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Al and US Equities: Growing into Al Phase 2 multiples
and staying selective within Al Phase 3 stocks
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“platform” stocks could represent a subset of stocks for investors confident
about subsequent stages of the Al build-out.
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Al-exposed equities fell sharply this summer but have rebounded in the past few
weeks. Uncertainty about the return on Al investment among the hyperscalers, the
ability of software companies to monetize Al, and the macro backdrop drove sharp
underperformance in July. However, recent macro data, the start of Fed cuts, and
positive commentary at the GS Communacopia Conference have supported the Al trade
since early September.

We previously introduced a framework describing four phases of the Al trade.
NVDA, the clearest nearterm Al beneficiary, is “Phase 1" “Phase 2" comprises firms
focused on Al infrastructure, including semiconductor firms, cloud providers, data center
REITs, hardware and equipment companies, security software stocks, and utilities
companies (GSCBAIP2). “Phase 3" is focused on companies with the potential to
monetize Al by generating incremental revenues, primarily in software and IT services
(GSCBAIP3). “Phase 4" includes firms with the biggest potential earnings boost from
widespread Al adoption and productivity gains (GSTHLTAI).

Exhibit 1: Performance of Al phases
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Source: Goldman Sachs Global Investment Research

Exhibit 2: Summary of Al phases

Median stock

EPS growth YTD EPS revisions
Mkt cap (consensus) (consensus)
Phase Name ($ bn) 2024 2025 2024 2025 FY2 PIE
1 NVDA 3,254 123 % 45 % 35 % 64 % 29 x
2 Infrastructure 32 8 14 0 1 17
3 Enabled revenues 28 21 16 3 0 32
4 Productivity 13 13 14 1 (1) 17

Source: FactSet, Goldman Sachs Global Investment Research

As we highlighted in July, investors continue to have the highest conviction in the
Al build-out, supporting Phase 2 stocks. The mega-cap tech stocks, including AMZN,
GOOGL, META, MSFT, and ORCL, have announced substantial capex investments in Al


https://publishing.gs.com/content/research/en/reports/2024/06/25/dfd8aded-ee5f-4274-9861-2f633ae2f014.pdf
https://publishing.gs.com/content/themes/communacopia-technology-conference.html
https://publishing.gs.com/content/research/en/reports/2024/03/14/fca2c40c-c187-4b2b-ad12-87378491b67a.html
https://publishing.gs.com/content/research/en/reports/2024/07/10/350b2b0a-f17e-483b-b0b1-61b7b0524b3c.html
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and are expected to collectively spend $215 billion in 2024 and $250 billion in 2025 on
capex, a significant portion of which will be Al-related. These announcements support
the stocks involved in building out that infrastructure, such as utilities companies.

We believe share prices for Phase 2 stocks can continue to increase, but we expect
returns will be earnings-driven rather than valuation-driven. \While many factors
besides Al affect nearterm fundamentals, Phase 2 share prices have rallied beyond
forward EPS expectations and suggest incremental investor optimism about the
potential boost from Al. We expect these stocks can grow into these multiples, with
some Phase 2 stocks recently rallying on news that validates the earnings impact from
Al infrastructure spending (e.g., SMCI announcement on shipments, CEG
announcement on nuclear energy deal with MSFT). However, expected future returns
could be constrained by elevated starting valuations, although valuations are historically
a poor nearterm signal for large-cap equities.

Exhibit 3: Relative earnings and prices of Al phases
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Valuations for Phase 2 stocks are above average, reflecting this optimism. Relative


http://www.supermicro.com/en/pressreleases/supermicro-solidifies-position-leader-complete-rack-scale-liquid-cooling-solutions
https://www.constellationenergy.com/newsroom/2024/Constellation-to-Launch-Crane-Clean-Energy-Center-Restoring-Jobs-and-Carbon-Free-Power-to-The-Grid.html
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to the equal-weight S&P 500, the typical Phase 2 stock trades 0.4 standard deviations
expensive relative to the past 10 years. In contrast, less optimism appears priced in
Phase 3 (0.2 standard deviations inexpensive) and Phase 4 (0.4 standard deviations
inexpensive).

Exhibit 4: Valuation of Al phases relative to history
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The magnitude of Al spending surprises is diminishing, suggesting a more
moderate trajectory of returns for Phase 2 stocks. \While Phase 2 stocks appear
modestly expensive relative to history, it is possible that the demand for Al leads the
mega-cap tech stocks to spend even more on Al-related capex than investors and
analysts currently expect. This dynamic played out in 2023 and 1H 2024; demand for
NVDA chips far surpassed analyst expectations in early 2023 and consensus capex
revisions among the hyperscalers grew increasingly positive in TH 2024. However, the
magnitudes of NVDA sales surprises and hyperscaler capex spending surprises have
been shrinking. The upcoming 3Q earnings season will provide another litmus test for Al
demand and spending.
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Exhibit 5: NVDA revenue surprises have gotten smaller
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Exhibit 6: Capex spending surprises have gotten smaller
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Source

- FactSet, Goldman Sachs Global Investment Research

Similarly, Al mentions and management IT spending intentions are high relative to
history but have plateaued. The share of companies mentioning Al on earnings calls
dipped slightly slower in 2Q 2024. In addition, our equity analysts’ IT Spending Survey in
September 2024 showed a slight decline from the January 2024 levels.

Exhibit 7: Al mentions remains high but dipped lower
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Exhibit 8: GS IT Spending Survey is high but plateauing
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Phase 3 stocks have traded sideways in recent months and valuations are below
average, but we believe the timing of Al applications build-out and monetization
remains too uncertain to fully rotate into these stocks in the near term. Based on
our conversations with investors and recent share price performance, Phase 3 stocks
with potentially Al-enabled revenues have largely failed to meet expectations for
application build-out and monetization. We expect this uncertainty will persist in the
near-term. Based on the GS IT Spending Survey, managements expect just 3% of IT
budgets will be allocated to generative Al in the next year. Appetite for spending on Al
products may improve in 2025, as managements will have greater clarity about the path
of Fed policy and the election outcome.


https://publishing.gs.com/content/research/en/reports/2024/09/10/9af7cad2-1c33-4b29-ac49-97034747e6e9.html
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However, “platform” stocks could represent an attractive interim subset of Phase 3
stocks. Our equity analysts believe “platform” stocks, including databases and
development tools, are set to be the primary beneficiaries of the next wave of
generative Al investments. These platforms allow the best use of Al infrastructure while
providing building blocks to construct next generation applications. They highlight MSFT,
DDOG, MDB, ESTC, and SNOW as the best-positioned platform stocks (see Gen-Al Part
VIII: Catalyst or Culprit?). DDOG, MDB, and SNOW are constituents of our Phase 3
basket. MSFT is not in the Phase 3 basket because we excluded companies already in
Phase 2.

Exhibit 9: Select Al “platform” stocks
stocks identified by GS equity analysts

Mkt cap YTD 2025E growth NTM EV/
Ticker Name ($ bn) return Sales EPS sales
MSFT Microsoft Corporation 3103 12 % 14 % 14 % 11 x
DDOG Datadog Inc 42 3 22 16 14
ESTC Elastic NV 8 (29) 14 23 5
MDB MongoDB, Inc. 20 (33) 18 19 9
SNOW Snowflake, Inc. 40 (40) 24 41 9
Median stock (29)% 18 % 19 % 9 x

Source: Goldman Sachs Global Investment Research

Many of the platform stocks have plunged YTD on near-term fundamental
weakness. However, valuations are low vs. history and revisions have generally
stabilized in recent months. Revisions to 2025 EPS estimates can explain most of the
variation in performance among the platform stocks. The large wave of negative EPS
cuts came in TH 2024, where the stocks meaningfully underperformed. Revisions have
generally stabilized or even improved in recent months, supporting recent performance.
From a macro perspective, long-duration, expensive growth stocks also benefited from
the decline in bond yields, although the recent backup in yields has challenged this
dynamic. Our equity analysts remain Buy rated on four of the five stocks (the exception
is ESTC, Neutral).


https://publishing.gs.com/content/research/en/reports/2024/08/26/e991bea3-eebb-43ab-9098-78eb5fec97e2.html
https://publishing.gs.com/content/research/en/reports/2024/08/26/e991bea3-eebb-43ab-9098-78eb5fec97e2.html
https://publishing.gs.com/content/research/en/reports/2024/08/26/e991bea3-eebb-43ab-9098-78eb5fec97e2.html
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Exhibit 10: Platform stock returns driven by EPS revisions
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Source: FactSet, Goldman Sachs Global Investment Research

We believe widespread adoption of Al is still years away, which will continue to
constrain Phase 4 outperformance. Economy-wide surveys suggest just 6% of firms
are currently using generative Al to produce goods and services, albeit with wide
variation at the industry level (see Al Adoption Tracker). We believe the roll-out of

applications among Phase 3 stocks is a necessary condition before investors will gain
confidence about owning Phase 4 stocks with the largest potential earnings gains from
Al-related productivity.

Exhibit 12: Al adoption remains relatively low across all industries
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Appendix: Constituents of the Al phases

Exhibit 13: Al Phase 2 constituents

Ticker

VST
PLTR
CEG
COHR
VRT
ARM
NRG
CRDO
ANET
ORCL
2330-TW
AVGO
SMCI
BDC
PEG
GLW
PSTG
MPWR
NTAP
ONTO
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NEE
ETR
SO
APH
SANM
LITE
FN
wDC
HPE

D
PNW
AMAT
AEP
Ccms
PLUS
AEE
PPL
MRVL
2454-TW
NVT
MU
DLR
PANW
000660-KR
FE
AMZN
TER
OGE
EVRG
GOOGL
DUK
AMD
Qcom
WEC
CRWD
AGR
BKH
EXC
SNX
ucTT
SRE
FORM
MSFT
BEPC
ASML-NL
EQIX
POR
PCG
csco
AMT
IDA
VECO
XEL
MKSI
LRCX
SNPS
CDNS
KEYS
AEIS
8035-JP
AES
JBL
LFUS
VIAV
S
DBRG
KLIC
ACLS
Lscc
005930-KR
GFS
INTC

Name

Industry group

Vistra Corp.

Palantir Technologies Inc.
Constellation Energy Corporation
Coherent Corp.

Vertiv Holdings Co.

ARM Holdings PLC ADR

NRG Energy, Inc.

Credo Technology Group Holding Ltd.
Arista Networks, Inc.

Oracle Corporation

Taiwan Semiconductor Manufacturing Co., Ltd.
Broadcom Inc.

Super Micro Computer, Inc.
Belden Inc.

Public Service Enterprise Group Inc
Corning Inc

Pure Storage, Inc.

Monolithic Power Systems, Inc.
NetApp, Inc.

Onto Innovation, Inc.

KLA Corporation

NextEra Energy, Inc.

Entergy Corporation

Southern Company

Amphenol Corporation
Sanmina Corporation
Lumentum Holdings, Inc.
Fabrinet

Western Digital Corporation
Hewlett Packard Enterprise Co.
Dominion Energy Inc

Pinnacle West Capital Corporation
Applied Materials, Inc.
American Electric Power Company, Inc.
CMS Energy Corporation
ePlus inc.

Ameren Corporation

PPL Corporation

Marvell Technology, Inc.
MediaTek Inc

nVent Electric plc

Micron Technology, Inc.

Digital Realty Trust, Inc.

Palo Alto Networks, Inc.

SK hynix Inc.

FirstEnergy Corp.
Amazon.com, Inc.

Teradyne, Inc.

OGE Energy Corp.

Evergy, Inc.

Alphabet Inc.

Duke Energy Corporation
Advanced Micro Devices, Inc.
QUALCOMM Incorporated
WEC Energy Group Inc
CrowdStrike Holdings, Inc.
Avangrid, Inc.

Black Hills Corporation

Exelon Corporation

TD SYNNEX Corporation

Ultra Clean Holdings, Inc.
Sempra

FormFactor, Inc.

Microsoft Corporation
Brookfield Renewable Corp.
ASML Holding NV

Equinix, Inc.

Portland General Electric Company
PG&E Corporation

Cisco Systems, Inc.

American Tower Corporation
IDACORP, Inc.

Veeco Instruments Inc.

Xcel Energy Inc.

MKS Instruments, Inc.

Lam Research Corporation
Synopsys, Inc.

Cadence Design Systems, Inc.
Keysight Technologies Inc
Advanced Energy Industries, Inc.
Tokyo Electron Ltd.

AES Corporation

Jabil Inc.

Littelfuse, Inc.

Viavi Solutions Inc
SentinelOne, Inc.

DigitalBridge Group, Inc.
Kulicke & Soffa Industries, Inc.
Axcelis Technologies, Inc.
Lattice Semiconductor Corporation
Samsung Electronics Co., Ltd.
GlobalFoundries Inc.

Intel Corporation

YTD return

Utilities

Software & Services

Utilities

Technology Hardware & Equipment

Capital Goods

Semiconductors & Semiconductor Equipment
Utilities

Semiconductors & Semiconductor Equipment
Technology Hardware & Equipment

Software & Services

Semiconductors & Semiconductor Equipment
Semiconductors & Semiconductor Equipment
Technology Hardware & Equipment
Technology Hardware & Equipment

Utilities

Technology Hardware & Equipment
Technology Hardware & Equipment
Semiconductors & Semiconductor Equipment
Technology Hardware & Equipment
Semiconductors & Semiconductor Equipment
Semiconductors & Semiconductor Equipment
Utilities

Utilities

Utilities

Technology Hardware & Equipment
Technology Hardware & Equipment
Technology Hardware & Equipment
Technology Hardware & Equipment
Technology Hardware & Equipment
Technology Hardware & Equipment

Utilities

Utilities

Semiconductors & Semiconductor Equipment
Utilities

Utilities

Technology Hardware & Equipment

Utilities

Utilities

Semiconductors & Semiconductor Equipment
Semiconductors & Semiconductor Equipment
Capital Goods

Semiconductors & Semiconductor Equipment
Equity Real Estate Investment Trusts (REITs)
Software & Services

Semiconductors & Semiconductor Equipment
Utilities

Consumer Discretionary Distribution & Retail
Semiconductors & Semiconductor Equipment
Utilities

Utilities

Media & Entertainment

Utilities

Semiconductors & Semiconductor Equipment
Semiconductors & Semiconductor Equipment
Utilities

Software & Services

Utilities

Utilities

Utilities

Technology Hardware & Equipment
Semiconductors & Semiconductor Equipment
Utilities

Semiconductors & Semiconductor Equipment
Software & Services

Utilities

Semiconductors & Semiconductor Equipment
Equity Real Estate Investment Trusts (REITs)
Utilities

Utilities

Technology Hardware & Equipment

Equity Real Estate Investment Trusts (REITs)
Utilities

Semiconductors & Semiconductor Equipment
Utilities

Semiconductors & Semiconductor Equipment
Semiconductors & Semiconductor Equipment
Software & Services

Software & Services

Technology Hardware & Equipment
Technology Hardware & Equipment
Semiconductors & Semiconductor Equipment
Utilities

Technology Hardware & Equipment
Technology Hardware & Equipment
Technology Hardware & Equipment

Software & Services

Financial Services

Semiconductors & Semiconductor Equipment
Semiconductors & Semiconductor Equipment
Semiconductors & Semiconductor Equipment
Technology Hardware & Equipment
Semiconductors & Semiconductor Equipment
Semiconductors & Semiconductor Equipment

235 %
141
140
125
123

Source: FactSet, Goldman Sachs Global Investment Research

10 October 2024
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Exhibit 14: Al Phase 3 constituents

Ticker Name Industry group YTD return
CVLT Commvault Systems, Inc. Software & Services 100 %
QTWO Q2 Holdings, Inc. Software & Services 85
META Meta Platforms Inc Media & Entertainment 68
SQSP Squarespace, Inc. Software & Services 41
FTNT Fortinet, Inc. Software & Services 33
NOW ServiceNow, Inc. Software & Services 31
NTNX Nutanix, Inc. Software & Services 28
ACVA ACV Auctions, Inc. Commercial & Professional Services 25
CARG CarGuirus, Inc. Media & Entertainment 25
BOX Box, Inc. Software & Services 25
UBER Uber Technologies, Inc. Transportation 24
AAPL Apple Inc. Technology Hardware & Equipment 18
MA Mastercard Incorporated Financial Services 17
IT Gartner, Inc. Software & Services 14
DOCN DigitalOcean Holdings, Inc. Software & Services 13
ADSK Autodesk, Inc. Software & Services 13
CRM Salesforce, Inc. Software & Services 11
YEXT Yext, Inc. Software & Services 11
ACN Accenture Plc Software & Services 4
DDOG Datadog Inc Software & Services 2
INTU Intuit Inc. Software & Services (1)
NET Cloudflare Inc Software & Services (2)
DT Dynatrace, Inc. Software & Services (3)
HUBS HubSpot, Inc. Software & Services (8)
ADBE Adobe Inc. Software & Services 17)
VA Zscaler, Inc. Software & Services (20)
GTLB Gitlab, Inc. Software & Services (21)
WK Workiva Inc. Software & Services (25)
BASE Couchbase, Inc. Software & Services (32)
MDB MongoDB, Inc. Software & Services (37)
SNOW Snowflake, Inc. Software & Services (43)

Source: FactSet, Goldman Sachs Global Investment Research

10 October 2024
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Exhibit 15: Al Phase 4 constituents

Ticker

Name

Industry group

YTD return

THC
GWRE
CPNG
WMT
TTEK
BRO
DVA
WMB
EHC
UHS
JLL
COST
IP
RCM
HRB
NTNX
KMPR
WTW
FNF
AMZN
MMC
SMAR
SAIC
NYT
VOYA
NWSA
ACN
ILMN
CTSH
FAF
Qv
KMX
0)4
HUBS
DAY
DXC
TWLO
PINS
RHI
LEA
KSS
CLVT
HE
ESTC
BILL
MDB
SNOW
z
WBA

Tenet Healthcare Corporation
Guidewire Software, Inc.

Coupang, Inc.

Walmart Inc.

Tetra Tech, Inc.

Brown & Brown, Inc.

DaVita Inc.

Williams Companies, Inc.

Encompass Health Corporation
Universal Health Services, Inc. Class B
Jones Lang LaSalle Incorporated
Costco Wholesale Corporation
International Paper Company

R1 RCM Inc

H&R Block, Inc.

Nutanix, Inc.

Kemper Corp

Willis Towers Watson Public Limited Company
Fidelity National Financial, Inc. - FNF Group
Amazon.com, Inc.

Marsh & McLennan Companies, Inc.
Smartsheet, Inc.

Science Applications International Corp.
New York Times Company

Voya Financial, Inc.

News Corporation

Accenture Plc

Illumina, Inc.

Cognizant Technology Solutions Corporation
First American Financial Corporation
IQVIA Holdings Inc

CarMax, Inc.

Occidental Petroleum Corporation
HubSpot, Inc.

Dayforce, Inc.

DXC Technology Co.

Twilio, Inc.

Pinterest, Inc.

Robert Half Inc.

Lear Corporation

Kohl's Corporation

Clarivate PLC

Hawaiian Electric Industries, Inc.
Elastic NV

BILL Holdings, Inc.

MongoDB, Inc.

Snowflake, Inc.

Zoomlnfo Technologies Inc

Walgreens Boots Alliance, Inc.

Health Care Equipment & Services
Software & Services

Consumer Discretionary Distribution & Retail
Consumer Staples Distribution & Retail
Commercial & Professional Services
Insurance

Health Care Equipment & Services

Energy

Health Care Equipment & Services

Health Care Equipment & Services

Real Estate Management & Development
Consumer Staples Distribution & Retail
Materials

Health Care Equipment & Services
Consumer Services

Software & Services

Insurance

Insurance

Insurance

Consumer Discretionary Distribution & Retail
Insurance

Software & Services

Commercial & Professional Services

Media & Entertainment

Financial Services

Media & Entertainment

Software & Services

Pharmaceuticals Biotechnology & Life Sciences
Software & Services

Insurance

Pharmaceuticals Biotechnology & Life Sciences
Consumer Discretionary Distribution & Retail
Energy

Software & Services

Commercial & Professional Services
Software & Services

Software & Services

Media & Entertainment

Commercial & Professional Services
Automobiles & Components

Consumer Discretionary Distribution & Retail
Commercial & Professional Services

Utilities

Software & Services

Software & Services

Software & Services

Software & Services

Media & Entertainment

Consumer Staples Distribution & Retail

99 %
68
59
53
49
49
47
46
41
40
39
36
35
34
30
28
25
23
21
20
20
16
16
13
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Source: FactSet, Goldman Sachs Global Investment Research
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