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T. ROWE PRICE INSIGHTS
ON GLOBAL TECHNOLOGY

KEY INSIGHTS
■■ The recent pullback in technology stocks appears to be due to profit taking after 

a strong run pushed up valuations.

■■ We believe that long-term, secular growth trends creating value in the technology 
sector remain intact and have accelerated during the pandemic.

■■ The potential for further volatility could favor stock pickers with deep knowledge 
of individual tech companies and business models.

Volatility in Technology 
Highlights Importance 
of Selectivity
We believe the sector’s long-term growth stories 
remain strong.

The recent pullback in technology 
stocks strikes us as a normal 
bout of profit taking after the 

sector’s strong run. Although the 
broad-based sell-off can be unsettling 
for investors, we believe that the 
powerful secular trends underpinning 
the technology sector’s most appealing 
long-term growth stories remain intact. 
The digitalization of the economy has 
shown signs of accelerating, from 
growing adoption of e-commerce, 
online advertising, streaming media, and 
cloud-based software to the proliferation 
of semiconductors in the automotive 
and other industrial end markets.

Strong Performance 
Invites Profit Taking

Over the eight months ended August 31, 
2020, information technology (IT) had 
outperformed the S&P 500 and the 
index’s 10 other sectors by a meaningful 
margin. The companies with the five 
largest weightings in the S&P 500 at 
the end of August—Apple, Microsoft, 

Amazon.com, Facebook, and Alphabet 
(Google’s parent company)—also fared 
well, accounting for more than 800 
basis points of the index’s return over 
this period.

For many tech stocks with well-understood 
growth stories, valuation multiples based 
on trailing financial results or consensus 
estimates for the next 12 months reached 
levels that looked increasingly demanding. 
On this basis, rapidly growing enterprise 
software companies appeared to face 
especially high expectations. 

Worries about valuations and the 
economic uncertainty stemming from 
the coronavirus pandemic and the 
upcoming U.S. presidential election 
meant that investors often wondered 
how much higher prominent technology 
stocks could go as they climbed the 
proverbial wall of worry. 

Huge, single-day upswings in shares of 
individual stocks likewise contributed 
to fears of a potential bubble in the 
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tech sector and broader market. In 
some instances, these price moves 
came in response to robust quarterly 
earnings that surprised to the upside 
by a wide margin, reflecting stale 
earnings estimates from sell-side 
analysts and a dynamic environment 
where the coronavirus pandemic has 
helped to accelerate adoption of some 
technologies. At the same time, big 
moves in some popular stocks appeared 
to be catalyzed by questionable 
reasons, such as stock splits, that have 
little bearing on the prospects of a 
company’s underlying business. 

Now, investors are questioning the 
stability of these gains and how far 
technology stocks could fall before 
finding a foothold. 

Focusing on Fundamentals

We understand concerns about the 
near-term outlook for tech stocks. 
However, we focus on the secular trends 
that we believe can create value over 
the long term. Especially during periods 
of volatility, we believe that our deep 
knowledge of individual companies and 
business models can give us an edge in 
identifying and striving to take advantage 
of appealing opportunities.

The market’s recent excesses do 
not compare to the dot-com boom 
and bust of 20 years ago, when 
highflying tech stocks offered more 
flash than substance, in our view. The 
technology-driven changes taking place 
throughout the economy are widely 
acknowledged, even if there is debate 
about their durability and magnitude.

Today, the dominant online social 
media, e-commerce, and cloud services 
platforms have proved the durability of 
their businesses. The same goes for 
the software-as-a-service (SaaS) model, 
where customers benefit from increased 
flexibility and lower IT infrastructure and 
support costs, thanks to cloud-based 
delivery of these solutions. Meanwhile, 
the SaaS providers themselves have 
enjoyed steadier cash flows compared 
with the pattern of feast and famine that 

came with selling packaged software 
under perpetual licenses. 

The coronavirus pandemic has 
accelerated adoption of e-commerce, 
both in established categories 
and in large markets, such as food 
and beverages, that had been 
underpenetrated—a shift in consumer 
behavior that we believe has staying 
power in the U.S. and international 
markets. This strength has filtered 
through to the targeted advertising 
provided by large social media 
companies; in our view, the resilient 
demand among direct-response 
advertisers suggests that these online 
platforms could capture a greater share 
of marketing budgets during the recovery.

Over the longer term, we see the 
potential for enterprises to accelerate 
their transition to the cloud as they 
seek to improve business continuity, 
unlock efficiencies, and enhance 
their competitiveness. We view the 
semiconductor industry as another 
area of longer-term opportunity, as 
the digitalization of the economy 
should drive increasing demand for 
advanced chips in data centers, artificial 
intelligence, automobiles, and industrial 
end markets.

The Case for Active Management 
in the Technology Sector

An actively managed portfolio is not a 
panacea against volatility in technology 
stocks, but we believe that our global 
research capabilities can give us a leg 
up in identifying stocks with potentially 
compelling risk/reward profiles 
and taking advantage of near-term 
dislocations in the market.

In the software industry, for example, 
short-term valuations have tended 
toward the high side in recent years, 
reflecting the appeal of the SaaS 
business model and the potential 
for compelling growth as innovative 
companies take share from legacy 
providers and benefit as enterprises 
embrace the cloud.

An actively 
managed portfolio 
is not a panacea 
against volatility in 
technology stocks, 
but we believe that 
our global research 
capabilities can give 
us a leg up...



3

We are cognizant that elevated 
valuations reflect high expectations and 
can exaggerate moves to the downside 
when the company in question reports 
an earnings hiccup or short-term regime 
shifts favor cyclical industries over 
secular growers. 

But not all software companies are 
created equal, even if they trade at the 
same enterprise value (equity plus 

debt) to sales and have been growing 
their revenue at a similar rate. In these 
instances, we believe our bottom-up 
approach and deep knowledge of 
individual business models and industry 
dynamics can provide us with an edge 
in identifying instances where the market 
might not appreciate the durability of its 
core business, the potential for second 
and third acts to enhance its growth story, 
or its prospects for margin expansion.

WHAT WE’RE WATCHING NE X T 
The coronavirus pandemic has pulled forward significant demand in 
areas such as e-commerce and cloud-based software, raising questions 
about the sustainability of these trends and the risk that this near-term 
tailwind creates a high bar of expectations for next year. We constantly 
reevaluate the durability of our holdings’ and potential investments’ 
growth stories as we seek to lean into areas where our differentiated views 
give us conviction while avoiding impostors whose growth prospects may 
not prove as durable.

The specific securities identified and described are for informational purposes only and do not represent recommendations.
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Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any nature, 
including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended to seek independent 
legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive 
revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. The value of an investment and any income 
from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any jurisdiction or to 
conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ accuracy 
or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject to change without 
notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole or in part, be 
copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is provided upon 
specific request. It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, Suite 50B, 
Sydney, NSW 2000, Australia. For Wholesale Clients only.

Brunei—This material can only be delivered to certain specific institutional investors for informational purpose upon request only. The strategy and/or any products associated 
with the strategy has not been authorised for distribution in Brunei. No distribution of this material to any member of the public in Brunei is permitted.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited Investors as 
defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment management services.

China—This material is provided to specific qualified domestic institutional investor or sovereign wealth fund on a one-on-one basis. No invitation to offer, or offer for, or sale of, the 
shares will be made in the People’s Republic of China (“PRC”) (which, for such purpose, does not include the Hong Kong or Macau Special Administrative Regions or Taiwan) or 
by any means that would be deemed public under the laws of the PRC. The information relating to the strategy contained in this material has not been submitted to or approved 
by the China Securities Regulatory Commission or any other relevant governmental authority in the PRC. The strategy and/or any product associated with the strategy may only 
be offered or sold to investors in the PRC that are expressly authorized under the laws and regulations of the PRC to buy and sell securities denominated in a currency other 
than the Renminbi (or RMB), which is the official currency of the PRC. Potential investors who are resident in the PRC are responsible for obtaining the required approvals from 
all relevant government authorities in the PRC, including, but not limited to, the State Administration of Foreign Exchange, before purchasing the shares. This document further 
does not constitute any securities or investment advice to citizens of the PRC, or nationals with permanent residence in the PRC, or to any corporation, partnership, or other entity 
incorporated or established in the PRC.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International Ltd. by its 
representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.

EEA ex-UK—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri L-1724 
Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only.

Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under no circumstances 
should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from T. Rowe Price. No distribution of this material to 
members of the public in any jurisdiction is permitted.

Korea—This material is intended only to Qualified Professional Investors upon specific and unsolicited request and may not be reproduced in whole or in part nor can they be 
transmitted to any other person in the Republic of Korea.

Malaysia—This material can only be delivered to specific institutional investor upon specific and unsolicited request. The strategy and/or any products associated with the 
strategy has not been authorised for distribution in Malaysia. This material is solely for institutional use and for informational purposes only. This material does not provide 
investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or to offer to enter into, an agreement for or with a view 
to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be considered a making available of, solicitation to buy, an offering for 
subscription or purchase or an invitation to subscribe for or purchase any securities, or any other product or service, to any person in any jurisdiction where such offer, 
solicitation, purchase or sale would be unlawful under the laws of Malaysia.

New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, 
Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or delivered in New 
Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in circumstances where there is no 
contravention of the Financial Markets Conduct Act 2013.
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


