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US equities had an impressive run with the S&P 500 Top Questions on Clients' Minds 

(SPX) rallying 18.1% YTD whilst the Nasdaq rallied 23.1%   

YTD. Meanwhile, the equal-weighted S&P 500 (SPW) 

underperformed, returning 6.8%. To give sense, the top 10 

stocks on SPX has a 35% weighting on the index and on 

average generated a return of 17.1% whilst the rest of the SPX 

companies (65% weighting) had an average return of just 5%. 

Some key reasons we think investors should look to rotate into 
other corners of the market, beyond the technology stocks: 

 Fundamentals: Positive EPS growth momentum for both 

FY24/FY25 at 8.7%/14.2% respectively. Stripping out the 

tech sector's growth, EPS growth stands 5.1% in FY24 

but shows marked improvement in FY25 at 13.6%, 

implying improving earnings breadth. 

 Technicals: Both SPX and Nasdaq are trading in the 

overbought territory based on the 14-day RSI. The VIX 

remains at a low, indicating risk complacency. 

 Valuations: SPX is stretched at 23.1x FY24F PER vs 

10 year mean PER of 19x. Meanwhile, the SPW is 

undervalued at 17.9x FY24 PER, below its 10-year mean 

PER of 18.7x. 

 
Figure 1: SPX returns skewed by heavyweight IT & 
Communications sectors

1. Is the concentration risk on tech/AI-related stocks 
heightened? 

 

We would be risk aware given the momentum crowding, 

extreme concentration and heightened earnings expectations 

in the technology sector. We believe share price upside in 

mega cap technology stocks could be capped in the near 

term; further positive price momentum will largely depend 

on further upward revision in corporate earnings. 

The insatiable demand for AI-related stocks has expanded 

market valuations given earnings growth expectations, 

improved earnings quality and solid fundamentals (healthier 

cash flows, better balance sheet). The S&P 500 IT sector, 

which has a 33% weight on the SPX, has done superbly well, 

+34.4% YTD. Its valuations soared to 35x FY24F PER from 

2022's 20x PER on the back of the expectations of earnings 

recovery of the semiconductor downcycle coupled with early 

demand pull-in for AI chips (Net income growth in FY24 is 

22% vs 2022's -0.7%). Into 2025, earnings growth is 

expected to moderate slightly to 19%. 

 

Figure 3: Healthy EPS growth across indices
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Figure 2: Widening divergence in valuations between 
SPX/SPW 
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Figure 4: SPW/DJIA looks inexpensive relative to SPX 
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2. How should clients be positioned ahead of an eventual 

Fed rate cut? 

 

The anticipation of a Fed policy rate decision together with 

economic data has been a major market driver for a good 

part of this year. With the recent cooler-than-expected CPI print, 

the case of Fed easing monetary policy come September 2024 

is growing stronger. 

The optimism over lower interest rates could induce the 

equity rally to broaden as investors shift into other corners 

of the market. This is an opportune time to have a more 

defensive positioning in the U.S. 

2. What are market implications of a Trump win? 

If history is of any guide, equities would generally have a 

good run up ahead of elections and a Trump win is seen to 

be a market positive. However, we think ultimate focus will 

be on economic conditions/data and monetary policy. 

More is discussed in our "U.S. Election Outcomes - Scenario 

Analysis" published on 11 July 2024. 

Figure 5: FY24 earnings growth anchored largely by IT 
& Communications; FY25 earnings growth broadens 
out 
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Key Investment Ideas 

Equities 

1. Rotate to rate cut beneficiaries. Consumer (staples, 

automotive, retailers), telecommunications and utilities. Real 

estate sector (increase in real estate transactions with lower 

mortage rates) would also benefit. Value stocks/small caps 

could be a good bet. 

2. Trump trade plays include stocks within the oil & gas, 

defense, financials, healthcare and infrastructure sectors. 

3. For prudence, tactically lock in outsized gains in tech 

stocks given exuberant optimism. 

 
Structures 

 

1. 100% Principal-Guaranteed Sharkfin FRNID (report dated 

14 June 2024) - moderately bearish Sharkfin FRNID on 

SOXX and XLK 

2. Sharkfin FRNID & Autocallable ELI on Disney  

 
Funds 

 
For clients who are more risk averse with a preference for 

a steady stream of income in a resilient portfolio: 

AHAM World Series Global Income Fund 

 

Given outperformance, clients can choose to tactically lock 

in gains in the funds below: 

1. TA Global Technology Fund 

2. Principal Global Technology Fund 

3. Principal Islamic Global Technology Fund  
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