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The arrival of COVID-19 caused a significant economic shift compared
to the beginning of the year which featured generally positive investor
expectations regarding the economy and stock market along with talk
of animal spirits reviving. Global PMIs were bottoming and the outlook
for 2020 was improving. The COVID-19 pandemic resulted in global
lockdowns which had a devastating economic impact.

One thing that didn’t change was the continued outperformance for
the Information Technology (IT) sector which outpaced the S&P 500 by
almost 5% for the month of June and by wider margins for the quarter
and year to date. Relative to other sectors, IT is benefitting from the
work-from-home environment and the acceleration of trends such

as cloud computing and digital transformation which were already in
place.

If you add in the giant internet players, “Big Tech” as represented by the
“FAAMG” stocks (a derivative of “FANG” consisting of Facebook, Apple,
Amazon, Microsoft and Google—now the five largest constituents of the
S&P 500) has been driving an outsized portion of the market’s return
over the past several years (see Chart 1). During the February - March
bear market their stock prices held up better than the broader S&P 500
which is unusual since tech stocks haven't historically been considered
defensive, but it reflects the outsized influence these companies now
hold in the economy.

After the recent run, tech stocks are on the expensive side relative to
their historical norms. That's especially true of the mid-cap software

Chart 1: The FAAMG stocks have contributed at least 40% of the S&P 500°s return
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Source: Factset, BMO Wealth Management, FAAMG is an acronym used to describe a group of stocks made
up of Facebook, Amazon, Apple, Microsoft and Google (Alphabet). Both share classes of Alphabet stock are

included. Past Performance is not a guarantee of future results, investment cannot be made in an
Index.

names that have been in hypergrowth mode and generating interest
from momentum traders--both institutional investors and a new crop
of millennials day-trading on Robinhood. A basket of software-as-a-
service names was recently trading at 13x estimated EV / Sales versus
an average of 10x over the past year and 7x at the bear-market bottom
in March. Some of the COVID-19 winners such as DocuSign and Zoom
Video with high valuations represent a risk but expectations don't seem
as unrealistic as was the case during the 2000 internet bubble.

One thing that has changed is that the business models for the big tech
companies are evolving. They are no longer driven by new products
(Apple might be the exception) as much as in the past. As described
by Marshall Van Alstyne, a professor at Boston University who is an
expert on the digital economy, they have become giant “multi-sided
platforms” which benefit from powerful network effects that can result
in “winner-take-all” outcomes. The platforms become more valuable

as the number of users increases. In the case of Google and Facebook,
the more consumers they attract, the more advertisers are willing

to pay for online ads. For Amazon and Microsoft, their sheer scale,
technology leadership in important new areas (e.g. cloud computing,
artificial intelligence) and growing end-user reliance create tremendous
advantages for continued expansion.

As these companies have become more powerful, efforts to rein them
in have been growing. European requlators have already slapped
multi-billion-dollar fines on Google and Facebook, and a number of
countries in Europe (and elsewhere) are planning to enact a “digital
tax” on tech company revenues (not profits) that will primarily be a hit
to these U.S. digital behemoths. In the U.S., politicians on both sides
of the aisle have stepped up their attacks (for different reasons) and
anti-trust investigations have been launched at both the federal and
state level. Given their massive cash balances, the Tech titans have
the wherewithal to pay the fines that are levied against them and
efforts to break them up will not be easy or create obvious benefits for
consumers. However, there is near-term headline risk and long-term
requlatory risks are certainly greater than before.

Despite these concerns, we expect that large cap tech will remain
favorably positioned going forward. Our recommendation of 3
generally balanced approach leans toward U.S. large caps based in part
on the expectation that the trends driving “Big tech” will persist.

For more insights and information, follow - BMO Wealth Management - U.S. on LinkedIn.

BMO 9( Wealth Management

Please see disclosure on last page


https://www.linkedin.com/company/bmowealthmanagement-us
mailto:reply.wealthmanagement%40bmo.com%3B%20YungYu.Ma%40bmo.com%3B%20Michael.Stritch%40bmo.com?subject=Current%20Market%20News

CURRENT MARKET NEWS - Equity Research
Technology Stock Update: Still Winning at Mid-Year, but are Risks Rising?

Disclosure

CFA®3and Chartered Financial Analyst® are registered trademarks owned by CFA
Institute.

This report contains our opinion as of the date of the report. It is for general
information purposes only and is not intended to predict or guarantee the
future performance of any investment, investment manager, market sector, or
the markets generally. We will not update this report or advise you if there is
any change in this report or our opinion. The information, ratings, and opinions
in this report are based on numerous sources believed to be reliable, such as
investment managers, custodians, mutual fund companies, and third-party data
and service providers. We do not represent or warrant that the report is accurate
or complete.

To the extent this report contains information about specific companies or
securities, including whether they are profitable or not, it is being provided

as a means of illustrating the investment manager’s investment thesis. The
investment manager may or may not have invested in these securities at the
time this report was prepared or is accessed by the reader. References to specific
companies or securities are not a complete list of securities selected and not all
securities selected in the referenced timeframe were profitable.

Other Bank of Montreal affiliates, and their agents and employees, may provide
oral or written market commentary or trading strategies to clients that reflect
opinions that are contrary to the opinions expressed in this report. These same
persons and affiliates may make investment decisions that are inconsistent
with the recommendations or views expressed in this report. We and our
affiliates, directors, officers, employees and members of their households, will
from time to time have long or short positions in, act as principal in, and buy
or sell, the securities referred to in this report. We and our affiliates, directors,
officers, employees and members of their households, may have positions in
the securities mentioned that are inconsistent with the views expressed by this
report.

This report is not intended to be a client-specific suitability analysis or
recommendation, an offer to participate in any investment, a recommendation to
buy, hold or sell securities, or a recommendation of any investment manager or
investment strategy. Do not use this report as the sole basis for your investment
decisions. Do not select an asset class, investment product, or investment
manager based on performance alone. Consider all relevant information,
including your existing portfolio, investment objectives, risk tolerance, liquidity
needs and investment time horizon.

Any forward-looking statements in this report involve known and unknown risks,
uncertainties and other factors that may cause the actual performance of future
markets to differ materially from the projections depicted in the report. Past
performance is not indicative of future results and current performance may be
higher or lower than that shown in the report. There can be no certainty as to
the extent or depth of any market downturn, nor any assurance regarding the
nature, extent or timing of markets rebounding. When evaluating the report, you
are cautioned not to place undue reliance on these forward-looking statements,
which reflect judgments only as of the date of the report. Investment returns
fluctuate, and investments when redeemed, may be worth more or less than the
original investment.

Standardized performance returns include reinvestment of dividends, other
income and capital gains, which depict performance without adjusting for
the effects of taxation or the timing of purchases and sales. Performance

data is presented without deducting the investment advisory fees and other
charges that may be applicable. The deduction of such fees and other charges
(and the compounding effect thereof over time) will reduce portfolio return.
Unless otherwise indicated, traditional investment performance data generally
represents a composite or representative portfolio return and is shown gross of
the investment manager’s advisory fees. Unless otherwise indicated, alternative
investment performance data is shown as net of fund expenses, management
fees, and incentive fees. Index performance data is shown as total return. You
cannot invest directly in an index. Due to a system conversion, the ability to
manipulate or restate client specific performance data prior to December 31,
2007, may be limited.

Any discussions of specific securities, investment managers, or strategies are for
informational purposes only and should not be considered investment advice.
The report does not constitute an offer to sell or a solicitation to buy any security
or investment product. Any offer to sell or solicitation to buy an interest in any
private security, investment product or fund may only be made by receiving a
confidential private offering memorandum, prospectus, investment advisory
agreement or similar documents from the investment manager, which describes
the material terms and various considerations and risks relating to such security,
investment product or fund.

Alternative investments, such as private equity and hedge funds, contain risks
that are amplified when compared with other asset classes, such as illiquidity,
stock or sector concentration, financial leverage, difficulties in valuation, and
short selling. Alternative investment vehicles have minimal requlatory oversight
and alternative managers have the latitude to employ numerous investment
strategies with varying degrees of risk.

We are not licensed or registered with any financial services requlatory authority
outside of the United States. Non-U.S. residents who maintain U.S.-based
financial services accounts with us may not be afforded certain protections
conferred by legislation and regulations in their country of residence with
respect to any investments, investment solicitations, investment transactions or
communications made with us.

You may not copy this report or distribute or disclose the information contained
in the report to any third party, except with our express written consent or as
required by law or any requlatory authority.

“BMO Wealth Management”is a brand name that refers to BMO Harris Bank,
N.A., BMO Family Office, LLC, BMO Harris Financial Advisers, Inc., BMO Delaware
Trust Company, and certain affiliates that provide certain investment, investment
advisory, trust, banking, securities, insurance and brokerage products and
services. “BMO Family Office” is a brand name that refers to BMO Harris Bank,
N.A., BMO Family Office, LLC, and BMO Delaware Trust Company. The BMO
Family Office brand provides family office, investment advisory, investment
management, trust, banking, deposit and loan products and services. These
entities are all affiliates and owned by BMO Financial Corp., a wholly-owned
subsidiary of the Bank of Montreal. Capital Advisory Services are offered by a
division of BMO Harris Bank, N.A. Member FDIC.

NMLS #401052

EQUAL HOUSING

BMO 90 Wealth Management

Corporate Office: 111 W. Monroe Street, Chicago, IL 60603
C11# 10593166



