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We like many of the technology companies involved in this
year’s tech rally. However, we also believe in the importance of
adhering to a data-driven investment process and not being at
the mercy of emotions. As a result, we would not be chasing
these stocks higher at this point.

Guidance on investments and the major structural 1 r
factors behind your clients’ portfolios. ' nS I g neO



MARKET COMMENTARY | WEEKLY DISPATCH | June 2nd, 2023

By Mauricio Viaud
PM and Senior Investment Strategist
Insigneo

- Page 1 0of 6-

insigneo

How Big is too Big?

Welcome to the Trillion Dollar Market Cap Club.

On Monday, Nvidia briefly became the 9th company
to ever break above the $1 trillion market
capitalization threshold. The other 8 companies to
have achieved this milestone are Apple, Microsoft,
Alphabet, Amazon, Saudi Aramco, Tesla, Meta, and
PetroChina, although the last three are no longer
above this mark. For anybody wondering which
company is the largest in the world, it is Apple, with
a market cap of $2.79 trillion. To put this in
perspective, if Apple were a country, its market cap
would fall between the GDPs of France and ltaly,
making Apple the 8th largest country in the world.
Put another way, the combined market caps of
Apple, Microsoft, Alphabet, Amazon and Nvidia
amount to approximately $9 trillion, larger than the
GDP of every country in the world, except for the
United States and China. To be sure, we are not
arguing that these are bad companies because of
their size. On the contrary, many of these are great
companies and leaders in their respective
industries. What we are saying is that we need to
keep things in perspective and be aware of the
large run-up in their share prices.

It's hard to argue against the fact that the latest
rally in the markets has been led by large cap tech
stocks, particularly those associated with Artificial
Intelligence. Nvidia (NVDA) is a good example of this
trend. The stock is up 175% since the beginning of
the year, rising over 40% in the month of May alone,
after the company announced better than expected
sales and management unveiled new products related
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to Artificial Intelligence. As a leading manufacturer
of computer graphic processing units, Nvidia has
been a strong player in the chip-making industry for
decades. Its products, initially used to power high-
end video game graphics, expanded to supply data
centers used to power anything from company
websites to bitcoin. In fact, its data center operations
now account for 40% of the company’s revenues,
and this number is only expected to grow. This is
where Nvidia’s presence in artificial intelligence
comes in. The company has become a full-scale
solution provider for generative Al, providing hardware
and cloud-based software used to develop Al
systems across multiple industries such as fintech,
automotive, and healthcare. Revenues are likely to
continue growing in the foreseeable future, as
demand for Al continues to grow. From a financial
perspective, the company appears to be well
positioned, with reasonable levels of debt and cash,
as well as attractive profit margins and strong free
cash flow generation. As we can see, Nvidia is a
very good company. However, as we all know,
every investment also needs to be viewed through
the lens of valuation. The stock currently trades at a
forward P/E near 556X compared to its industry
peers at 37X. There is no question that Nvidia is the
leader in its peer group and should trade at a
relative premium. However, a 50% valuation
premium to the group average appears high. Nvidia
is a great company and will likely continue to prove
to be a good investment over time. However, given
the large run-up in the stock, we would not chase it
at this time and would wait for a lower entry point to
consider investing.

Nvidia is not alone in this dynamic. As we know,
most of this year’s move in the market has been
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fueled by large cap tech companies, particularly
those with exposure to Artificial Intelligence. This is
further exemplified when we study various indices
in more detail. To this point, let’s compare three
major indices, the Dow Jones Industrial Average, the
S&P 500, and the Nasdaq 100, taking a deeper look
into their exposures to technology companies. The
Tech and Communication Services sectors comprise
approximately 20% of the Dow Jones, 40% of the
S&P 500 (including Amazon), and 75% of the Nasdaq
100 (including Amazon). Given the outperformance
we have seen in technology companies, it should
come as no surprise that the heavier the exposure
of these companies in an index, the better its
performance. However, the magnitude of the relative
outperformance between indices is astounding.
Through the first five months of the year, on a total
return basis, the Dow Jones was up 0.25%, the S&P
500 up 9.64% and the Nasdaq 100 up 30.79%. The
tech-heavy Nasdaq 100 outperformed the tech-
light Dow Jones by over 3,000 basis points. This
sort of outperformance is unheard of.

If we dig deeper, we see a similar dynamic even
when we compare tech-heavy indices. Believe it or
not, the Nasdaq 100 and the Nasdaq Composite are
two different indices. With an average market cap
close to $5 billion, the Nasdag Composite is
comprised of over 2,500 securities across different
industries. Approximately 60% of this index is
composed of technology-related companies. On
the other hand, the Nasdaq 100 is comprised of the
top 100 non-financial companies in the Nasdaq
Composite, based on market cap. So, the larger the
market cap of the company, the larger its weight in
the index. Unlike the Nasdaq Composite, the average
m arket cap of companies in the Nasdaq 100 is close
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Nasdaq 100 Index vs Nasdag Composite
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to $130 billion. Additionally, approximately 75% of
this index is composed of technology-related
companies. Basically, this index is dominated by
large cap tech. The chart above examines the
performance of both indices over the past 5 years.
As we can see, both track each other closely. In
fact, the average point-spread between both
indices over this period has been negligible, under
500 points. However, let’s focus on the most recent
end of the graph, encompassing 2023. Here we can
see a wide spread between both indices, close to
1,320 points, confirming that big tech has
meaningfully outperformed even its smaller cap
peers. With history as our teacher, divergences
such as this one tend to converge back to normal
levels over time. Sometimes over days, weeks, or
months, but they do tend to resolve themselves.
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Source: Bloomberg, Insigneo. As of 5/30/23

Again, to be clear, this is not to say that large cap
tech companies are not good investments. Many of
these are some of the best run companies in the
world and will most likely prove to be great
investments over time. Coupled with the advent of
artificial intelligence, it is understandable why some
of these companies have outperformed their peers.
Al is here to stay and the impact it will have on our
lives is mind-blowing. Much like during the advent
of the internet, many companies will be major
beneficiaries of this new technology. However,
much like during the internet boom, many
companies are also likely to fail. As such, itis
important to carry out proper due diligence and not
jump blindly into trends. Given the recent
outperformance of many of these stocks, we
believe that investors’ emotions may be getting the
better part of them, as they chase these stocks
higher. FOMO, or the Fear of Missing Out, is a very
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powerful emotion, and can trap even the most
seasoned investors. The volume of call options on
the Nasdaq 100 is the highest it has been in the last
20 years, and optimism is at risk of turning into
euphoria. While we like many of the technology
companies involved in this year’s tech rally,
including some of the ones mentioned above, we
also believe in the importance of adhering to a
data-driven investment process and not being at
the mercy of emotions. Considering our view of a
high probability of a market pullback, we would not
be chasing these stocks higher at this point and would
wait for better entry points to be buyers of many of
these companies. Don’t let FOMO trap you either.

- Page 4 of b-

insigneo

Click or scan this code to access more
insights at insigneo.com/insights



https://insigneo.com/insights
https://insigneo.com/insights

Important Legal Disclaimer

Insigneo Financial Group, LLC comprises a number of operating
businesses engaged in the offering of brokerage and advisory
products and services in various jurisdictions, principally in Latin
America. Brokerage products and services are offered through
Insigneo International Financial Services, LLC, headquartered in Puerto
Rico, and through Insigneo Securities, LLC, headquartered in Miami.
Both are members of the Financial Industry Regulatory Authority
(FINRA) and Securities Investors Protection Corporation (SIPC).
Investment advisory products and services are offered through
Insigneo Advisory Services, LLC, an investment adviser registered with
the Securities and Exchange Commission. In Uruguay, advisory
services are offered through Insigneo International Asesores de
Inversion Uruguay, SA, Insigneo Asesores de Inversion Latam, SRL, and
Insigneo Asesores de Inversion de Uruguay, SRL, in Argentina through
Insigneo Argentina, SAU, and in Chile through Insigneo Asesorias
Financieras, SPA. Collectively, these eight operating businesses make
up the Insigneo Financial Group. To learn more about the Broker
Dealers including their conflicts of interest and compensation
practices, please go to https://insigneo.com/disclosures/ or via
www.finra.org. To learn about Insigneo Advisory Services, LLC and any
conflicts related to its advisory services, please see its Form ADV and
brochure which can be found at Investment Advisor Public Disclosure
website https://adviserinfo.sec.gov/

FOR AFFILIATES LOCATED IN CHILE

Insigneo Asesorias Financieras SPA se encuentra inscrito en Chile, en
el Registro de Asesores de Inversion de la Comision para el Mercado
Financiero. Este informe fue efectuado por area de Research &
Strategy de Insigneo Securities LLC. o sus proveedores, en base a la
informacion disponible a la fecha de emisién de este. Para evitar
cualquier conflicto de interés, Insigneo Securities LLC dispone que
ningun integrante del equipo de Research & Strategy tenga su
remuneracion asociada directa o indirectamente con una
recomendacion o reporte especifico o con el resultado de una cartera.

Aunque los antecedentes sobre los cuales ha sido elaborado este
informe fueron obtenidos de fuentes consideradas confiables, no
podemos garantizar la completa exactitud e integridad de estos, no
asumiendo responsabilidad alguna al respecto Insigneo Securities LLC,
Insigneo Asesorias Financieras SPA ni ninguna de sus empresas
relacionadas.

Este material esta destinado Unicamente a facilitar el debate general y
no pretende ser fuente de ninguna recomendacion especifica para una
persona concreta. Por favor, consulte con su ejecutivo de cuentas o
con su asesor financiero si alguna de las recomendaciones especificas
que se hacen en este documento es adecuada para usted. Este
documento no constituye una oferta o solicitud de compra o venta de
ningun valor en ninguna jurisdiccion en la que dicha oferta o solicitud
no esté autorizada o a ninguna persona a la que seailegal hacer dicha
oferta o solicitud. Las inversiones en cuentas de corretaje y de
asesoramiento de inversiones estan sujetas al riesgo de mercado,
incluida la pérdida de capital.

La informacién base del presente informe puede sufrir cambios, no
teniendo Insigneo Securities LLC ni Insigneo Asesorias Financieras SPA
la obligacién de actualizar el presente informe ni de comunicar a sus
destinatarios sobre la ocurrencia de tales cambios. Cualquier opinion,
expresion, estimacion y/o recomendacion contenida en este informe
constituyen el juicio o vision de area de Research & Strategy de
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Insigneo Securities LLC. o sus proveedores, a la fecha de su
publicacién y pueden ser modificadas sin previo aviso.

FOR AFFILIATES LOCATED IN URUGUAY

En Uruguay, los valores estan siendo ofrecidos en forma privada de
acuerdo al articulo 2 de la ley 18.627 y sus modificaciones. Los valores
no han sido ni serdn registrados ante el Banco Central del Uruguay para
oferta publica.

FOR AFFILIATES LOCATED IN ARGENTINA

Insigneo Argentina S.A.U. Agente Asesor Global de Inversidon se
encuentra registrado bajo el N° 1063 de la Comision Nacional de
Valores (CNV) e inscripto ante la Inspeccion General de Justicia (IGJ)
bajo el N° 12.278 del Libro 90, Tomo -, de Sociedades por Acciones.
Este informe fue efectuado por area de Research & Strategy de
Insigneo Securities LLC. o sus proveedores, en base a la informacion
disponible a la fecha de su emisién. Para evitar cualquier conflicto de
interés, Insigneo Securities LLC dispone que ningun integrante del
equipo de Research & Strategy tenga su remuneracion asociada
directa o indirectamente con una recomendacion o reporte especifico
o con el resultado de una cartera. Aunque los antecedentes sobre los
cuales ha sido elaborado este informe fueron obtenidos de fuentes
consideradas confiables, no podemos garantizar la completa exactitud
e integridad de estos, no asumiendo responsabilidad alguna al
respecto Insigneo Securities LLC, Insigneo Argentina S.A.U. ni ninguna
de sus empresas relacionadas. La informacion base del presente
informe puede sufrir cambios, no teniendo Insigneo Argentina S.A.U. la
obligaciéon de actualizar el presente informe ni de comunicar a sus
destinatarios sobre la ocurrencia de tales cambios.

Este material esta destinado Unicamente a facilitar el debate general y
no pretende ser fuente de ninguna recomendacion especifica para una
persona concreta. Por favor, consulte con su ejecutivo de cuentas o
con su asesor financiero si alguna de las recomendaciones especificas
que se hacen en este documento es adecuada para usted. Este
documento no constituye una oferta, recomendacién o solicitud de
compra o venta de ningun valor negociable en ninguna jurisdiccién en
la que dicha oferta o solicitud no esté autorizada o a ninguna persona
a la que sea ilegal hacer dicha oferta o solicitud. Las inversiones en
valores negociables estan sujetas al riesgo de mercado, incluida la
pérdida parcial o total del capital invertido. Cualquier opinién,
expresion, estimacion y/o recomendacion contenida en este informe
constituyen el juicio o vision de area de Research & Strategy de
Insigneo Securities LLC. o sus proveedores, a la fecha de su publicaciéon
y pueden ser modificadas sin previo aviso.



