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2019 Software Sentiment Survey
Our proprietary survey asked questions focused on overall sentiment toward the software
sector and specific sub-sectors heading into 2019. 75 investors participated, of which 72%
were long-only.

• 57% of survey respondents feel the software sector is fairly valued with 31% feeling it is overvalued
and 12% undervalued. Heading into 2018, 72% of survey respondents felt the software sector was
fairly valued with 20% feeling it was overvalued and 8% undervalued.

• 53% of survey respondents feel the software sector will outperform the S&P 500, 35% feel it will
perform in-line with the S&P 500 and 12% feel the sector will underperform. Heading into 2018, 49%
of respondents felt the software sector would outperform the S&P 500, 37% felt it would perform in-
line with the S&P 500 and 14% felt the sector would underperform.

• 60% of investors plan to maintain their net exposure to the software sector in 2019, 29% plan to
increase, and 11% plan to decrease. Long-only investors are roughly in-line with the broader group,
with 24% expecting to increase exposure, 63% to maintain, and 13% to decrease compared to long-
short investors who are more bullish with 33% expecting to increase, 61% to maintain, and 6% to
decrease.

• In terms of exposure to specific areas of software: 1) 80% of investors plan to either maintain or
increase exposure to fast-growing software names; 2) 89% of investors plan to either maintain or
increase exposure to higher-margin software names; and 3) 72% of investors plan to either maintain
or increase exposure to security software names.

• 61% of respondents expect M&A to increase in 2019 compared to 2018. This was down slightly
vs expectations heading into 2018 where 81% of respondents expected M&A to increase in 2018
compared to 2017.

• When looking at the factors for out-performance in 2019, 36% said FCF growth would be the most
important tied with revenue growth at 36%. This is vs. last year where 39% said FCF growth would
be the most important while the second highest was revenue growth at 31%.

• When asked which themes investors were most interested in heading into 2019 the highest
response was SaaS applications followed by migration to public and hybrid cloud and machine
learning/ artificial intelligence.

• Respondents' favorite long ideas include CRM, NOW, RPD, PANW, DATA, MSFT and NTNX. This was
in order of popularity.

• Respondents' favorite short ideas include ORCL, FFIV, CHKP, FTNT and TDC. This was in order of
popularity.

Additional details are included on the following pages.

Disseminated: Jan 4, 2019 00:45ET; Produced: Jan 3, 2019 23:17ET
Priced as of prior trading day's market close, EST (unless otherwise noted).

All values in USD unless otherwise noted.
For Required Conflicts Disclosures, see Page 17.
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Software investor sentiment survey: Key takeaways

 Surveyed 75 participants; 36% long-only generalists, 36% long-only specialist, 20% long-short specialists, 
4% long-short generalists and 4% other

 57% feel that the software sector if fairly valued while 31% feel it is overvalued and 12% undervalued

 Despite that, 53% expect the sector to outperform the S&P 500 while only 12% expect it to 
underperform

 29% plan to increase their exposure to the software sector with 60% planning to maintain

 24% plan to increase their exposure to fast growing software names with 56% planning to maintain

 34% plan to increase their exposure to fast growing software names with 55% planning to maintain

 20% plan to increase their exposure to security software with 51% planning to maintain

 61% expect software M&A to increase in 2019

 Investors feel that FCF growth and revenue growth will be the most important factor for software stock 
performance in 2019

 Investors feel that SaaS applications, migration to public and hybrid cloud and machine learning and 
artificial intelligence as the themes they are most interested in heading into 2019

 Investors favorite long ideas were CRM, NOW and RPD while ORCL, FFIV and CHKP were the most 
common short ideas
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How would you describe your investment strategy?

Of our 75 participants,  72% long-only vs. 24% long-short investors / 56% specialists vs. 40% generalists

Source: RBC Capital Markets
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What is your current view of the software sector relative to the broader market?

57% of investors feel that the software sector is fairly valued with 31% overvalued and 12% undervalued

Source: RBC Capital Markets
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What is your current view of the software sector relative to the broader market?

53% of investors expect software to outperform the broader market compared to 35% who expect it to be in-line

Source: RBC Capital Markets
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Do you expect to increase, maintain or decrease your net exposure to the software sector heading 

into 2019?

A majority of investors plan to maintain their net exposure to the software sector in 2019

Source: RBC Capital Markets
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Do you expect to increase, maintain or decrease your net exposure to faster growing software 

names heading into 2019?

A majority of investors plan to maintain their net exposure to the faster growing software sector in 2019

Source: RBC Capital Markets
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Do you expect to increase, maintain or decrease your net exposure to higher margin software 

names heading into 2019?

A majority of investors plan to maintain their net exposure to higher margin software names in 2019

Source: RBC Capital Markets
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Do you expect to increase, maintain or decrease your net exposure to the security software sector 

heading into 2019?

A majority of investors plan to maintain their net exposure to the security software sector in 2019

Source: RBC Capital Markets
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Do you expect software M&A to increase or decrease in 2019?

A majority of investors expect software M&A to increase in 2019

Source: RBC Capital Markets
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Which of these factors do you think will be the most important for software stock performance in 

2019?

Investors feel that FCF growth and revenue growth will be the most important factors for software stock performance followed by operating profit growth

Source: RBC Capital Markets
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Which theme are you most interested in heading into 2019?

SaaS applications are the them investors are the most interested in followed by the migration to public and hybrid cloud and machine learning and artificial intelligence

Source: RBC Capital Markets
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What is your favorite long idea? (company, sector or trend)

Source: RBC Capital Markets
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What is your favorite short idea? (company, sector or trend)

Source: RBC Capital Markets
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provide specific disclosures for the subject companies by reference. To access conflict of interest and other disclosures for the
subject companies, clients should refer to https://www.rbccm.com/GLDisclosure/PublicWeb/DisclosureLookup.aspx?entityId=1.
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Street, Royal Bank Plaza, 29th Floor, South Tower, Toronto, Ontario M5J 2W7 or an email to rbcinsight@rbccm.com.
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Distribution of ratings
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are not the same because our ratings are determined on a relative basis.
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BUY [Top Pick & Outperform] 876 54.92  234 26.71

HOLD [Sector Perform] 642 40.25  111 17.29

SELL [Underperform] 77 4.83  7 9.09

 

Conflicts policy
RBC Capital Markets Policy for Managing Conflicts of Interest in Relation to Investment Research is available from us on request.
To access our current policy, clients should refer to
https://www.rbccm.com/global/file-414164.pdf
or send a request to RBC Capital Markets Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South
Tower, Toronto, Ontario M5J 2W7. We reserve the right to amend or supplement this policy at any time.

Dissemination of research and short-term trade ideas
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subject companies on which the Firm currently provides equity research coverage. Research Analysts may, from time to time,
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how a security may trade, based on market and trading events, and the resulting trading opportunity that may be available. A
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to a short-term downward price correction. Short-term trade ideas are not ratings, nor are they part of any ratings system, and
the firm generally does not intend, nor undertakes any obligation, to maintain or update short-term trade ideas. Short-term trade
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