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Corporate earnings shined in Q1. To date, roughly half of the S&P 500 companies have announced
earningsresults,and a large majority of them beat expectations. However, this good news may be fleeting.
In April, the S&P 500 Index declined by 4.08%, and the U.S. equity benchmark’s outlook for the rest of Q2
suggests heightened volatility amid several notable tail risks.* Included among these risks is the potential for
a more hawkish Federal Reserve (Fed). Should slower growth, a still-strong labour market, and resurgent
inflation combine to delay rate cuts further, pressure on earnings estimates in the coming quarters is
possible. In this scenario, companies with meaningful global exposures will likely be the most vulnerable.

It is expected that U.S. equities can maintain their bullish trend this year, as long as the big tech stocks and
investmentsin artificial intelligence (Al) remain strong, manufacturing activity maintain sits current pace, and
inflation doesn’tincrease any further. For now, the currentmacroeconomic environmentand strong earnings
growth appear supportive for U.S. equities. For investors concerned about the potential for heightened
volatility and a downturn in U.S. equity prospects, the benefits that buffer strategies can bring to a portfolio
continue to be highlighted.

Investment Strategy views on S&P 500 earnings results for Q1:

= Tail Risks Emerge for U.S. Equities — The likelihood of the Fed not cutting interest rates this year
is higher now with recent inflation data surprising to the upside. With the market pricing in higher-
for-longer rates, the outlook for U.S. equities seems even more reliant on tech and Al's growth.

= Market Performance Tied to the Magnificent 7 — Earnings strength in Q1 bodes well, though
their investments in Al are likely to face heightened scrutiny in coming quarters.

With Rates Higher for Longer, Market Pins Hopes on Al Productivity Gains

U.S. GDP for Q1 disappointed with a 1.6% annualised growth rate, below consensus’ 2.5% forecast.
Meanwhile, inflation came in hot with headline at 3.1% annualised and core at 3.7%.2 The higher-than-
expected price pressures pushed out the prospect of a rate cut this year.

Given the trajectory of recent economic data, ‘three potential risks that could emerge for U.S equities are
highlighted. First, the Fed not cutting rates this year is a real possibility. Instead, the Fed may continue to
reduce its quantitative tightening (QT) to maintain ample liquidity and keep financial conditions supportive of
economic growth. Atits May meeting, the Fed announced plans to reduce the cap on its Treasury runoff
from US$60 billion to US$25 billion starting in June. The cap on mortgage-backed securities will remain at
US$35 hillion.®

Second, with the Fed in no hurry to cut, the divergence between the United States and Europe is likely to
increase. The European Central Bank (ECB) and the Bank of England (BoE) are likely to cut at least once
this year, pushing the U.S. dollar higher against its peers. The effect of asynchronous rate cuts by the ECB
or the BoE would likely lead to a strong depreciation of the Euro or the Sterling against the US dollar and
other major currencies, possibly being counterproductive attrimming inflation in Europe since it would make
imports more costly but will certainly improve competitiveness of the regions and boost exports. In this
scenario, European equities may offer investors attractive entry points relative to their U.S. counterparts.
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Third, markets digested the Fed’s higher-for-longer rates narrative amid optimism abouthigher future growth
led by Al productivity gains. While these stocks continue to drive equities, such concentration leaves
markets vulnerable to this small group of companies and prone to volatility.

Magnificent 7: Strong Earnings Led by Cloud, Advertising, and Al Investments

The Magnificent 7, comprising Amazon, Microsoft, Apple, Alphabet, Nvidia, Tesla, and Meta, dominated the
market’'s attention again this earnings season, and for good reason. Cloud services, advertising revenue and
new Al developments stood out as positives. Al investments by these large tech names were scrutinised to
evaluate their growth potential and whether they can sustain a broader marketrally and spur new economic
growth. This type of scrutiny is likely to increase in future quarters as Al proliferates. Other winners included
Health Care and Consumer Staples.

Cloud Services and Advertising Boosted Revenues

Microsoft's sales and profit exceeded expectations in Q1, lifted by corporate demand for Azure’s cloud
services and OpenAl’s offerings, a sign that spending on technology is recovering from its post-pandemic
lows last year. Azure revenue increased by 31%, above the average forecast for 29% and the 30% gain in
Q4. About 7% of the Q1 gain was attributable to Al, compared with 6% in Q4.*

Amazon Web Services (AWS), Amazon’s cloud unit, posted its strongest sales growth in a year, a sign that
the retailer’'s most profitable segmentis recovering from last year’s lows. Revenue for AWS increased by
17% year-over-year (YoY). ® Advertising revenue was another positive for Amazon, increasing by 24% YoY.®

Alphabet's cloud services revenue jumped by 28% in Q1, led by its investments in Al. Search advertising
revenue was up by an impressive 14% YoY. Also, Alphabet instituted a dividend worth about US$10 billion
annually at the initial rate, and it announced US$70 billion of share repurchases.’

Al Even More of a Focal Point

Meta, Microsoft, and Alphabet signalled that their Al investments and generative Al-specific revenue have
become key stock drivers. Microsoft's OpenAl enabled the company to add Al tools that summarise
documents and generate new content for its Microsoft Office software. Meta significantly increased its
investments in Al to support product development efforts.

Global data centre infrastructure is increasingly in demand as companies race to integrate generative Al into
products, services, and business operations. Amazon announced that its capital expenditures on data
centres would increase significantly. All told, the company is expected to spend US$150 billion on data
centres in the coming years, primarily to support AWS’ growth.®

Nvidia accelerated the developmentof its data centre products, recently launching four inference platforms
that combine the company’s latest processors. The products expand Nvidia’s partnerships with Google
Cloud, AWS, Microsoft Azure and Oracle Cloud Infrastructure. The company’s data centre revenue
increased by 14% from a year ago and 18% from the previous quarter.®

Prudent Retail Spending Weighed on Discretionary Products
Amazon’s e-commerce business reported sales of $54.6 billion in Q1, slightly missing analysts’ estimates
amid lower consumer spending in the more expensive product range.’° Gaming revenue for Tesla fell 8.7%

YoY and Nvidia’s fell 38% YoY due to lower sales.'* Apple’s revenue rose only 2% YoY due to concerns
about elongated sales cycles.'?
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Q12024 US TECH STOCKS EARNINGS RESULTS
Source: Global X ETFs illustration derived from Bloomberg data as of 3 May 2024.

160 30%
140 25%
120 20%
59

100 15%
10%

30

5%

60 91

40 5%
2 [} . 1[]':};}
0 . | 15%

Alphabet Microsoft Tesla Amazon Meta Apple Nvidia
B Q1Estimated Revenue (US$bn) B Actual Revenue Revenue (%yoy, rhs)

OUR ETFs ABOUT NEWS

INSIGHTS CONTACT PRIVACY POLICY



https://globalxetfs.eu/
https://globalxetfs.eu/about/
https://globalxetfs.eu/announcements/
https://globalxetfs.eu/insights/
https://globalxetfs.eu/contact/
https://globalxetfs.eu/privacy-policy/
https://www.globalxetfs.com/
https://www.federalreserve.gov/monetarypolicy/files/monetary20240501a1.pdf
https://www.microsoft.com/en-us/Investor/earnings/FY-2024-Q1/press-release-webcast
https://ir.aboutamazon.com/news-release/news-release-details/2024/Amazon.com-Announces-First-Quarter-Results-68b9258cd/default.aspx
https://abc.xyz/assets/91/b3/3f9213d14ce3ae27e1038e01a0e0/2024q1-alphabet-earnings-release-pdf.pdf
https://ir.aboutamazon.com/news-release/news-release-details/2024/Amazon.com-Announces-First-Quarter-Results-68b9258cd/default.aspx
https://investor.nvidia.com/news/press-release-details/2023/NVIDIA-Announces-Financial-Results-for-First-Quarter-Fiscal-2024/default.aspx
https://ir.aboutamazon.com/news-release/news-release-details/2024/Amazon.com-Announces-First-Quarter-Results-68b9258cd/default.aspx
https://ir.tesla.com/press-release/tesla-releases-first-quarter-2024-financial-results
https://investor.nvidia.com/news/press-release-details/2023/NVIDIA-Announces-Financial-Results-for-First-Quarter-Fiscal-2024/default.aspx
https://investor.nvidia.com/news/press-release-details/2023/NVIDIA-Announces-Financial-Results-for-First-Quarter-Fiscal-2024/default.aspx
https://www.apple.com/newsroom/2024/02/apple-reports-first-quarter-results/

by Mirae Asset

OUR ETFs ABOUT NEWS

INSIGHTS CONTACT PRIVACY POLICY



https://globalxetfs.eu/
https://globalxetfs.eu/about/
https://globalxetfs.eu/announcements/
https://globalxetfs.eu/insights/
https://globalxetfs.eu/contact/
https://globalxetfs.eu/privacy-policy/
https://www.globalxetfs.com/

by Mirae Asset

OUR ETFs ABOUT NEWS

INSIGHTS CONTACT PRIVACY POLICY



https://globalxetfs.eu/
https://globalxetfs.eu/about/
https://globalxetfs.eu/announcements/
https://globalxetfs.eu/insights/
https://globalxetfs.eu/contact/
https://globalxetfs.eu/privacy-policy/
https://www.globalxetfs.com/

