
Mega Cap Valuations are Dwarfed by Tesla

Tesla investors are betting on the EV maker?s path to tech-caliber profitability. However, the
manifestation of that investment thesis is still a pretty long way off, as shown by the degree to
which Tesla dwarfs other mega cap valuations in the chart below, courtesy of Bloomberg.

Increasing competition amid a declining consumer appetite for EV purchases is culminating in price
cuts and declining margins this year. At a valuation that towers over other mega cap peers, it?s
increasingly evident that the investment thesis entirely relies on Tesla?s ability to develop AI
capabilities into Full Self-Driving Software. If Tesla can execute its transformation into a software-
first robotaxi business, then these valuations may not be all that crazy. Yet, this is a bold
assumption to make, as was noted by JP Morgan analysts.

J.P. Morgan warned that consensus expectations and valuation demands around the
robotaxi business imply it will be a home run, which is considered far from certain.
Notably, the firm thinks the timeframe for any company to generate material revenue
from robotaxi operations is years out. That plays into its view that investors in Tesla (
TSLA) may have gotten ahead of themselves in terms of baking in a robotaxi premium.
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Market Trading Update

As noted yesterday, the market breadth has become very narrow. Combined with near-term
overbought conditions and a decent deviation from the 50-DMA, the market needs a catalyst for a
short-term correction. Today, there are five speeches from Federal Reserve members and retail
sales. The markets will be parsing the speeches and retail sales data for further clues as to the
Fed?s next actions of cutting rates. A very weak retail sales report will lift expectations for cuts
sooner rather than later. A strong retail sales number could see a fairly negative market reaction
given the current overbought conditions.

This is likely a good time if you haven?t taken any actions to rebalance portfolio risk. While the
downside risk isn?t significant, it would take a 4% decline to reconnect with the 50-DMA. Such
would provide a much better point to add exposure if needed.

https://realinvestmentadvice.com/michigan-survey-shows-consumer-concerns/




Market Breadth is Narrowing Further

Breadth has narrowed even further over the past week. Technology remains the only overbought
sector versus the index, notching its highest relative score in the past year. The sector is also
highly overbought in absolute terms- reaching its highest absolute score since the beginning of this
year. Such narrow performance argues for a minor correction given the short-term overbought
condition in the market mentioned above.

The usual mega cap suspects (Apple, Microsoft, and Nvidia) drove the action last week as the
market advanced 1.9%. The second chart below highlights the ten largest stocks in the technology

https://tinyurl.com/BBR-2023


sector. Given their recent performance, it wouldn?t be surprising to see a short-term pullback in
NVDA, AAPL, and AVGO. On the other hand, AMD and CRM could be the beneficiaries of a
rotation out of those stocks and into the second-string AI trade.
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Freeport McMoran Looks to Innovation to Expand Production

The Copper mining industry has faced a troubling problem for years. It faces a looming Copper
shortage related to the electrification demands from the energy transition. Supply is tight, and new
mines are hard to find and getting more expensive to build. Luckily, there?s a potential solution to
the conundrum. A type of copper ore that?s in large supply but has been too difficult and costly to
extract copper from in the past. Instead, it ended up either not being extracted from mines or sitting
in waste piles. However, Freeport McMoran may be able to circumvent these challenges with
complex new mining technology. The technology will allow the company to further exploit its
existing mines in addition to waste piles that have built up over the years, which still hold viable
copper. It could allow the company to grow its copper production by the equivalent of a large new
mine.

During the next three to five years, Quirk said the company hopes to generate annual
production of as much as 800 million pounds of copper through that kind of processing
technology ? equal to one-fifth of its current total production.

Freeport has already extracted an additional 200 million pounds of copper through the
recovery process, and is targeting another 200 million pounds in the next two years.
Developing the complex technology has stalled the firm?s push to hit 800 million
pounds, but Quirk said the company is making progress.

?We think we?re going to get there ? it?s just a matter of time,? said Quirk, who
stepped into the top job Tuesday to become the only female CEO of a major mining
company.

Tweet of the Day

https://www.bloomberg.com/news/articles/2024-06-11/freeport-mcmoran-can-unlock-a-mine-s-worth-of-copper-ceo-says?cmpid=socialflow-twitter-business&utm_source=twitter&utm_medium=social&utm_campaign=socialflow-organic&utm_content=business




?Want to achieve better long-term success in managing your portfolio? Here are our 15-trading
rules for managing market risks.?

Please subscribe to the daily commentary to receive these updates every morning before
the opening bell.

If you found this blog useful, please send it to someone else, share it on social media,
or contact us to set up a meeting.
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