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SUMMARY  OF  LAST  WEEK

The  AI  disruption  narrative  continued  to  weigh  on  software  and  

cybersecurity  stocks,  despite  strong  fundamental  results.  The  
AI  disruption  narrative  intensified  when  Anthropic  unveiled  new  

security  capabilities  for  its  Claude  AI  model,  triggering  further  

sell-offs  in  cybersecurity  stocks,  with  CrowdStrike  falling  5%,  

Zscaler  dropping  3%,  and  Cloudflare  6%.  The  iShares  Expanded  

Tech-Software  ETF  plunged  2.2%  on  Tuesday,  despite  Citi's  

Scott  Chronert  noting  that  "the  narrative  is  disconnected  from  

the  positive  medium-term  fundamental  trends"  and  suggesting  

that  "the  responsibility  to  convince  markets  of  long-term  

competitive  advantages  lies  with  the  companies,  which  will  likely  

be  a  recurring  theme  in  the  first-quarter  earnings  season."  All  

eyes  are  on  Nvidia's  February  25  results  as  the  ultimate  indicator  
of  the  sustainability  of  AI  infrastructure  spending.

It  navigated  a  highly  volatile  week,  shortened  by  the  holidays—

Monday  was  a  Presidents'  Day  holiday—and  ended  with  a  spectacular  

rally  on  Friday  following  the  Supreme  Court's  historic  6-3  decision  to  

strike  down  President  Trump's  emergency  tariffs.  Markets  closed  the  

week  in  positive  territory,  with  the  Nasdaq  leading  the  way  with  a  

1.28  %  gain.  The  S&P  500,  indirectly  influenced  by  the  tech  rally,  

finished  the  week  up  1.12  %.  The  Dow  Jones  remained  fairly  stable,  

rising  0.35  % .  The  most  significant  geopolitical  event  of  the  week  

occurred  on  Friday  when  Chief  Justice  John  Roberts,  along  with  

Justices  Sotomayor,  Kagan,  Gorsuch,  Barrett,  and  Jackson,  ruled  

that  the  International  Emergency  Economic  Powers  Act  (IEEPA)  

“does  not  authorize  the  president  to  impose  tariffs,”  invalidating  

Trump’s  reciprocal  country  tariffs  and  fentanyl-related  tariffs,  which  

had  raised  between  $160  billion  and  $175  billion  since  “Liberation  

Day”  in  April  2025,  with  potential  repayments  amounting  to  0.5%  of  

GDP.  Justice  Kavanaugh  warned  that  this  could  create  “chaos,”  

though  Trump  immediately  responded  by  announcing  a  new  10%  

global  tariff  via  executive  order  just  hours  later.

The  critical  economic  data  released  on  Friday  painted  a  worrying  

picture,  with  fourth-quarter  2025  GDP  coming  in  at  just  1.4%,  well  

below  the  consensus  forecast  of  2.8%,  and  annual  growth  of  2.2%  in  

2025,  down  from  2.4%  in  2024.  This  was  attributed  mainly  to  the  

impact  of  the  43-day  government  shutdown,  while  core  PCE  inflation  

remained  stubbornly  high  at  3%,  and  the  December  trade  deficit  

ballooned  to  $70.3  billion,  compared  to  the  $58.4  billion  forecast.  

However,  the  Philadelphia  Fed  index  provided  a  bright  spot,  rising  to  

16.3%,  exceeding  both  January's  12.6%  and  expectations  of  10%.  

The  fourth-quarter  2025  earnings  season  continued  to  deliver  strong  

results,  with  double-digit  year-over-year  growth  (12.6%)  for  the  fifth  

consecutive  quarter,  while  net  profit  margins  for  reporting  companies  

averaged  13.2%,  the  highest  level  since  2009.  The  technology  sector's  

leadership  remained  evident,  with  earnings  rising  22.7%  and  revenue  

increasing  15.6%,  as  87.3%  of  technology  companies  beat  earnings-

per-share  and  revenue  estimates,  despite  investor  concerns  about  the  

sustainability  of  AI  infrastructure  spending.
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CURRENTValue  yourself DIFFERENCE

LAST  WEEK'S  RESULTS  SEASON
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NEXT  WEEK'S  RESULTS  SEASON

CURRENTValue  yourself DIFFERENCE

Source:  Sentosa;  Co

Machine Translated by Google



Source:  Sentosa;  Co

VISION  OF  IN  ON  CAPITAL  SA

Looking  ahead,  markets  face  significant  uncertainty  stemming  from  the  Supreme  Court  rulings  on  tariffs,  which  will  trigger  immediate  policy  responses;  doubts  about  the  sustainability  
of  AI  infrastructure  spending  despite  strong  fourth-quarter  corporate  earnings;  and  geopolitical  tensions.  However,  technology  investment,  fiscal  support,  and  accommodative  
financial  conditions  could  offset  these  headwinds.  We  continue  to  see  a  high  risk  of  market  correction  during  the  first  half  of  2026.  Nevertheless,  the  Fed  still  has  tools  at  its  disposal  
to  support  the  economy.

The  global  economy  is  facing  increasing  difficulties,  as  recent  data  confirm  a  sharp  slowdown,  with  US  GDP  collapsing  to  just  1.4%  in  the  fourth  quarter  of  2025,  compared  to  
expectations  of  2.5%,  largely  attributed  to  the  43-day  government  shutdown.  Annual  growth  for  2025  has  slowed  to  2.2%  from  2.4%  in  2024,  amid  core  inflation  of  3%  and  
weakening  labor  markets.  Global  GDP  growth  is  projected  to  be  2.6-2.7%  for  2026,  well  below  the  pre-pandemic  average  of  3.2%.
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Chart  1:  1-year  performance:  S&P  500  (+12%);  S&P  Industrials  index  (+28%) Chart  2:  S&P  Industrial/S&P  500  Index  Ratio

Capital  goods  are  the  main  driver  of  the  industrial  sector

THE  TOPIC  OF  THE  WEEK

Since  February  2025,  the  industrial  sector  has  significantly  outperformed  the  market,  returning  +29.3%  compared  to  the  S&P  500's  +13.2%  total  return  (Chart  1).  Last  year,  
of  the  eleven  GICS  sectors,  only  three  managed  to  outperform  the  benchmark  index—technology,  communication  services,  and  industrials—positioning  the  industrial  sector  firmly  
among  the  market  leaders.  The  industrial  sector  has  experienced  strong  acceleration  since  the  beginning  of  the  year,  to  the  point  that  it  is  now  emerging  from  a  nine-year  
relative  bear  market  (Chart  2).

It  is  important  to  note  that  this  superior  performance  was  not  evenly  distributed  across  the  sector.  Capital  goods,  which  make  up  approximately  72%  of  the  S&P  500  Industrials  
weighting  (Chart  3),  were  the  decisive  driver  of  returns,  propelled  by  three  converging  structural  forces:  a  generational  supercycle  of  defense  spending,  an  unprecedented  expansion  
of  AI-related  electrical  infrastructure,  and  the  acceleration  of  industrial  capacity  relocation.  The  capital  goods  sector  has  significantly  outperformed  the  industry  itself,  with  an  
annual  return  of  +42%,  far  exceeding  that  of  transportation  (+11%)  and  business  and  professional  services  (-16%)  (Chart  4).

Source:  Sentosa  &  Co,  13D  Research
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Aerospace  and  defense:  a  cycle  of  generational  rearmament

THE  TOPIC  OF  THE  WEEK

Chart  3:  Breakdown  of  S&P  500  industry  groups
Chart  4:  One-year  performance:  S&P  Industrials  index  (+28%);  capital  
goods  (+42%);  transportation  (+11%);  business  and  professional  services  (16%)

Source:  Sentosa  &  Co,  13D  Research

McKinsey  estimates  that  European  defense  spending  could  reach  approximately  €800  billion  by  2030,  representing  around  2.9%  of  GDP,  with  budgets  already  doubling  since  2019.  Germany  alone  has  enacted  a  constitutional  

amendment  allowing  for  up  to  an  additional  €500  billion  in  defense  spending  by  the  mid-2030s.  EU-wide  defense  investment  reached  a  record  €106  billion  in  2024,  representing  a  42%  year-on-year  increase,  and  equipment  procurement  

is  projected  to  exceed  €100  billion  in  2025.  European  defense  industry  revenue  increased  by  13.8%  to  €183.4  billion  in  2024,  employing  a  total  of  633,000  people.  European  defense  stocks  have  significantly  outperformed  both  the  

broader  indexes  and  their  US  counterparts  since  2022,  reflecting  a  structural  revaluation  rather  than  a  simple  cyclical  adjustment.

The  aerospace  and  defense  subsector,  the  largest  component  of  capital  goods  at  nearly  27%  of  the  S&P  500  Industrials  weighting  (Chart  5),  was  the  main  driver  of  performance  in  2025.  Its  one-year  performance  

outperformed  the  sector  as  a  whole  and  all  other  subsectors,  rising  70%  (Chart  6).  The  fundamental  context  underpinning  these  results  extends  far  beyond  the  cyclical  recovery.  At  the  NATO  summit  in  The  Hague  in  June  2025,  

allied  countries  committed  to  a  historic  target  of  5%  of  GDP  for  defense  and  security  spending  by  2035,  comprising  3.5%  for  core  defense  and  1.5%  for  defense-related  infrastructure.  To  put  this  in  context,  NATO's  European  members  

collectively  spent  only  1.43%  of  GDP  on  defense  in  2014.  By  2024,  this  figure  had  risen  to  2.02%,  and  now  all  32  NATO  allies  are  expected  to  reach  or  exceed  the  original  2%  threshold  for  the  first  time  in  the  alliance's  history.
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Chart  6:  One-year  performance:  capital  goods  (+42%);  aerospace  and  defense  (+70%);  
electrical  components  (+25%);  industrial  machinery  (+15%);  S&P  500  (+12%)Chart  5:  Breakdown  by  subsectors  of  capital  goods
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Electrical  equipment:  driving  the  AI  revolution

Source:  Sentosa  &  Co,  13D  Research

This  energy  demand  translates  directly  into  orders  for  connection  devices,  transformers,  uninterruptible  power  supplies,  and  grid-scale  infrastructure—precisely  the  product  categories  in  which  
Schneider  Electric,  Eaton,  and  GE  Vernova  hold  dominant  positions.  GE  Vernova's  energy  segment  saw  a  50%  organic  increase  in  orders,  reaching  $7.8  billion  in  a  single  quarter.  With  
natural  gas  turbine  lead  times  now  extending  to  three  to  four  years,  order  visibility  for  current  manufacturers  is  exceptionally  high.

The  electrical  equipment  subsector,  which  represents  approximately  11.5%  of  the  S&P  500  Industrials  (Chart  5),  has  also  become  one  of  the  fastest-growing  within  capital  goods,  
with  an  annual  return  of  +25%,  outperforming  the  S&P  500  by  +13%  (Chart  6).  The  underlying  driver  of  this  demand  is  the  exponential  expansion  of  artificial  intelligence  infrastructure.  US  
hyperscalers—Amazon,  Microsoft,  Alphabet,  and  Meta—are  projected  to  spend  more  than  $320  billion  on  capital  investments  by  2025,  a  sum  largely  earmarked  for  data  center  construction.

JPMorgan  estimates  that  global  spending  on  data  centers  and  AI  infrastructure  could  exceed  $5  trillion  between  2026  and  2030.  BloombergNEF  forecasts  that  energy  demand  from  US  data  
centers  could  reach  106  GW  by  2035,  up  from  approximately  25  GW  in  2024—an  expansion  described  as  unprecedented  in  the  energy  industry  since  its  inception.
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CONCLUSION:  However,  valuation  remains  a  risk...

Industrial  machinery:  relocation  and  infrastructure

THE  TOPIC  OF  THE  WEEK

The  capital  goods  sector  benefits  from  the  rare  convergence  of  three  long-term,  multi-year  spending  cycles:  geopolitical  rearmament,  AI-driven  energy  infrastructure,  and  industrial  relocation.  Each  
of  these  themes  operates  on  a  different  timescale:  NATO  defense  commitments  extend  to  2035,  hyperscalers'  capital  plans  continue  until  at  least  2030,  and  infrastructure  relocation  represents  a  
structural  shift  that  will  last  a  decade.  This  diversification  of  demand  drivers  provides  an  unusual  degree  of  resilience  for  a  historically  cyclical  market  segment.

Industrial  machinery  is  the  second  largest  capital  goods  sub-industry  after  aerospace  and  defense,  and  despite  its  lower  output,  it  outperformed  the  global  market  with  an  annual  
return  of  +15%  (Charts  5  and  6).  It  benefited  from  the  confluence  of  policy-driven  infrastructure  spending  and  supply  chain  restructuring.  Caterpillar,  a  leading  company  in  the  sector,  achieved  a  
60%  return  in  2025,  driven  not  only  by  traditional  construction  activity  but  also,  increasingly,  by  demand  related  to  data  center  readiness  and  associated  heavy  earthmoving.  The  policy  framework  
underpinning  this  recovery  remains  firmly  in  place.

The  continued  deployment  of  funds  under  the  $1.2  trillion  Infrastructure  and  Jobs  Investment  Act  (signed  in  November  2021)  and  the  CHIPS  and  Science  Act  (enacted  in  August  2022)  continues  to  
generate  sustained  demand  for  industrial  equipment  across  multiple  vertical  sectors,  with  billions  still  flowing  into  pipeline  projects  years  after  initial  authorization.  Combined  with  tariff-driven  supply  
chain  diversification,  the  narrative  of  the  so-called  “three  Rs”  (recovery,  reshoring,  and  rebuilding)  continues  to  channel  capital  spending  into  domestic  manufacturing  capacity  at  a  pace  not  seen  in  
decades.  More  recently,  the  Trump  administration’s  favorable  tax  treatment  for  capital  spending  and  research  and  development  has  provided  a  further  boost  to  machinery  demand.  The  manufacturing  
sector  as  a  whole,  while  facing  margin  pressure  from  rising  input  costs  and  trade  uncertainty,  continues  to  show  resilience  at  the  aggregate  level.  An  impressive  81%  of  S&P  500  industrial  companies  
exceeded  earnings  expectations  in  2025,  despite  headwinds  from  tariffs  and  commodity  inflation,  demonstrating  the  pricing  power  and  operational  discipline  inherent  in  the  capital  goods  complex.

However,  risks  remain.  Valuations  across  the  three  largest  capital  goods  sub-industries  appear  significantly  overvalued  and  well  above  the  market  (Chart  7).  The  aerospace  and  defense  
sector  is  currently  trading  at  a  forward  P/E  ratio  of  35x,  comparable  to  that  of  leading  technology  companies  and  roughly  double  the  sub-sector's  five-year  average.  For  this  reason,  we  are  waiting  
for  a  potential  correction  before  changing  our  rating  from  "neutral"  to  "overweight,"  as  the  fundamentals  are  strong,  but  the  valuation  is  clearly  unattractive.  In  the  meantime,  investors  may  want  
to  closely  monitor  the  leading  European  and  US  companies  within  the  three  largest  capital  goods  sub-industries  (Charts  8  and  9).

Source:  Sentosa  &  Co,  13D  Research
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Source:  Sentosa  &  Co,  13D  Research
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Chart  8:  Main  aerospace  and  defense  companies

Chart  7:  Future  P/E  ratios:  S&P  500  (21.6x);  industrial  machinery  (24.6x);  electrical  equipment  
(26.4x);  aerospace  and  defense  (35x)

Chart  9:  Main  electrical  equipment/industrial  machinery  companies
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