machine in the short term, but a weighing machine in the long run.  Changing perceptions, even on the largest 
companies in the world, often creates investment opportunities over the course of a year for investors with a longer 
term approach.
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