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Will the Magnificent 7 continue
to set the pace in the market?

USD 13.2 wiion  30% 5X

Market capitalisation of the Market capitalisation of The market expects Nvidia's
Magnificent 7. Equivalent to the these seven companies with revenues to increase 5-fold

nominal GDP of the six largest respect to the capitalisation (and earnings 7-fold) in
Eurozone economies’ of the S&P 500 (18% of the 2022-20262
MSCI World)?

Source: 1. Bloomberg and Santander. 2. Factset, combined with analysts' estimates. Data as of 28/2/2024.
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The Magnificent 7 are companies with a world-
leading position in technology that has
enabled them to outstrip market growth, and

they are leading the artificial intelligence
boom.They are Microsoft, Apple, Nvidia,
Amazon, Alphabet, Meta and Tesla.

In 2023, the Magnificent 7 shaped stock market performance

Equities performed exceptionally wellin 2023, but much of Two market realitiesin 2023
thisa ppreciation wasduetothe performance ofthe Source: Bloomberg and Santander. Data as of 31/12/2023
Magnificent 7 — three tech companies (Apple, Microsoft,

Nvidia), two communications companies (Metaand Alphabet) S&P 500 Magnificent 7 S&P 493
and two in the consumer discretionary sector (Amazon and 100%
Tesla). This appreciation was supported by their dominant 91%
positionin high-margin segments of the economy, and by 80%
theiroutstanding lead in artificial intelligence.
60%
Appreciation by the Magnificent 7 in 2023 -
Source: Bloomberg and Santander. Data as of 31/12/2023
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Alphabet 58%
amazon [N 381% The Magnificent 7 appreciated by 91% in aggregate
(weighted by market capitalisation) compared with 24% by
T=s.~ NN 102% the S&P 500 indexand 12% by the other 493 components
of the index. Nevertheless, asshownin the charton the left,
OQOMeta I 194% there was significant dispersion within that appreciation
(Nvidia appreciated by 5 times more than Apple).
<nvioia . 239%
Global companies that are as big as European
economies and are gaining in weight in the indexes.
The unstoppable process of digitalisation ona global scale S&P 500 concentrationat a peak
thankstothe deveLopmentoF theinternetand the Source: Bloomberg and Santander. Dataas of 31/12/2023
penetration of smartphones —and, now, artificial 30%
intelligence — has changedthe scale of technology W Tesla
companies. The market capitalisation of Microsoft (USD 3 25% o Meta
trillion) or Apple (USD 2.8 trillion) is similarin size to the . N
economy of France (USD3.1 trillion) or the United Kingdom 20% W Nvidia
(USD 3.3 trillion)*. The Magnificent 7 currently represent 150, & Amazon
18% of the MSCIWorld index, 30% of the S&P 500 and 40%
ofthe Nasdaq 100. As can be seen in the graph, this 10% Google
concentration hasdoubledin the last five years, particularly Apple
since the pandemic. According to Goldman Sachs**, such a 5% L i ‘
W Microsoft

high level of concentration in the seven largest companiesin

the indexis unprecedented. 0%

2004 2008 2012 2016 2020 2024

*IMFWorld Economic Outlook Database. October2023.
**2024US Equity Outlook: "AllYouHad To Do Was Stay". Goldman Sachs. 15 Nov2023.
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What's behind these companies' growth?

They share certain strengths that constitute a barrier to entry into their respective markets — what is
called an “economic moat”. This term was coined by Warren Buffet to refer to the competitive
advantage that a company has been able to establish in its industry. This is what has enabled these
companies to generate above-average growth, margins and earnings and is the key to their
extraordinary performance.

@ Strong brands 53} Digital ecosystems Sound financial
Recognised for their quality, Wide range of products and position
reliability and ease of use. services that are easily
integrated, enhancing the user
experience and increasing

Ample capacity to investin new
technologies, make

AL Data & Analysis customer retention. ﬂ;wlrng;ﬁ(r;s_nd EARSAINS
They improve customer
experience and earnings them
to make more informed (’W) . * Talent
strategic decisions. T Innovation
) ) Corporate culture that fosters
& Scalability Strong investmentin R&D. mg\gi)t;gtni,ocnreatmty and
) ) Pioneers in emerging technologies ’
Highly scalable business such as artificial intelligence, Ability to attract talent and
models, which enable them machine learning and cloud acquire startups in areas of
to grow rapidly worldwide. computing. high potential.
2 HE n: _ The Morningstar Economic Moat Rating reflects a
. mm Microsoft company's durable competitive advantage.
T=S5Ls— Alphabet —— Moats arise from at least five sources of competitive
Source: Morningstar. advantage: (i) cost advantages, (ii) intangible assets
Company profiles N Meta —— amazon___¢« (brand, etc.), (iii) switching costs, (iv) durable scale
~— economies, and (v) network effects, i.e. that the more
@ NVIDIA— users, the greater the network's value and the harderit
Wide Narrow is to leave.

Differences are evident in the 2023 fourth quarter results

Source: Bloomberg. Dataas of 27/2/2024 Sha re performance |n 2024

*Weighted by market capitalisation
Source: Bloomberg. Dataas of 13/3/2024

Q423 Revenues Earnings
YoYgrowth  vs.Expectations  YoYgrowth vs. Expectations 100%
Nvidia
Nvidia 265% 8% 486 % 12% 80%
Meta 25% 3% 202% 8% 0% Meta
Amazon  14% 2% 300% 25% ) Amazon
Alphabet  15% 2% 56% 3% o Microsoft
Microsoft  18% 1% 26% 6% 20% Aphabet
Apple 2% 1% 16% 4% v ~———— ot
Tesla 3% -3% -40% -3% o
M * 15% 2% 56% 7% o e
S&P 500 4% 1% 7% 7% O‘Han 13-Jan 25-Jan 6-Feb 18-Feb 1-Mar 13-Mar
As can be seen in the table, Nvidia, Meta and Amazon have This dispersion in earnings is also reflected in their share

exceeded market expectations. Alphabet, Microsoftand Apple performance in 2024.
are performing in line with expectations, while Tesla has failed
to meet expectations in terms of both revenues and earnings.

Global Investments & Products | Investmentthemes| March 2024




. o . . & Private
Will the Magnificent 7 continue to set the pace in the market? Banking

Can the Magnificent 7 continue to grow sustainably
in the long term?

To attempt an answer to this question, we analyse two variables: valuation and expected long-term growth, as well as their
positioning in the artificial intelligence race.

For a company's valuation to be sustainable over time, price growth must be supported by above-average
earnings growth. The PEG (Price/Earnings-to-Growth) ratio compares the share price, relative to the company's earnings
(price/earnings or P/E), with its expected future growth. A low PEG ratio suggests that the company is undervalued relative to
its earnings potential. Conversely, a high level suggests it is overvalued.

Source: Factsetanalysts' estimates. Dataas of 27/2/2024.

EPS P/E Long-term PEG
Price ( Earnings per share ) ratio (1) growth (2) (1)/(2)
Nvidia 787.01 24.79 35.1 31% 1.14
Meta 487.05 20.88 PER:] 25% 0.94
Amazon IVERY: 5.17 33.1 29% 1.14
Alphabet 138.88 7.32 18.7 16% 1.19
S&P500 21 14% 1.53
Microsoft 407.48 12.8 31.6 14% 2.27
Apple 182.63 6.83 24.8 12% 2.07
LHE] 199.73 3.23 54.3 4% 13.58
Are valuations supported by growth? Apple has a similar P/E to Meta (25x vs. 24x) but is projected

to attain only half the latter's growth rate (12% vs. 25%), so

As can be seen in the table, Nvidia has a high P/E multiple Apple's PEG ratio is 2.3 times that of Meta.

(35x) and also elevated growth expectations (31%). The

PEG ratio is not demanding if growth expectations are In conclusion, the seven companies differ in terms of both

met. valuation and growth profile and it is therefore advisable to
discriminate when investing in them.

Tesla's situation is different: it has the highest P/E (54x) and
also the lowest growth (4%) among the seven, resulting in
a PEG of 13.6, which suggests it may be overvalued.

Artificialintelligence (Al) is a disruptive technology that is expected to be the
maindriverthis decade. It is vital to form part of the Al value chain.

The key to positioningin Al lies in a combination of strengthsin data, infrastructure (GPUs and cloud) and models.

Components of the artificial intelligence value chain and the leading companies in each field

Data Hardware (GPUs) Cloud Models (Algorithms)

Access to huge databasesis Fundamental components for The cloud provideson-demand Trainedon massive data sets,

a key factorin the Al race. paralleland accelerated computing resources, such as foundational modelsare deep

processing of Al data training virtual serversand storage. learning neural networks that

. models. It enables scalability, Flexibility have given a massive boost to

Microsoft and globalaccess to data and the development of Al.

Amazon services.

Alphabet Microsoft

Meta Microsoft Amazon

Tesla Amazon Meta

Apple Nvidia Alphabet Alphabet

These seven companies in aggregate (viewed togetherand not individually) will not outperformin 2024 in the same way as
they did in 2023. Their high valuations set a high bar in terms of maintaining the earnings growth differential, preserving the
moat in key segments and convincing the market of their superior positionin Al.
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								EPS 				P/E 				Long-term				PEG       

				Price				(Earnings per share)				ratio (1)				 growth (2)				 (1)/(2)



		Nvidia		787.01		787.01		24.79		24.79		35.1		35.1		31%		0.307		1.14		1.1433224756





		Meta		487.05		487.05		20.88		20.88		23.8		23.8		25%		0.254		0.94		0.937007874





		Amazon		173.54		173.54		5.17		5.17		33.1		33.1		29%		0.29		1.14		1.1413793103





		Alphabet		138.88		138.88		7.32		7.32		18.7		18.7		16%		0.157		1.19		1.1910828025





		S&P500				0				0		21		21		14%		0.137		1.53		1.5328467153





		Microsoft		407.48		407.48		12.8		12.8		31.6		31.6		14%		0.139		2.27		2.273381295





		Apple		182.63		182.63		6.83		6.83		24.8		24.8		12%		0.12		2.07		2.0666666667





		Tesla		199.73		199.73		3.23		3.23		54.3		54.3		4%		0.04		13.58		13.575










& Private
Banking

Important Legal Information

This document has been prepared by Banco Santander, S.A. ("Santander") for information purposes only and is not intended to be, and should not be construed as,
investment advice, a prospectus or other similar information material. The distribution or provision of this material to a client or any third party should not be
construed as the provision or offering of any investment advisory services.

This material contains information compiled from a variety of sources, including business, statistical, marketing, economic and other sources. The information in this
material may also have been compiled from third parties and may not have been corroborated by Santander; Santander accepts no liability for such information. Any
third-party materials (including logos and trademarks), whether textual (articles / studies / reports / etc. or excerpts thereof) or graphic (photos / graphics / drawings
/ etc.), contained in this report / publication are copyright their respective owners and are reproduced only in accordance with industrial or commercial fair use.

Any opinion expressed in this document may differ from or contradict opinions expressed by other members of Santander. The information contained in this material
is of a general nature and is provided for illustrative purposes only. It does not relate to any specific jurisdiction and is in no way applicable to specific situations or
individuals. The information contained in this document is not an exhaustive and formal analysis of the issues discussed and does not establish an interpretative or
value judgement as to their scope, application or feasibility. Although the information contained in this document has been obtained from sources that Santander
believes to be reliable, its accuracy or completeness is not guaranteed. Santander assumes no responsibility for the use made of the information contained herein.

This document does not constitute a recommendation, offer or solicitation to buy or sell any assets, services, banking or other contracts, or any other investment
products (collectively, "Financial Assets"), and should not be relied upon as the sole basis for evaluating or valuing Financial Assets. Santander does not guarantee

t the markets or the Financial Assets, including in relation to their current and future performance. Any
reference to past or current performance should not be construed as an indication of the future performance of such markets or Financial Assets. The Financial
Assets described in this report may not be suitable for distribution or sale and Santander makes no representation that they are suitable or available in any particular
jurisdiction or to certain categories or types of investors.

Furthermore, this report may not be reproduced in whole or in part, distributed, published or delivered, under any circumstances, to any person other than the
person to whom it is addressed.
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