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ClO's view on the overall
US equity market remains
unchanged

18 February 2026, 13:36 UTC, written by UBS Editorial Team

The four largest “hyperscalers” (Alphabet, Amazon, Meta, and Microsoft) plus Oracle will likely spend close
to USD 700bn this year. This expenditure will consume nearly all of these companies’ operating cash flows
and may increasingly rely on external financing.

As a result, we expect capex growth will likely decelerate. This means investors will have to be more selective and
nimbler among the beneficiaries of this spending. To reflect this, and the heightened competition in the software sector,
we recently downgraded the S&P 500 information technology sector to Neutral from Attractive.

But we also need to consider the broader implications.

Downgrading US communication services. The aggressive pace of capital spending reflects the fact that Al model
developers operate in a very competitive space, racing to constantly improve their models and win market share. This is
a crowded field and at this early stage of development, it is not clear who the leaders will be when the dust settles.

Competition looks poised to inflect even higher as private companies start to encroach on the core advertising business
of public companies—OpenAl is introducing its own advertising and other players may follow suit. Meanwhile,
investors' concerns may linger about free cash flow pressures from intense capital spending. To reflect these
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competitive risks, and our assessment that the risk-reward in the sector is becoming more balanced, we downgrade US
communication services from Attractive to Neutral.

We believe the Power and resources opportunity remains both Attractive and broader than just supplying
power to Al. While data center investment is growing quickly, it remains a small part of the overall market—the
Energy Information Administration estimates data centers could account for up to 9% of total US electricity use

by 2035 (compared to around 4% today). Many products sold by companies in the power and resources sector
(e.g., transformers, switchgears, metals) can also be used across multiple applications, not just for data centers. We
are therefore not overly concerned about the impact of slowing data center capex growth on power supply chain
companies. Strong recent order growth and large backlogs suggest several years of profit growth ahead.

The Power and resources opportunity also has broader drivers including grid resilience, global transmission
infrastructure, renewables, nuclear, building electrification, industrial automation, EV infrastructure, and critical
minerals. We expect annual power generation investment to remain stable at around USD 900 billion, with total global
electrical infrastructure spending forecast at USD 32 trillion over ten years. We believe Power and resources is a way for
investors to broaden beyond tech, with industrial, utility, metals, and materials companies all likely beneficiaries.

Our view on the overall US equity market remains unchanged. Although we have a Neutral view on both
information technology and communication services, we believe the macro backdrop remains supportive due to solid
economic growth, which is driving healthy and broadening profit growth and should support the wider market. Even
though the Federal Reserve has paused rate cuts for now, we believe the central bank will deliver two more 25-basis-
point rate cuts later in the year, and a combination of solid growth and Fed rate cuts is typically a favorable environment
for equities. We hold an Attractive view of the US stock market, expect 12% S&P 500 earnings per share growth this
year, and maintain our year-end S&P 500 target of 7,700.

We also upgrade US industrials to Attractive. The sector’s exposure to the stable growth provided by secular
themes—such as electrification, US re-industrialization, and aerospace demand—underpins our positive view. But we
also see a potential pickup in more cyclical segments like transportation. The recent increase in the ISM Manufacturing
index is encouraging and suggests manufacturing may finally be improving after three years of sluggish demand. This
should lead to solid earnings growth.

Overall, we think investors should review current exposures to US technology and communication services and consider
hedging or diversifying exposures that are above benchmark levels. For reference, MSCI USA IT comprises 21% of the
MSCI AC World index. Investors with excess exposure to US IT and communication services should consider diversifying
toward preferred areas of the market where we see superior risk-reward, including industrials, banks, health care,
utilities, and consumer discretionary.

Original report: Downgrading US communication services and upgrading industrials,18 February 2026.
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Disclaimer

Hong Kong / Singapore: For Global Wealth Management clients of UBS AG Singapore / Hong Kong branch, please refer to
the HK/SG Marketing Material Disclaimer .

This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by
FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes
former Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS
AG and a member of FINRA/SIPC. Additional Disclaimer relevant to Credit Suisse Wealth Management follows at the end of
this section.

This document and the information contained herein are provided solely for your information and UBS marketing
purposes. Nothing in this document constitutes investment research, investment advice, a sales prospectus, or an offer

or solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security,
investment instrument, or product, and does not recommend any specific investment program or service.

Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be
suitable or appropriate for all investors. In addition, certain services and products referred to in the document may be subject
to legal restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted
basis. No offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any
person to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current
the information contained herein. The views and opinions expressed in this material by third parties are not those of
UBS. Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages
arising from the use or reliance of all or any part thereof.

All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects
or elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly
stated, no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.
Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance
figures may not be based on complete 12-month periods which may reduce their comparability and significance. Historical
performance is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This
document may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the
extent permitted by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any
liability, responsibility or duty of care for any consequences, including any loss or damage, of you or anyone else acting, or
refraining to act, in reliance on the information contained in this document or for any decision based on it.

Additional Disclaimer relevant to Credit Suisse Wealth Management: Except as otherwise specified herein and/or
depending on the local entity from which you are receiving this document, this document is distributed by UBS Switzerland
AG, authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Your personal data will be
processed in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse
website https://www.credit-suisse.com. In order to provide you with marketing materials concerning our products and services,
UBS Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address)
until you notify us that you no longer wish to receive them. You can optout from receiving these materials at any time by
informing your Relationship Manager.

Please visit https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-
disclaimer.html to read the full legal disclaimer applicable to this document.

© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
Important information

There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for
individual investors and are produced by UBS Global Wealth Management (which includes UBS Financial Services Inc. and UBS
International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors.
The two sources operate independently and may therefore have different recommendations. The various research content
provided does not take into account the unique investment objectives, financial situation or particular needs of any specific
individual investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of
UBS AG and an affiliate of UBS International Inc.
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About Our Wealth Management Services

As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities
and Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment advisory and
brokerage services. Investment advisory services and brokerage services are separate and distinct, differ in material ways and
are governed by different laws and separate agreements. It is important that investors understand the ways in which UBS
conducts business, that they carefully read the agreements and disclosures that UBS provides to them about the products

or services offered. A small number of UBS financial advisors are not permitted to offer advisory services to you, and can
only work with investors directly as UBS broker-dealer representatives. Your financial advisor will let you know if this is the
case and, if you desire advisory services, will refer you to another financial advisor who can help you. UBS' agreements and
disclosures will inform investors about whether we and our financial advisors are acting in our capacity as an investment
adviser or broker-dealer. For more information, please see www.ubs.com/workingwithus. In providing financial planning
services, UBS may act as a broker-dealer or investment adviser, depending on whether we charge a fee for the service. The
nature and scope of the services are detailed in the documents and reports provided to you as part of the service.

© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. UBS
Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
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