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Technology and the Magnificent Seven

MAG?7 still have a growth premium but narrower than a year ago

Our analysis on the Technology sector in the 2025 CROCI
Outlook focused on the Magnificent Seven (MAG7)", as well
as analysing the cheapest companies in the global IT sector.
Its key conclusions below still hold, based on our updated
analysis:

1) About half of MAG7's current valuation is attributable to
implied future growth, compared to about a third for our
broader US coverage (up from around a quarter),

2) the market implied cash return for MAG7 remains
significantly ahead of what MAG7 has delivered over the past
five years and

3) the cheapest quartile of the broader IT sector continues to
offer attractive valuation measured by Economic PE.

The impact of President Trump's tariff policies and other
geopolitics led to a volatile first half of 2025, but ultimately
did not affect the valuation of the Magnificent Seven. What
has changed is that the valuation of MAG7 stocks is at a much
lower premium (around 5%) to the rest of CROCI's US
coverage universe, compared to more than 20% at the
beginning of the year.

Concentrating on the concentration

High market concentration is still a hallmark of the US stock
market, a phenomenon which in large part reflects the impact
and size of the MAG7 companies.

The strong outperformance of mega-caps, especially in the
US, has been one of the most dominant equity phenomena
over the past few years. provides an updated analysis
of market concentration based on CROCI's entire global
coverage universe (excluding financials). The share of the top
decile by market cap of CROCI’s coverage universe is at its

IMagnificent Seven (MAG7) and Technology are often used
synonymously but it's worth remembering that only three of the
MAG7 are from the IT sector. Having said that, the driver of the core
businesses and their supply chain will likely find most overlap with

three-decade peak, even higher than during the TMT bubble
in the late 1990s. There is a similar story for cash returns.
Global aggregate cash returns are currently around 7%, but
for the top decile the number is close to 12%, with the
remaining coverage universe’s returns only at 4.7%.
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Source: DWS, CROCI. Aggregate data of companies in CROCI's global
non-financial coverage. The top decile is arrived at using the market
cap of the entire CROCI non-financial coverage universe. Data as
available on 16 June 2025.

Large cap bubble?

We also examine how far the market’s pricing of large caps
has become decoupled from economic reality. For the past
twenty years, we have defined companies as being in bubble
territory if the market is pricing more than 1.5x a company's
medium-term (preceding five years) profitability. We do not
explicitly take growth assumptions into account here.

The market-implied cash return of mega-caps is significantly
ahead of their average profitability over the past five years. At
an aggregate level, the market implied CROCI cash return of

the IT sector and hence for the purpose of this section, we will
continue to imply that the seven companies as part of the IT sector.
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the large caps is nearly 70% higher than the average of the
past five years, as Figure 2 below shows.

Figure 2: Largest 10% by market cap in bubble territory
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Source: DWS, CROCI. Data as available on 16 June 2025. Implied
CROCl is equal to EV/NCI times cost of capital. No assurance can be
given that any forecast, target or opinion will materialize.

Figure 3 provides regional breakdown of the total ex-financial
coverage compared to the companies in bubble territory in
terms of their market capitalisation. Unsurprisingly, our US
coverage accounts for nearly three-quarters of our ex-financial
coverage universe. However, that proportion jumps
significantly when we narrow down to the companies in
bubble territory.

The aggregate market cap of companies in bubble territory
accounts for more than half of the total market cap of the
companies in our ex-financial coverage universe.

Figure 3: Regional split of companies (based on market cap)
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Source: DWS, CROCI. Data as available on 31 May 2025. Bubble
represents the proportion of coverage in bubble territory (determined
as EV/NCI of 1.5x byr average CROCI).

Figure 4: Sectoral split of companies (based on market cap)

0% 20% 40% 60% 80%  100%
Ex-fin. Coverage 32% 13% 12% _
Bubble 39% 20% 6%

BT mCD mC'Ser mQthers

Source: DWS, CROCI. Data as available on 31 May 2025. Bubble
represents the proportion of coverage in bubble territory (determined
as EV/NCI of 1.5x byr average CROCI).

The three sectors that make up the MAG7 together account
for nearly two-thirds of the aggregate market cap of
companies in bubble territory. The share of IT and Consumer
Discretionary goes up in the bubble zone, while that of
Communication Services becomes half. For this reason, we
show the extent to which the MAG7 are in bubble territory in
Figure b.

MAG?7 in bubble yes, but with less fizz

Even though the MAG7 are in bubble territory by our
definition, the accompanying exuberance is not as acute as
we measured it to be in 2021. To put this into context, at the
end of 2021, the implied CROCI cash return was 90% higher
than the trailing five-year average CROCI cash return, and this
ratio now stands at less than 60%.

Figure 5: MAG7 in the bubble territory
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Source: DWS, CROCI. Data as available on 16 June 2025. Implied
CROCI is equal to EV/NCI times cost of capital. MAG7 or Magnificent
Seven includes seven largest companies by market capitalisation in
the CROCI US coverage universe. No assurance can be given that any
forecast, target or opinion will materialize.

In short, whilst there is still some exuberance in the valuation,
the correction in 2022 and the subsequent higher expected
growth-led recovery in 2023/24 resulted in reining in of the
bubble in the aggregate of the seven stocks.

Figure 6: Median MAG7 Total Returns (in share prices)
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Source: FactSet. Data as available on 16 June 2025. 2025

representation year to date total returns in 2025. MAG7 or
Magnificent Seven includes seven largest companies by market
capitalisation in the CROCI US coverage universe.

The muted year-to-date performance of the MAG7, on the
back of significant outperformance over the past two years,
leaves their aggregate valuation at a lower premium of

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a
recommendation. Past performance is not indicative of future returns. Forecasts are base d on assumptions, estimates, opinions and hypothetical

models that may prove to be incorrect.
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around 5% to the rest of CROCI’s US coverage universe, a far
cry from more than 20% at the beginning of the year.

This underlines the material relative improvement in earnings
expectations for the MAG7 (evident in Figure 7), which (in
spite of the outperformance in the preceding two years) has

made the seven stocks at an aggregate level only slightly
more expensive than our US non-financial coverage universe.

On a median basis, the MAG7 trades on an 2025e economic
PE of 41.7x vs the rest of CROCI's US coverage on 33.7x. This
higher PE multiple of MAG7 can be explained at least in part
by their higher potential growth rate.

Figure 7: MAG7 versus US ex MAG7 - current valuation versus LT average

MAG7 US Ex MAG7 US IT Ex MAG7
Valuation Summary
FY1 (2025) 10Y Avg FY1 (2025) 10Y Avg FY1 (2025) 10Y Avg

EV./NCI (x) 8.95x 8.99x 2.98x 2.74x 6.75x 5.00x
CROCI 23.4% 27.4% 8.2% 8.8% 14.3% 16.7%
Eco.PE 38.2 334 36.2 314 47.3 30.6
Acc. PE 315 28.1 22.8 20.1 32.3 21.4
Sales / GCI 0.75x 1.07x 0.61x 0.66x 0.75x 0.86x
CROCI CF Margin 40.9% 34.0% 20.9% 19.9% 32.3% 30.4%
Leverage 0% -3% 19% 22% 11% 15%
FCF yield (after SO) 1.9% 2.7% 3.3% 3.4% 2.6% 4.1%
Dividend yield 0.3% 0.6% 1.7% 2.1% 1.1% 1.6%
Cycl. Adj. growth (real) 11.9% 12.5% 2.0% 2.8% 2.7% 3.5%

Source: DWS, CROCI. Data as available on 20 June 2025. No assurance can be given that any forecast, target or opinion will materialize.

Growth priced in for MAG7 vis-a-vis that of US ex MAG7

Pivoting to the MAG7, we ask instead what growth they need
to deliver to justify their current valuations. The following
chart breaks down their current enterprise value into three
components: economic assets (our measure of their total
assets, including intangibles such as R&D); their profitability,
and finally an implied growth expectation component.

Figure 8: Decomposition of 2025e valuation
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Source: DWS, CROCI. Data as available on 16 June 2025. Aggregate
data of MAG7 or Magnificent Seven includes seven largest companies
by market capitalisation in the CROCI US coverage universe. US ex
MAG7 represents US non-financial CROCI coverage universe
excluding MAG7. No assurance can be given that any forecast, target
or opinion will materialize.

We estimate that about half of the current valuation of MAG7
is attributable to implied future growth, whereas less than
one-third of the current valuation of our non-financial US
coverage is based on growth expectations.

In short, ballooning growth expectations have been the key
driver behind the MAG7's sustained outperformance and
market premium (even though the number has decreased
somewhat for MAG7 and increased for US ex MAG7 since we
published our Outlook 2025 at the start of the year).

So how fast do they need to grow to justify the embedded
growth component of their current valuation? Given the fast
fades associated with high returning tech business, we have
modelled our embedded growth using a fixed five-year
starting point with the initial growth rate, and then assuming
a standard fade period down to a low steady state to
perpetuity. We solve for the initial growth rate.

Current valuations of MAG7 imply an initial earnings growth
(in real terms) of around 9.5% per annum over the first five
years of growth. Once five years of the fade are incorporated
then that number falls to 7.5% per annum annualized over 10
years.

The chart below shows the average annualized historical
growth for each period, compared to the market implied
number for the same period going forward, based on the
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outputs of our growth model. In summary, the required
growth rates are challenging - but nevertheless they are not
as high as what they have delivered in the past 5-10V.

Figure 9: MAG7 - Historical versus market-implied economic
earnings growth (CAGR, real) across different time frames
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Source: DWS, CROCI. Data as available on 20 June 2025. No
assurance can be given that any forecast, target or opinion will
materialize.

We have also broken out the decomposition for each of the
seven stocks. A wide dispersion of the embedded growth
becomes apparent, ranging from as low as 2% to as high as
74%. One stock is essentially priced with no growth at all,
while another is exactly in line with the US ex MAG7 equities
in terms of the growth component of its valuation. At the
other end of the scale, for one of the MAG7, a full three-
quarters of its current enterprise value cannot be justified
without future growth.

Figure 10: Decomposition of 2025e valuation for each of
the MAGY7 stocks
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Source: DWS, CROCI. Data as available on 16 June 2025. No
assurance can be given that any forecast, target or opinion will
materialize.

Material upgrades to 2025 economic earnings expectations

Both 2024e and 2025e consensus earnings saw material
upgrades over the course of the 2024. 2025e economic
earnings estimates for MAG7 have jumped 25% year to date,
while CROCI’s US coverage ex-MAG7 saw a 3% contraction
(Figure 11).

Figure 11: 2025e Eco. earnings evolution since Dec-23
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Source: DWS, CROCI. Data as available on 16 June 2025. Aggregate
data of MAG7 or Magnificent Seven includes seven largest companies
by market capitalisation in the US. US ex MAG7 represents US non-
financial CROCI coverage universe excluding MAG7. No assurance
can be given that any forecast, target or opinion will materialize.

Looking beyond MAGY to the cheapest IT quartile

MAG7 has certainly continued to steal the limelight in the
sector, but the broader IT sector in developed markets has
also been an important beneficiary of growing themes such
as cloud computing, smart mobility, generative Al, the
internet of things and 5G.

This has kept the CROCI cash returns high and has
contributed to stable growth prospects. For value investors, a
CROCI strategy driven by fundamental value investing does
offer an attractive value proposition—a basket of overlooked
stocks from the IT sector which offer genuinely attractive
economic value.

Figure 12: Economic Profit & Implied EP - Cheapest

Quartile (in DM IT Sector)
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Source: DWS, CROCI. Data as available on 16 June 2025. Aggregate
data of the cheapest quartile (based on 2025e economic PE) of the
CROCI's Developed Market IT sector. No assurance can be given that
any forecast, target or opinion will materialize.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a
recommendation. Past performance is not indicative of future returns. Forecasts are base d on assumptions, estimates, opinions and hypothetical
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This basket is made up of the cheapest quartile in the sector
and trades at 24.9x its 2025e Economic PE, nearly three-fifths
the DM IT sector multiple of 42.2x. It generates cash returns
of 16.7%, below the sector returns of 21.0% but nevertheless
solid and explained by higher capital investments on high-
growth themes.

Current market valuations imply significantly lower growth
relative to that of the IT sector. Consequently, the basket
offers an attractive FCF vyield of 5.3%, considerably higher
than the 2.6% offered by the broader sector.

Figure 13: Putting DM IT sector’s cheapest quartile into perspective

EV/NCI CROCI cash Ec. PE FCF Vield Div. Yield

return
Cheapest quartile in DM [T 3.9x 15.7% 24.9x 5.3% 1.7%
Total CROCI coverage (DM non-financials) 2.7x 7.4% 36.7x 3.0% 1.6%
DM IT sector 8.9x 21.0% 42.2x 2.6% 0.7%
MAG7 9.0x 23.4% 38.5x 1.9% 0.3%

Source: DWS, CROCI. Data as available on 16 June 2025. Cheapest quartile represents data of the cheapest quartile (based on 2025E economic
PE) of the CROCI's Developed Market IT sector. No assurance can be given that any forecast, target or opinion will materialize.

Figure 14: Regional split of companies (based on market cap)
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Source: DWS, CROCI. Data as available on 16 June 2025. DM IT
coverage refers to our Information Technology coverage within the
Developed Markets. The aggregate market cap of the 21 companies
in the cheapest quartile is 6.2% of the aggregate market cap of the
entire IT sector coverage within the DM region (83 companies).

Figure 15: Sectoral split of companies (based on market cap)
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Source: DWS, CROCI. Data as available on 16 June 2025. DM IT
coverage refers to our Information Technology coverage within the
Developed Markets.

Figure 14 provides the regional breakdown of the CROCI DM
IT sector coverage compared to the companies in the
cheapest IT quartile in terms of their market capitalisation.

US companies account for more than 90% of our IT sector
coverage universe within DM. However, that proportion drops
to about three-quarters when we narrow down the focus to
the cheapest quartile within the sector, as some of the mega-
caps are removed from consideration. The market cap share
of companies from Japan increases to take its place amongst
the cheapest IT companies.

There is also a high proportion of semiconductors in the
cheapest quartile, and a sharp reduction in the proportion of
software companies relative to the broader IT sector.

The Japanese companies (especially the two within the
Software subsector) and the majority of the Semiconductors
in the basket managed to generate strong performance year-
to-date. The Tech Hardware space has been the weakest of
the three so far.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a
recommendation. Past performance is not indicative of future returns. Forecasts are base d on assumptions, estimates, opinions and hypothetical

models that may prove to be incorrect.
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Important Information

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they operate their business
activities. The respective legal entities offering products or services under the DWS brand are specified in the respective
contracts, sales materials and other product information documents. DWS, through DWS Group GmbH & Co. KGaA, its
affiliated companies and its officers and employees (collectively “DWS”) are communicating this document in good faith and
on the following basis.

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any
investor. Before making an investment decision, investors need to consider, with or without the assistance of an investment
adviser, whether the investments and strategies described or provided by DWS Group, are appropriate, in light of their
particular investment needs, objectives and financial circumstances. Furthermore, this document is for information/discussion
purposes only and does not constitute an offer, recommendation or solicitation to conclude a transaction and should not be
treated as giving investment advice.

The document was not produced, reviewed or edited by any research department within DWS and is not investment research.
Therefore, laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ
from the opinions expressed by other legal entities of DWS or their departments including research departments.

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication.
This marketing communication is neither subject to all legal provisions ensuring the impatrtiality of financial analysis nor to any
prohibition on trading prior to the publication of financial analyses.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions,
estimates, projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed
constitute the author's judgment as of the date of this document. Forward looking statements involve significant elements of
subjective judgments and analyses and changes thereto and/ or consideration of different or additional factors could have a
material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results contained
herein. No representation or warranty is made by DWS as to the reasonableness or completeness of such forward looking
statements or to any other financial information contained in this document. Past performance does not predict future returns.

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee
the accuracy, completeness or fairness of such information. All third party data are copyrighted by and proprietary to the
provider. DWS has no obligation to update, modify or amend this document or to otherwise notify the recipient in the event
that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently
becomes inaccurate.

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and
loss of income and principal invested. The value of investments can fall as well as rise and you might not get back the amount
originally invested at any point in time. Furthermore, substantial fluctuations of the value of any investment are possible even
over short periods of time. The terms of any investment will be exclusively subject to the detailed provisions, including risk
considerations, contained in the offering documents. When making an investment decision, you should rely on the final
documentation relating to any transaction.

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve
a number of assumptions which may not prove valid. DWS or persons associated with it may (i) maintain a long or short
position in securities referred to herein, or in related futures or options, and (ii) purchase or sell, make a market in, or engage
in any other transaction involving such securities, and earn brokerage or other compensation.

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and
lawyers regarding the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and
strategies suggested by DWS. The relevant tax laws or regulations of the tax authorities may change at any time. DWS is not
responsible for and has no obligation with respect to any tax implications on the investment suggested.

This document may not be reproduced or circulated without DWS written authority. The manner of circulation and distribution
of this document may be restricted by law or regulation in certain countries, including the United States.

This document is not directed to, or 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, including the United States, where such distribution, publication,
availability or use would be contrary to law or regulation or which would subject DWS to any registration or licensing
requirements.

© 2025 DWS International GmbH

Issued in the UK by DWS Investments UK Limited which is authorised and regulated by the Financial Conduct Authority
(Reference number 429806).

© 2025 DWS Investments UK Limited

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not
been reviewed by the Securities and Futures Commission.

© 2025 DWS Investments Hong Kong Limited
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In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been
reviewed by the Monetary Authority of Singapore.
© 2025 DWS Investments Singapore Limited

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and the
content of this document has not been reviewed by the Australian Securities Investment Commission.
© 2025 DWS Investments Australia Limited

For Investors in Taiwan: This document is distributed to professional investors only and not others. Investing involves risk.
The value of an investment and the income from it will fluctuate and investors may not get back the principal invested. Past
performance is not indicative of future performance. This is a marketing communication. It is for informational purposes only.
This document does not constitute investment advice or a recommendation to buy, sell or hold any security and shall not be
deemed an offer to sell or a solicitation of an offer to buy any security. The views and opinions expressed herein, which are
subject to change without notice, are those of the issuer or its affiliated companies at the time of publication. Certain data used
are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not guaranteed and
no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction or
transmission of the contents, irrespective of the form, is not permitted

UK Compliance Approval Number: 25-079
CRC: 106621 (July 2025)
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