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Communication Services: Marketweight effective 11/24/24

Communication Services gained 2.3% in 

July, roughly in line with the return from 

the S&P 500. Strong showings from both 

Alphabet and Meta were partially offset with 

losses from several other of the sector’s 

largest members, including Netflix and 

Disney. Given the mega-cap strength, we 

could add to our allocation in the sector 

if we decide to shift more aggressively 

towards Growth over Value.

Key drivers: Analysts used tariff uncertainty 

to meaningfully lower earnings expectations. 

S&P 500 operating earnings estimates for 

2025 have fallen from north of 15% at the 

start of the year down to 9.9%. While Q2 

estimates look reasonable at 7.5%, analysts 

are expecting a jump in the back half of the 

year to 13.0% in Q3 and 13.5% in Q4. Among 

sectors, Communication Services now leads 

the pack, with full year earnings expected to 

rise 20.9%. With expectations high, investors 

could punish the sector if earnings fall short 

of forecasts, representing a risk as we enter 

Expectations high for Communication Services

the second half of the year.

Indicators to watch: The sector’s Relative 

Price Deviation from Trend indicator turned 

bearish on July 29, suggesting the sector 

is losing some momentum. However, 

the weight of the indicator evidence 

remains neutral, and the model remains 

marketweight, matching our current 

recommendation on the sector.

Sector positives Sector negatives

• 92% Q2 earnings beat rate 

• Mag 7 relative valuations look attractive 
versus long-term averages 

• NDR favors Growth over Value

• Capex surge from mega-caps represents 
a risk if market turns lower 

• EPS growth from Meta and Alphabet is 
decelerating in 2025 

• Traditional media names continue to 
underperform

• Communication Services was 
roughly a market performer in July. 

• Q2 earnings have been strong, and 
the sector now has the highest 
growth estimate for the full year. 

• The model remains marketweight, 
matching our recommendation.

Key Takeaways
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Disclaimer
The data and analysis contained herein are provided “as is” and without warranty of any kind, either 
expressed or implied. Ned Davis Research, Inc. (NDR), d.b.a. Ned Davis Research (NDR), any NDR 
a� iliates or employees, or any third-party data provider, shall not have any liability for any loss 
sustained by anyone who has relied on the information contained in any NDR publication. NDR 
disclaims any and all express or implied warranties, including, but not limited to, any warranties of 
merchantability, suitability or fitness for a particular purpose or use.

NDR’s past recommendations and model results are not a guarantee of future results. This 
communication reflects our analysts’ opinions as of the date of this communication and will 
not necessarily be updated as views or information change. All opinions expressed herein are 
subject to change without notice. NDR or its a� iliated companies or their respective shareholders, 
directors, o� icers and/or employees, may have long or short positions in the securities discussed 
herein and may purchase or sell such securities without notice.

Using any graph, chart, formula or other device to assist in deciding which securities to trade or 
when to trade them presents many di� iculties and their e� ectiveness has significant limitations, 
including that prior patterns may not repeat themselves continuously or on any particular occasion. 
In addition, market participants using such devices can impact the market in a way that changes the 
e� ectiveness of such device.
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Recommendations
NDR’s sector team uses a quantitative sector model as the primary guide to deriving our 
recommendations.   The model is designed to identify sectors and industries with the strongest 
fundamental (macro, economic, valuation, profitability) and technical price trends.  Our team uses 
the model as the framework for our tactical shifts around longer-term fundamental themes.  As a 
discipline, our recommendations are put on a “short leash” if they rank opposite the model’s top and 
bottom quintiles, unless industry-specific influences can be shown to dominate.

Some sectors receive “over-,” “market-,” or “under-” weight recommendations, which means that the 
research firm recommends that more, the same, or less of the sector should be held in your portfolio 
than is held in the market.

ALPS Portfolio Solutions Distributor, Inc., a registered broker-dealer, 
is distributor for the Select Sector SPDR Trust

See the signals.TM 
Founded in 1980, Ned Davis Research Group is a leading independent 

research firm with clients around the globe. With a range of products 

and services utilizing a 360° methodology, we deliver award-winning 

solutions to the world’s leading investment management companies. 

Our clients include professionals from global investment firms, 

banks, insurance companies, mutual funds, hedge funds, pension 

and endowment funds, and registered investment advisors.
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