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"In the short run, the market is a voting machine but in the long run, it is a weighing machine" – Ben Graham

As the narrative of human subservience to artificial 
intelligence has gained traction, speculation is ripe that 
Tech sector will be the main beneficiary and earn abnormal 
profits. 
 
However enough has been written already about the YTD 
market frenzy and its narrow breadth in the backdrop of 
FED pause and AI revolution, so in our latest monthly 
market insights, we will share our two cents by simply 
framing the facts against the narrative. 
 
After all, a picture (s) speaks a thousand (s) words! 
 

 
Source: Twitter. 

 
Best 90D outperformance of Tech vs S&P 500 in the last 
20 years. 

 
Source: Bloomberg. 

 
 
 
 
 
 

252D outperformance of Tech vs S&P 500.

 
Source: Bloomberg. 

 
Correlation between Tech sector and 10yr bond yield 
breaks. Tech sector only 4% below peak. 

 
Source: Bloomberg. SPDR ETF price return. 

 
Tech sector weight in S&P 500 reaches 23yr high, only 
below dotcom era. 

 
Source: S&P Capital IQ. 2023 percentage as of 31st May 2023. 
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P/E multiple of Tech sector expands ~30% YTD to reach 
29x whereas its forward EPS revised up ~4%. 

 
Source: Bloomberg estimated P/E ratio and Bloomberg blended 12m 
forwards EPS change. 

 
Tech sub-sectors’ valuations reaching 2021 levels driven 
by mega-caps. 

 
Source: Bloomberg: EV/12-mth tailing sales, P/E = Bloomberg estimated P/E. 

 
Valuation premium of Tech sector versus S&P 500 ex-
Financials reaches historical peak, excluding dotcom era. 

 
Source: Bloomberg. S&P 500 Tech multiple relative to S&P 500 ex-financials 
multiple. 

 
 
 
 
 

The spread between Tech sector earning yield and US 
bond yield turns negative, last seen before 2009 GFC. 

 
Source: Bloomberg. S&P 500 Tech E/P minus 10-year US bond yield i.e. risk 
premium on S&P Tech turns negative unless compensated by growth. 

 
Russell 1000 Growth Index valuation to Russell 1000 
Value Index reaching 2021 peak.  

 
Source: Bloomberg. Russell Growth vs Russell Value P/E. 

 
90day outperformance of Growth vs Value shy of covid 
only. 

 
Source: Bloomberg. Russell 1000 growth vs Russell 1000 value index. 
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Conclusion 

 
So, what do we make of these pictures?  
 
On the one hand, Tech sector valuations now look 
extremely rich relative to S&P 500 and Bonds. On the other 
hand, expectation of strong fundamentals of Big-Tech, AI 
opportunity and slowing economic growth is a tailwind; add 
to it the support from policy given the consensus on FED 
pause. 
 
That said, there are no easy answers but as history has it 
(unless investors are craving another dotcom) when one 
sector has achieved escape velocity and driven the overall 
market higher, subsequently it has felt the pressure of 

gravity, else other sectors have caught up; from a macro 
standpoint, a still high nominal GDP growth rate, a secularly 
tight labor market and a FED pause could be the catalyst for 
value factor.    
 
On balance, positioning for such an inflection or otherwise, 
we turn tactically underweight Tech sector relative to 
Healthcare and Staples sectors whereas tactically Short 
Growth (Russell 1000)/Long Value (Russell 1000) via 
optionality.  
 
 
 
For further details on our active fund management capabilities 
and strategies, you can reach out to us at IR@farrocapital.com  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Disclaimer: This publication has been prepared by Farro Capital Pte. Ltd. (Farro) for accredited investors (as defined in Section 4A of the 
Securities and Futures Act, Chapter 289 of Singapore). Accredited investors are assumed to be better informed and better able to access 
resources to protect their own interests, and therefore require less regulatory protection. Investors who agree to be treated as accredited 
investors therefore forgo the benefit of certain regulatory safeguards. For example, issuers of securities are exempted from issuing a full 
prospectus registered with the Monetary Authority of Singapore in respect of offers that are made only to accredited investors, and 
intermediaries are exempted from a number of business conduct requirements when dealing with accredited investors. You should consult 
a professional adviser if you do not understand any consequence of being treated as an accredited investor. 
 
The publication is provided on a general basis for information purposes only, and does not constitute an invitation, recommendation, offer 
or solicitation to acquire, purchase or subscribe for any funds managed by Farro Any offer or solicitation will be made only upon execution 
of completed information memorandum, subscription application and relevant documentation, all of which must be read in their entirety. 
The information contained herein is not to be relied on as investment, legal, tax or other advice as it does not take into account the 
investment objectives, financial situation or particular needs of any specific investor. Investments in funds are subject to investment risks, 
including the possible loss of the principal amount invested. The value of units and shares and the income from them may fall or rise and 
investors may not get back the amount originally invested. Currency exchange rate changes may cause the value of overseas investments to 
rise or fall. Past performance is not necessarily indicative of future performance. This publication may contain forward-looking statements 
that involve risks and uncertainties. Actual future performance, outcomes and results may differ materially from those expressed in 
forward-looking statements as a result of a number of risks, uncertainties and assumptions. Opinions and estimates are subject to change 
without notice. 
 
Advice should be sought from an independent financial adviser regarding the suitability of the funds before purchasing any shares in the 
funds. If you decide not to seek advice from an independent financial adviser, you should consider carefully whether the funds are suitable 
for you. You should read the relevant offering materials carefully before making any investment decision. 
 
While care has been taken in preparing the information contained herein, the information is provided to you without warranty of any kind, 
whether express or implied. Farro makes no representation or warranty as to the accuracy, completeness or reliability of the information 
and shall not have any liability for any representations (express or implied) regarding the information contained herein, or for any omissions 
from this publication, or any other written or oral communications transmitted to investors. 
 
This publication has not been reviewed by the Monetary Authority of Singapore.
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