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Are we at the end of the ‘Big Tech’ sell off?

Cormac Weldon, manager of the Artemis US Select Fund, looks at recent earnings releases
from the Big Tech companies and assesses their prospects following the sell off.
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or much of 2020-2021 the ‘Big Tech’ companies (Apple, Microsoft,

Google/Alphabet, Amazon and Facebook/Meta) drove the US

market’s rally as they benefited from the pandemic boom in online
advertising or online retail. In 2022, the situation has reversed as, in the face
of economic slowdown, consumer companies started to pull back on
advertising and expenditure on cloud computing (a major growth driver) was
reduced. More broadly, rising interest rates put growth companies’ valuations
under scrutiny. The result was a dramatic sell off, exacerbated by some
surprises and disappointments in recent earnings announcements from the

Big Tech companies.

Have we reached the end of the sell off? And can Big tech companies regain their
status as all-weather growth companies? Recently announced Q3 results offer an
opportunity for us to step back and assess.

Although the companies are grappling with different dynamics, we saw some common
themes in their recent results. The first was that the strength of the US dollar had a much
bigger impact than had been anticipated when Q2 results were reported in July.
However, excluding the effect of currency, the underlying growth of each company
seemed fairly robust, despite difficult year on year comparators. And this was despite
weakness in advertising spend and growth in cloud.

Secondly, reported costs provided negative surprises. Investors expected overall cost
bases to look more positive as there had been a lot of talk about hiring freezes and
redundancies. These did not materialise in the Q3 results (although some have been
announced since). The companies have continued to invest in staff this year and it was
still going on at the beginning of the summer. Although growth in costs will now stop or at
least slow, year on year comparators will hold back profitability for the next few quarters.

Amazon’s update was probably the least surprising. The company downgraded its
expectations on the retail side for the key holiday season, given consumers’ uncertainty
around rising interest rates and the slowing economy. It also disappointed on revenues
inits cloud business, which has been compensating for a slowdown in the retail



business after the pandemic boom. Of more concern was the slowness in reducing
costs in the cloud business. We think there is still a lack of valuation support for Amazon
and itis likely to derate further.

Apple beat expectations for revenue and earnings per share. It has held up relatively
well this year thanks to new product launches and as a result we think it looks expensive.
It has also benefited from consumer spending being more robust than corporate
spending so far in the slowing economic environment. This dynamic could switch early
next year as higher interest rates start to affect consumer confidence. Delays to
shipments of the iPhone 14 pro because of Covid-related factory shutdowns in China
could also put the stock’s premium valuation under pressure. As with Amazon, we think
it could derate further.

For Microsoft, we think the stock sold off so much because while investors expected
the Azure public cloud business to slow, operating expenses rose more than expected
because the company continued to add new employees. The company has committed
to not increasing the cost base with more hires, so there should not be further surprises
there. But investors will still worry about the cloud business slowing. Although the short
term may be difficult, we still believe in the long-term story for cloud growth.

For Google/Alphabet, on a currency adjusted basis Q3 revenues were better than the
headlines would suggest. Costs were more of a problem, as there was record hiring
during the quarter and not clear enough guidance on future operating costs. There are
obviously concerns about advertising revenues continuing to slow as the economy
deteriorates. But following the share price falls Google’s valuation looks undemanding.
We also think the management will be more disciplined on costs than currently
expected. We would still need more clarity of cuts to advertising expenditure before
taking a more positive view of the stock.

Meta/Facebook provided the real shock in the Q3 results. Mark Zuckerberg’s plan to
invest in artificial intelligence and the Metaverse led to a 25% fall in its share price in
one day. Capital spending is set to more than double to $39 billion at a time of
stagnating revenue growth. While it's clear the company is investing heavily during a
down cycle to gain a long-term advantage, it's far too early to tell if this is the right move
to make.

The above is a snapshot of our views on the individual Big Tech stocks. As to when we
think the rout in their share prices will end — the market will need to see through the
current decline in advertising expenditure. According to Standard Media Index,
September 2022 marked the fourth consecutive month in which overall expenditure had
declined on the previous year (-5%). This could still turn around. As the effect of higher
interest rates and the scale of economic slowdown become clearer, the next few months
are likely to be key. In the meantime we retain a cautious stance.
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To ensure you understand whether a fund is suitable for you, please read its Key Investor Information Document or Key
Information Document which are available, along with the fund’s Prospectus (or in the case of investment trusts, Investor
Disclosure Document and Articles of Association), in the literature library.

Risks specific to Artemis Funds (Lux) — US Select

o Market volatility risk: The value of the fund and any income from it can fall or rise because of movements in stockmarkets,
currencies and interest rates, each of which can move irrationally and be affected unpredictably by diverse factors, including political
and economic events.

e Currency risk: The fund’s assets may be priced in currencies other than the fund base currency. Changes in currency exchange
rates can therefore affect the fund's value.

e Concentration risk: The fund may have investments concentrated in a limited number of holdings. This can be more risky than
holding a wider range of investments.

o ESG risk: The fund may select, sell or exclude investments based on ESG criteria; this may lead to the fund underperforming the
broader market or other funds that do not apply ESG criteria. If sold based on ESG criteria rather than solely on financial
considerations, the price obtained might be lower than that which could have been obtained had the sale not been required.

Risks specific to the Artemis US Select Fund

o Market volatility risk: The value of the fund and any income from it can fall or rise because of movements in stockmarkets,
currencies and interest rates, each of which can move irrationally and be affected unpredictably by diverse factors, including political
and economic events.

e Currency risk: The fund’s assets may be priced in currencies other than the fund base currency. Changes in currency exchange
rates can therefore affect the fund's value.

e Concentration risk: The fund may have investments concentrated in a limited number of holdings. This can be more risky than
holding a wider range of investments.

Investment in a fund concerns the acquisition of units/shares in the fund and not in the underlying assets of the fund.
Reference to specific shares or companies should not be taken as advice or a recommendation to invest in them.
For information on sustainability-related aspects of a fund, visit the relevant fund page on this website.

For information about Artemis’ fund structures and registration status, visit artemisfunds.com/fund-structures

Any research and analysis in this communication has been obtained by Artemis for its own use. Although this communication is based on
sources of information that Artemis believes to be reliable, no guarantee is given as to its accuracy or completeness.



Any forward-looking statements are based on Artemis’ current expectations and projections and are subject to change without notice.

Third parties (including FTSE and Morningstar) whose data may be included in this document do not accept any liability for errors or
omissions. For information, visit artemisfunds.com/third-party-data.

Important information

The intention of Artemis’ ‘investment insights’ articles is to present objective news, information, data and guidance on finance topics drawn
from a diverse collection of sources. Content is not intended to provide tax, legal, insurance or investment advice and should not be
construed as an offer to sell, a solicitation of an offer to buy, or a recommendation for any security or investment by Artemis or any third-
party. Potential investors should consider the need for independent financial advice. Any research or analysis has been procured by
Artemis for its own use and may be acted on in that connection. The contents of articles are based on sources of information believed to be
reliable; however, save to the extent required by applicable law or regulations, no guarantee, warranty or representation is given as to its
accuracy or completeness. Any forward-looking statements are based on Artemis’ current opinions, expectations and projections. Articles
are provided to you only incidentally, and any opinions expressed are subject to change without notice. The source for all data is Artemis,
unless stated otherwise. The value of an investment, and any income from it, can fall as well as rise as a result of market and currency
fluctuations and you may not get back the amount originally invested.

This information is for professional investors in the United Kingdom only. It is not for use with or by private investors.

This is a marketing communication; refer to the fund prospectus and KIID/KID before making any final investment decisions.
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