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In brief

= ATale of Two Timeframes: The contrasting market leaders from the August lows compared
with the July peak

= Mega-cap tech’s eroding earnings dominance and a reality check on valuations

= Historical insights on the evolution of the market’s composition

Defensive Sectors: The Unassuming Market Leaders

The recovery from the August 5 low has been led by technology hardware and higher-beta
industries like travel and leisure, consumer products and autos. However, going back to the
market peak on July 16, the market tells a different story. It’s the more defensive industries like
tobacco, health care, food retailing, real estate and utilities that weathered the rotation and
lead the market.

Our view is that this isn’t purely a change in the market’s outlook, namely equity investors
showing increased caution and favoring the defensive sectors. Rather, it's a combination of
softer expectations for returns on Al capex spending and central banks globally (except Japan)
cutting rates or signaling they soon intend to do so. Al-related and higher-beta stocks have
not recovered their peaks, but high-yielding stocks, which have also tended to be defensive,
are benefiting from the belief that the rate cycle has now turned.

In our view, lower rates should be a tailwind for higher-yielding stocks if the rate decline is
part of a policy normalization process and not a response to a rapid deterioration in economic
growth or rise in unemployment. Here’s why:

= Such stocks would offer an increasingly attractive yield relative to falling bond yields.
= Asoftlanding could inspire greater market breadth and earnings support.

= Amodest slowdown would make dividend cuts less likely.

= Many of these stocks have been neglected and offer attractive valuations.

Higher-yielding stocks have also tended to be value stocks, and they’ve been a driver of value
factor performance over the past month. Lower rates in a stable growth environment may
continue to support higher-yielding stocks and rate-sensitive sectors. It may well be that the
US Federal Reserve needs to be more aggressive in cutting rates to stimulate growth, further
supporting yields, not due to recession fears, but because the US economy has shown in
recent years to not be very sensitive to rates. Many of the same reasons why the rate cycle did
not severely impact the economy on the way up should largely apply on the way down.
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Fading dominance of mega-cap tech as earnings broaden

Price-to-earnings (PE) multiples have re-rated after the late-July growth scare and we believe
the trade-off between GDP growth and inflation looks unlikely to improve materially. Second
quarter earnings reports highlighted how the earnings and margin story is broadening out.
As aresult, we would expect to see a fading reliance on a few mega-cap tech names to drive
earnings growth. While the tech sector continues to have the highest margins, it’s one of the
few to see margins fall over the last two quarters, while the rest of the S&P 500 has seen them
improve.

The S&P 500 Index forward PE is 23.6x, as of 1 September 2024, significantly above its average
for the past 35 years of 17.7x." From our perspective, the market is pricing in a soft landing.
This view is supported by the street’s forecast of 15% EPS growth next year, more than double
the long-term average of 7%.”

With GDP growth in the United States potentially set to slow next year, it seems to us that
earnings expectations may need to be tempered and there isn’t a lot of upside given both
valuations and lofty earnings expectations. Falling rates may help, but maybe not as much as
people expect — or hope. Clearly some industries, as we've pointed out, benefit, but much

will be company-specific and based on debt profiles, cash balances and how rates impact their
end customers.

Take Walmart. Last quarter, it produced a good set of results, and the stock has done very well.
This was broadly taken as a sign that the consumer is healthy despite pockets of weakness
evident in the lower-end and younger cohorts. This could be viewed differently; Walmart
primarily sells everyday essentials, goods we consume regularly, and this spending tends not
to be particularly volatile, even as the economy weakens. So maybe consumer spending at
Walmart is a sign of weakness, not strength since part of its recent sales strength is a result of
affluent shoppers trading-down from pricier retailers?

We would expect equity markets to grow in line with their earnings. Bond markets have
already fallen on rate-cut expectations and we’ve not seen any recovery in housing or
mortgage applications, supporting our view that this is not a risk-on environment. However,
an improving labor market would change that outlook. On a near-term view, we continue to
favor large-cap, higher-quality and defensive stocks.

Food for Thought: Reflecting on Market Composition Changes

As investors, we often look to the past to help inform us about what may happen in the future.
One common form of analysis is to look at a particular event to tell us what to expect if the
event were repeated. While this can be helpful, one should be cautious in terms of what drives
the event and how equity market composition has changed over time.

The S&P 500 as we know it did not exist until 1988. The index was developed in 1923 but
increased from 90 stocks to 500 in 1957. The index originally contained exactly 425 industrials,
25 railroads and 50 utilities. In 1976, 40 financial stocks were added, and the industrial,
transportation and utility groups were reduced to 400, 20 and 40, respectively. In 1988,
Standard and Poor’s eliminated fixed sectors, with the goal of achieving a diversified and
representative portfolio of all stocks trading in US markets. In July 2002, all foreign-based
companies, which comprised 1.3% of the market capitalization of the index at that time, were
eliminated and replaced by US-based firms.*
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- The Global Industry Classification Standard (GICS") was developed by MSCl and Standard &
Poor’sin 1999." All GICS sector data prior to 1999 is therefore backfilled. The rise of mega-
cap stocks has also changed the composition of benchmarks. They dominate their respective
sector-level performance and due to their size, skew benchmark characteristics. For example,
traditional cyclicals such as financials, industrials, energy and materials have halved from
approximately 60% of the index in the early 80s to under 30% today.” When assessing

past index performance, we believe investors should be mindful of how dramatically the
benchmark has changed when deciding how likely the past might repeat itself. .4

Endnotes
" Bloomberg, 1 September 2024.
’ Morgan Stanley.
* The Long-Term Returns on the Original S&P 500 Firms, by Jeremy J. Siegel and Jeremy D. Schwartz.
“ MSCI - frequently asked questions about GCIS.
° Piper Sandler.

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively "Bloomberg"). Bloomberg or Bloomberg's
licensors own all proprietary rights in the Bloomberg Indices. Bloomberg neither approves or endorses this material, nor guarantees the accuracy or completeness of any information
herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for
injury or damages arising in connection therewith.

Index data source: MSCI. MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI
data may not be further redistributed or used as a basis for other indices or any securities or financial products. This report is not approved, reviewed or produced by MSCI.

"Standard & Poor's®" and S&P "S&P®" are registered trademarks of Standard & Poor's Financial Services LLC ("S&P") and Dow Jones is a registered trademark of Dow Jones Trademark
Holdings LLC ("Dow Jones") and have been licensed for use by S&P Dow Jones Indices LLC and sublicensed for certain purposes by MFS. The S&P 500® is a product of S&P Dow Jones Indices
LLC, and has been licensed for use by MFS. MFS's Products are not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P, or their respective affiliates, and
neither S&P Dow Jones Indices LLC, Dow Jones, S&P, their respective affiliates make any representation regarding the advisability of investing in such products.

The S&P 500 Index measures the broad US stock market. It is not possible to invest directly in an index.

The information included above as well as individual companies and/or securities mentioned should not be construed as investment advice, a recommendation to buy or sell or an
indication of trading intent on behalf of any MFS product.
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The views expressed herein are those of the MFS Strategy and Insights Group within the MFS distribution unit and may differ from those of MFS portfolio managers and research analysts. These
views are subject to change at any time and should not be construed as the Advisor’s investment advice, as securities recommendations, or as an indication of trading intent on behalf of MFS.

Diversification does not guarantee a profit or protect against a loss. Past performance is no guarantee of future results.
GLOBAL DISCLOSURE
Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affiliates and may be registered in certain countries.

Distributed by: U.S. - MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America - MFS International Ltd.;
Canada - MFS Investment Management Canada Limited. Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private
limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct
Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland) readers: Issued in Europe by
MFS Investment Management (Lux) S.a r.l. (MFS Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide
products and investment services to institutional investors and is registered office is at S.ar.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be
circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance
or distribution would be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd
(“MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.;
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL
HKis approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the
Securities and Futures Ordinance (“SFO”).; For Professional Investors in China - MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue,
Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services.,;
Japan - MFS Investment Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and
market conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the
principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making
the investments ; Bahrain - This document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer to the public will be made in the
Kingdom of Bahrain and this document is intended to be read by the addressee only and must not be passed to, issued to, or shown to the public generally. The Central Bank of Bahrain
assumes no responsibility for the accuracy and completeness of the statements and information contained in this document and expressly disclaims any liability whatsoever for any loss
howsoever arising from reliance upon the whole or any part of the contents of this document. The Board of Directors and the management of the issuer accepts responsibility for the
information contained in this document. To the best of the knowledge and belief of the board of directors and the management, who have all taken all reasonable care to ensure that such
is the case, the information contained in this document is in accordance with the facts and does not omit anything likely to affect the reliability of such information.; Kuwait - This
document is not for general circulation to the public in Kuwait. The information has not been licensed for offering in Kuwait by the Kuwait Capital Markets Authority or any other relevant
Kuwaiti government agency. No private or public offering of the information is being made in Kuwait, and no agreement relating to the information will be concluded in Kuwait. No
marketing or solicitation or inducement activities are being used to offer or market the information in Kuwait.; Oman - For Residents of the Sultanate of Oman: The information contained
in this document does not constitute a public offer of securities in the Sultanate of Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital
Market Law of Oman (Royal Decree 80/98). This information is being circulated on a limited basis only to corporate entities that fall within the description of sophisticated investors (Article
139 of the Executive Regulations of the Capital Market Law). The recipient acknowledges that they are a sophisticated investor who has experience in business and financial matters and is
capable of evaluating the merits and risks on an investment.; South Africa - This document, and the information contained is not intended and does not constitute, a public offer of
securities in South Africa and accordingly should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been approved
by the Financial Sector Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.; UAE - This document, and the
information contained herein, does not constitute, and is not intended to constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as
such. The information is only being offered to a limited number of exempt investors in the UAE who fall under one of the following categories of non-natural Qualified Investors: (1) an
investor which is able to manage its investments on its own, namely: (a) the federal government, local governments, government entities and authorities or companies wholly-owned by
any such entities; (b) international entities and organisations; or (c) a person licensed to carry out a commercial activity in the UAE, provided that investment is one of the objects of such
person; or (2) an investor who is represented by an investment manager licensed by the SCA, (each a “non-natural Qualified Investor”). The information and data have not been approved
by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority, the Dubai Financial Services Authority, the Financial Services Regulatory Authority or any
other relevant licensing authorities or governmental agencies in the UAE (the “Authorities”). The Authorities assume no liability for any investment that the named addressee makes as a
non-natural Qualified Investor diligence on the accuracy of the information relating to the securities. If you do not understand the contents of this document you should consult an
authorised financial adviser.; Saudi Arabia - This document may not be distributed in the Kingdom except to such persons as are permitted under the Investment Funds Regulations issued
by the Capital Market Authority. The Capital Market Authority does not make any representation as to the accuracy or completeness of this document, and expressly disclaims any liability
whatsoever for any loss arising from, or incurred in reliance upon, any part of this document. Prospective purchasers of the securities offered hereby should conduct their own due
diligence on the accuracy of the information relating to the securities. If you do not understand the contents of this document, you should consult an authorised financial adviser.; Qatar -
This material/fund is only being offered to a limited number of investors who are willing and able to conduct an independent investigation of the risks involved in an investment in such
material/fund. The material does not constitute an offer to the public and is for the use only of the named addressee and should not be given or shown to any other person (other than
employees, agents or consultants in connection with the addressee’s consideration thereof). The fund has not been and will not be registered with the Qatar Central Bank or under any
laws of the State of Qatar. No transaction will be concluded in your jurisdiction and any inquiries regarding the material/fund should be made to your contact outside Qatar.
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