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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. 

 

 

Patrik Lang, CFA 

+41 (0)58 886 2649, patrik.lang@juliusbaer.com  

Michael Studer, PhD 

+41 (0)58 88 87378, michael.studer@juliusbaer.com  

 

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 

 
Source: Datastream, Julius Baer 

 

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 

 
Source: Datastream, Julius Baer 

 

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 

 
Source: Datastream, Julius Baer  

 

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.  

 

Chart 4: Global technology forecast 

 
Source: Datastream, Julius Baer 

 

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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Analyst certification 
The analysts hereby certify that views about the companies discussed in this report accurately reflect their personal view about the companies and securi-

ties. They further certify that no part of their compensation was, is, or will be directly or indirectly linked to the specific recommendations or views in this 

report. 

  

Methodology 
Please refer to the following link for more information on the research methodology used by Julius Baer analysts:  

www.juliusbaer.com/research-methodology 

 

Structure 

References in this publication to Julius Baer include subsidiaries and affiliates. For additional information on our structure, please refer to the following 

link:  

www.juliusbaer.com/structure 

  

Price information 
Unless otherwise stated, the price information reflects the closing price of the previous trading day. 

  

Disclosure 
No specific disclosures 

  

Equity research 

  

Frequently used abbreviations  

CAGR Compound annual growth  

rate 

EPS Earnings per share P/B Price-to-book value 

DCF Discounted cash flow EV Enterprise value P/E Price-to-earnings ratio 

EBIT Earnings before interest and 

taxes 

FCF Free cash flow PEG P/E divided by year-on-year EPS 

growth 

EBITDA Earnings before interest, taxes, 

depreciation and amortisation 

MV Market value ROE Return on equity 

Consensus 

rating 

Consensus rating indicates the 

analysts' opinions on the security. 

It shows the number of analysts 

covering the security and the 

breakdown between Buy, Hold 

and Sell ratings. 

Consensus 

target 

The consensus target is the 

average price to which analysts 

expect the security to rise. 

FY Fiscal year 

  

Equity rating allocation as of 25/10/2017 

Buy 29.89% Hold 66.86% Reduce 3.26% 

  

Equity recommendation history 
Please refer to the following link for more information on the current and 12-month historical investment recommendations made in relation to equities 

covered by Julius Baer Research. 

www.juliusbaer.com/recommendation-history  

  

Julius Baer does not provide investment banking services to the companies covered by Research. 

  

https://www.juliusbaer.com/global/en/investment-recommendation-history/equities/
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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. 

  

Frequency of equity rating updates 
An update on Buy-rated equities will be provided on a quarterly basis. An update for Hold and Reduce-rated equities will be provided semi-annually or on 

an ad-hoc basis.  

  

Risk rating system for global equity research (stock rating) 
The risk rating (High/Medium/Low) is a measure of a stock’s expected volatility and risk of losses in case of negative news flow. This non-quantitative 

rating is based on criteria such as historical volatility, industry, earnings risk, valuation and balance sheet strength. 

  

Strategy research 

  
Countries, sectors and investment styles are rated “overweight”, “neutral” or “underweight”. These ratings are based on our expectations for relative 

performance versus regional and global benchmark indices. 

Overweight Expected to outperform regional or global benchmark indices in the coming 9-12 months, unless otherwise stated. 

Neutral Expected to perform in line with regional or global benchmark indices in the coming 9-12 months, unless otherwise 

stated. 

Underweight Expected to underperform regional or global benchmark indices in the coming 9-12 months, unless otherwise stated. 

  

Equity investments are divided into three different risk segments. Risk here is defined as the historical five-year volatility based on 

monthly returns in CHF. Based on the data of all segments considered (developed markets, emerging markets, global sectors, investment styles) the 

following distinction is made: 

Conservative Investments whose historical volatility is in the bottom quartile of the universe described above. 

Medium Investments whose historical volatility is in the middle two quartiles of the universe described above. 

Opportunistic Investments whose historical volatility is in the top quartile of the universe described above. 

  

  

DISCLAIMER 

  
General: The information and opinions expressed in this publication were produced as of the date of writing and are subject to change without notice. This 

publication is intended for information purposes only and does not constitute an offer or an invitation by, or on behalf of, Julius Baer to buy or sell any 

securities or related financial instruments or to participate in any particular trading strategy in any jurisdiction. Opinions and comments of the authors 

reflect their current views, but not necessarily of other Julius Baer entities or any other third party. Other Julius Baer entities may have issued, and may in 

the future issue, other publications that are inconsistent with, and reach different conclusions from, the information presented in this publication. Julius 

Baer assumes no obligation to ensure that such other publications are brought to the attention of any recipient of this publication. 

Suitability: Investments in the asset classes mentioned in this publication may not be suitable for all recipients. This publication has been prepared with-

out taking account of the objectives, financial situation or needs of any particular investor. Before entering into any transaction, investors should consider 

the suitability of the transaction to individual circumstances and objectives. Any investment or trading or other decision should only be made by the client 

after a thorough reading of the relevant product term sheet, subscription agreement, information memorandum, prospectus or other offering document 

relating to the issue of the securities or other financial instruments. This publication should not be read in isolation without reference to the full research 

report (if available) which may be provided upon request. Nothing in this publication constitutes investment, legal, accounting or tax advice, or a repre-

sentation that any investment or strategy is suitable or appropriate to individual circumstances, or otherwise constitutes a personal recommendation to 

any specific investor. Any references to a particular tax treatment depend on the individual circumstances of each investor and may be subject to change 

in the future. Julius Baer recommends that investors independently assess, with a professional advisor, the specific financial risks as well as legal, regulato-

ry, credit, tax and accounting consequences. 

Information / forecasts referred to: Although the information and data herein are obtained from sources believed to be reliable, no representation is 

made that the information is accurate or complete. In particular, the information provided in this publication may not cover all material information on the 

financial instruments or issuers of such instruments. Bank Julius Baer & Co. Ltd., its subsidiaries and affiliated companies do not accept liability for any 

loss arising from the use of this publication. Important sources for the production of this publication are e.g. national and international media, information 

services (e.g. Thomson Reuters, Bloomberg Finance L.P.), publicly available databases, economic journals and newspapers (e.g. Financial Times, Wall 

Street Journal), publicly available company information, publications of rating agencies. Ratings and appraisals contained in this publication are clearly 

marked as such. All information and data used for this publication relate to past or present circumstances and may change at any time without prior no-

tice. Statements contained in this publication regarding financial instruments or issuers of financial instruments relate to the time of the production of this 

publication. Such statements are based on a multitude of factors which are subject to continuous change. A statement contained in this publication may, 

thus, become inaccurate without this being published. Potential risk regarding statements and expectations expressed in this publication may result from 

issuer specific and general (e.g. political, economic, market, etc.) developments. 

Risk: The price and value of, and income from investments in any asset class mentioned in this publication may fall as well as rise and investors may not 

get back the amount invested. Risks involved in any asset class mentioned in this publication may include but are not necessarily limited to market risks, 

credit risks, currency risks, political risks and economic risks. Investments in emerging markets are speculative and may be considerably more volatile than 

investments in established markets. Past performance is not a reliable indicator of future results. Performance forecasts are not a reliable indica-

tor of future performance. The Julius Baer fixed-income ratings apply exclusively to bonds of the specific issuer ranked senior unsecured or 

higher. They are therefore not valid for debentures junior to the mentioned ranking unless mentioned explicitly. Particular risks in connection 

with specific investments featured in this publication are disclosed prominently hereinabove in the text of this publication. Any investment should only be 

made after a thorough reading of the current prospectuses and/or other documentation/information available. 

Conflicts of interest: We are required to disclose important information about our interests and potential conflicts. In order to prevent conflicts of inter-
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est from adversely affecting the interests of its clients, Julius Baer has implemented the necessary organisational and administrative arrangements to 

manage conflicts of interests. Julius Baer's arrangements include putting in place information barriers that ensure the separation of its research depart-

ments from other areas of the business so that no other area of the business will know the contents of any planned research until the research has been 

distributed to clients. Adherence to these procedures is monitored by the Julius Baer Compliance Department. Unless explicitly stated in this publication, 

its information and analysis has not been disclosed to the issuer of the securities referred to herein or a Julius Baer entity before the publication has been 

published or disseminated. 
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External Asset Managers/External Financial Advisors: In case this research publication is provided to an External Asset Manager or an External Finan-

cial Advisor, Julius Baer expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Advisor and is made available to 

their clients and/or third parties. By receiving any research publication the External Asset Managers or the External Financial Advisors confirm that they 

will make their own independent analysis and investment decisions, if applicable. 

  

Austria: Julius Baer Investment Advisory GesmbH, authorised and regulated by the Austrian Financial Market Authority (FMA), distributes research to its 

clients. 

Chile: This publication is for the intended recipient only. 

Dubai International Financial Centre (DIFC): This publication has been provided by Julius Baer (Middle East) Ltd. and does not constitute or form part 
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special regulations. These regulations may have negative implications for a credit institution's investors and contract partners in the event of the credit 

institution's liquidation.  For further information, please refer to: www.juliusbaer.com/legal-information-en. If you have any queries concerning this publi-
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