Mitch on the Markets
Is Tech Slowly Taking Over the Entire Market?
By Mitch Zacks
Portfolio Manager

The biggest market headline last week
came from Amazon’s $13.7 billion
acquisition of Whole Foods. The
transaction left many investors
scratching their heads. Wasn’t Amazon
supposed to be in the online retail and
cloud business? Why are they buying a
high-end grocery chain?

Amazon’s acquisition speaks to a
broader trend amongst mega-cap
technology companies: the desire to be a
one-stop shop for consumers. Facebook
wants users to log-in daily and get all of
their news from the site; Google wants
users to consolidate email, workflow,
and search all in one place; Netflix
wants to be the go-to source for at-home
entertainment; Apple wants loyal
customers to only buy their hardware
and software; Amazon wants, well, they
want everything it seems.
These mega-cap companies have two
distinct advantages in the marketplace:
high visibility and astronomical
amounts of cash. It begs the question I
posed with the title of this week’s
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column: is tech slowly taking over the
entire market? And as an investor, does
that mean you should be bulking up the
technology holdings in your portfolio?
I’ll explore those questions here.

Where Does Technology Fit into Your
Overall Investment Portfolio?

Make no mistake – tech has surged so
far in 2017. The NASDAQ Composite
Index closed above 6,000 for the first
time in its 46-year history in late April,
and it kept moving higher in May. You
may have also heard of “FANG’s”
influence on broad market returns
(that’s Facebook, Amazon, Netflix and
Google). Microsoft and Apple are also
arguably part of that equation. The
recent performance of these companies,
taken together, is in some cases far
outpacing that of the broader S&P 500.

But, that does not necessarily mean you
should actively be rebalancing towards
technology now. For one, valuations in
the space are elevated and creeping
higher. For instance, even though
Amazon’s earnings have been
impressive and growing, it still trades at
~180x trailing twelve-month earnings.
That number drops to around 80x if you
consider forward earnings, but by any
measure, that’s still pricey. Netflix is
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right up there with it, while Google and
Facebook are more reasonably priced
but still nearly twice as expensive as the
broad S&P 500.

are able to create custom stock
portfolios “in-house,” which will likely
include technology names we think can
do well in the current environment. You
can learn more about our unique
approach and what
segments/companies within the
technology sector we like now, by just
reaching out to us.

Bottom Line for Investors

Source: Bloomberg

Having tech be a significant part of your
overall investment strategy is
important, but there is also a case for
being selective and cautious in the
current environment, considering steep
valuations and a late-cycle economic
expansion. In our view, the upside may
be more limited than the narrative lets
on.
That being said, there are still plenty of
opportunities in tech with a measured
approach to stock picking. At Zacks
Investment Management, our
independent research capabilities from
our parent company (Zacks Investment
Research) truly distinguish us from
other wealth management firms and
investment firms. Powered by decades
of research, development, and testing,
we created the highly regarded ‘Zacks
Rank’ method to stock selection, while
also pioneering the earnings surprise
and estimate revision factors. By using
our own databases, software, models
and completely unbiased research, we
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As excitement builds around tech in the
current environment, we think it
important to remind investors that even
with this recent run in prices, the
technology sector has not been as good as
the broader S&P 500 over the longterm—a crucial point that is often
overlooked. If there is a point to drive
home here, it is not to let the enthusiasm
over technology cloud the long-term
benefits of owning a diversified portfolio:

Source: Bloomberg

There may be room to run yet for tech,
but investors should not get too caught
up in the “FANG” (Facebook, Amazon,
Netflix, Google) story, in my view. Better
to diversify in tech, and to remember
that it is not the only patch of strength
in town. A broadly diversified approach
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is still warranted, and there are plenty
of other opportunities in the market
that are fundamentally sound and in
some cases, cheaper.
-Mitch
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Disclosure:
Past performance is no guarantee of future results. Inherent in
any investment is the potential for loss.
Zacks Investment Management, Inc. is a wholly-owned subsidiary
of Zacks Investment Research. Zacks Investment Management is
an independent Registered Investment Advisory firm and acts an
investment manager for individuals and institutions. Zacks
Investment Research is a provider of earnings data and other
financial data to institutions and to individuals. This material is
being provided for informational purposes only and nothing
herein constitutes investment, legal, accounting or tax advice, or a
recommendation to buy, sell or hold a security. Do not act or rely
upon the information and advice given in this publication without
seeking the services of competent and professional legal, tax, or
accounting counsel. The information contained herein has been
obtained from sources believed to be reliable but we do not
guarantee accuracy or completeness. Publication and
distribution of this article is not intended to create, and the
information contained herein does not constitute, an attorneyclient relationship. No recommendation or advice is being given
as to whether any investment or strategy is suitable for a
particular investor. It should not be assumed that any investments
in securities, companies, sectors or markets identified and
described were or will be profitable. All information is current as
of the date of herein and is subject to change without notice. Any
views or opinions expressed may not reflect those of the firm as a
whole.
Returns for each strategy and the corresponding Morningstar
Universe reflect the annualized returns for the periods indicated.
The Morningstar Universes used for comparative analysis are
constructed by Morningstar (median performance) and data is
provided to Zacks by Zephyr Style Advisor. The percentile ranking
for each Zacks Strategy is based on the gross comparison for
Zacks Strategies vs. the indicated universe rounded up to the
nearest whole percentile. Other managers included in universe by
Morningstar may exhibit style drift when compared to Zacks
Investment Management portfolio. Neither Zacks Investment
Management nor Zacks Investment Research has any affiliation
with Morningstar. Neither Zacks Investment Management nor
Zacks Investment Research had any influence of the process
Morningstar used to determine this ranking.
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