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* In our view, the large Internet-related outperformers
within the US technology sector do not look overvalued
and in aggregate still offer upside potential.

+ We continue to be bullish on the global Information
Technology sector and still recommend Alphabet
(Google), Facebook and Microsoft.
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FAAMG: The music continues to play

We continue to be bullish on the global Information Tech-
nology (IT) sector, mainly due to our positive view on the
semiconductor and software sub-segments. Global IT is
benefiting from a macro environment, which is character-
ised by accelerating growth and rising rates that support
IT companies due to their low financial leverage and high
operating leverage. Global IT stocks are trading at a for-
ward P/E of around 18x, broadly in line with the sector’s
long-term historical valuation multiple average. As a re-
sult, we believe that the good growth perspectives of the
sector are not yet fully reflected at current levels.

Chart 1: IT valuation based on forward P/E

However, within the IT segment, we would like to take a
closer look at the FAAMG group (Facebook, Amazon,
Apple, Microsoft, Google). Those five stocks have been
the main performance drivers of the underlying IT and
consumer indices and now represent around 13% of the
S&P 500, roughly the same weighting as the US energy
sector.

A recession would be needed to trigger a bubble burst.

While we agree that the share price performance of the
FAAMG group may look like a bubble in the making, we
would stress the fact that bubbles only tend to burst when
the underlying market moves into a recession. According
to our economists, global growth should accelerate to-
wards the end of the year and stabilise at current levels in
2018. Leading indicators in all major regions around the
globe support this forecast and thus a recession looks
highly unlikely in the foreseeable future.

Chart 2: Performance history of financial bubbles
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Furthermore, we would argue that valuations are a much
more important factor in identifying bubbles than the

sheer asset price performance. While we agree that some
of those stocks trade on high multiples (e.g. Amazon and
Netflix trade on 60x and 130x forward P/E, respectively),
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we do not believe that this is true for the FAAMG group as
a whole, which trade at 21x forward earnings, a 20% pre-
mium to the S&P 500, which is broadly in line with the
long-term average of the IT sector relative to the S&P 500.
In addition, the free cash flow yield of the FAAMG group
of 4.1% is fully in line with the free cash flow yield of the
S&P 500.

Valuations of the FAAMG stock relative to the market and
IT peers are in line with long-term averages

The current P/E multiple of the FAAMG stocks looks ra-
ther undemanding relative to the 2-year forward valuation
multiple of the five largest US technology stocks in 2000
(see table 5). In aggregate, we would argue that we do not
yet see a valuation bubble in the FAAMG stocks.

Chart 3: FAAMG current valuation relative to the IT bubble
in 2000

Chart 4: Global technology forecast
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Furthermore, we would argue that valuation of growth
stocks must be evaluated in relation to the expected
growth rates, and the FAAMG group’s price/earnings to
growth ratio of 1.6 is well below the 2.2 of the S&P 500.
Moreover, the IT sector is currently the only sector in the
US that generates double-digit earnings growth on a sus-
tainable basis.

FAAMG offers structural growth in a period of general
growth scarcity within the developed world

The global economy is currently experiencing unprece-
dented technological change and, according to our as-
sessment, the FAAMG stocks rank among the major bene-
ficiaries of the secular shift towards disrupted change.
Against this background, one might argue that an even
higher valuation premium against the market could be
justified.
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Investment Conclusion

We maintain our Overweight rating on the global IT sector
as valuations are undemanding and growth perspectives
are very good. Within IT, we also keep our preference for
the semiconductor and software sub-segments. With re-
gard to the FAAMG stocks, we also have in aggregate a
positive view. We see no valuation bubble and assume
that the overall growth characteristics remain very strong.
Within the FAAMG segment, we maintain our preference
for Microsoft, Alphabet (Google) and Facebook, which are
all Buy-rated.

Corporate rating summary

Facebook (Buy, price/target: USD171.8/199)
Amazon (Hold, price/target: USD975.9/1,000)
Apple (Hold, price/target: USD157.1/160)
Microsoft (Buy, price/target USD78.86/83)
Alphabet (Buy, price/target: USD988.49/1,090)
Netflix (Hold, price/target: USD196.02/190)
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Rating system for global equity research (stock rating)

Buy Expected to outperform the regional industry group by at least 5% in the coming 9-12 months, unless otherwise stated.

Hold Expected to perform in line (+5%) with the regional industry group in the coming 9-12 months, unless otherwise stated.

Reduce Expected to underperform the regional industry group by at least 5% in the coming 9-12 months, unless otherwise
stated.
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stated.

Underweight Expected to underperform regional or global benchmark indices in the coming 9-12 months, unless otherwise stated.
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party content providers shall not be liable for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs,
expenses, legal fees or losses (including lost income or profits and opportunity costs) in connection with any use of their content, including ratings or
research. Credit and/or research ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell securities.
They do not address the market value of securities or the suitability of securities for investment purposes and should not be relied on as investment advice.
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