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•  Utilities  Capture the secular tailwind on higher power 
demand with Utilities.

•  Telecom  AI-driven demand for high-speed and 
reliable communication systems herald renewed 
investor interest in telecom.

•  Regional Banks  Lower rates, potential fiscal 
expansion, and anticipated bank de-regulations 
support multiple expansion for regional banks.

After back-to-back years of over 20% gains led by big Tech, S&P 500 valuations have become 
stretched, trading 21.7x next-12-month earnings.1 That’s close to their post-COVID peak. 
Meanwhile, corporate profits are forecast to accelerate in 2025 thanks to resilient economic 
growth, the Federal Reserve’s (Fed) easing cycle, the Trump administration’s pro-growth policy 
agenda, and continued AI development.

With a changing economic and policy landscape, return paths across sectors and industries 
will likely become more divergent than usual, improving market breadth and creating greater 
opportunities for sector selection. 

Against this backdrop, we’ve identified relative value opportunities in Utilities and Telecom 
resulting from the AI Capex boom and Regional Banks as a cyclical value exposure that will 
likely benefit from regulatory tailwinds. 

Spotting Trends
Sector and Industry

January 2025

Utilities: Booming Data 
Center Power Demand

After outperforming the broad market for most of the second half of 2024, the Utilities sector 
sold off in December amid surging Treasury yields and lagged the broad market.2 While concerns 
about a higher-for-longer interest rate environment have weighed on Utilities’ valuations, the 
sector’s earnings sentiment remains strong. The booming data center power demand, together 
with the broad electrification of our society and manufacturing reshoring, likely will lift the sector’s 
growth trajectory in the next few years, supporting higher relative valuations going forward.
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Since we highlighted this sector opportunity in Q3 2024, Utilities’ earnings results have 
provided greater visibility into data center-driven demand increases for 2025. Companies 
raised earnings growth guidance on the back of strong load growth and capital expenditure 
(capex) projections. Their 2025 EPS revisions have been positive — increasing 2% since 
June compared to a 1.3% decline for the broad market (Figure 1), following right behind Tech 
and Communication Services.3 If the 8.4% earnings growth estimate is achieved this year, 
it will be Utilities’ third straight year of above historical average growth, underscoring the 
ongoing secular demand increase in the US power market.

Nationwide, electricity demand is forecast to increase 15.8% over the next five years with an 
annual peak demand growth of 3%, led by substantial increases in data centers.4 While 3% 
growth may seem small, it’s the highest growth rate since the 1980s and six times the electricity 
consumption growth between 2001 and 2024.5 Strong demand may lead to higher capex, 
increasing Utilities’ rate base and supporting revenue growth.

A continued disinflation trend in Utilities, stabilized natural gas prices, and special tariffs for data 
center customers to avoid costs spreading to existing customers may ease utility regulators’ 
concerns about power affordability. And that could potentially lead to higher authorized revenue 
increases and return on equity. 

The Trump administration’s potential to rollback EPA rules that limit greenhouse gas emissions 
by gas power plants and fast approvals of natural gas and LNG project permits will help ease 
Utilities’ input costs and improve customer affordability. And while there’s a risk of potential 
changes to the Inflation Reduction Act, the Production Tax Credits (PTCs) related to renewable 
energy that have funded the capex for utility companies’ renewable power projects probably will 
not be completely removed, given that many Republican states are major beneficiaries of PTCs.

Although investors recently have focused on Utilities’ vulnerability to high interest rates, the 
sector’s secular tailwind on higher power demand remains underappreciated, given its near  
15-year low relative valuations.6 Consider the Utilities Select Sector SPDR Fund (XLU) to 
position for increasing power demand.

Figure 1 
Utilities’ Stronger 
Earnings Sentiment 
Relative to the 
Broad Market

  S&P 500 Utilities

 � S&P 500

Source: FactSet, as of December 18, 2024.
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AI-driven demand for high-speed and reliable communication systems has renewed 
investors’ interest in the Telecom industry. The industry staged a significant rebound in the 
second half of 2024, outperforming Tech by more than 30% — the best six-month relative 
performance since 2011.7 Despite its outperformance, the industry’s relative valuations 
are still trading in the bottom tercile of the past 15 years, indicating an underappreciated 
AI infrastructure opportunity (Figure 2).

Telecom: An 
Underappreciated 
AI Infrastructure 
Opportunity

The Telecom industry comprises providers of communication equipment and 
telecommunication services, both of which play critical roles in AI infrastructure. AI relies on 
large-scale, high-speed advanced communication systems to transfer massive amounts of data 
and enable real-time process for AI training and inference. The system requires more complex 
and high-bandwidth networks for data transmission and low-latency communication among 
servers and end-users as the AI industry shifts to AI inference applications. Communication 
equipment like high-performance routers and switches and fiber-optic networks ensure that 
data flows seamlessly and quickly between servers and end users.

As hyperscales accelerate their datacenter buildout and the AI inference applications rise, 
networking equipment and enterprise fiber services likely will become key drivers of revenue 
growth for the Telecom industry. The overall generative AI network equipment spending is 
expected to grow at a compound annual rate of 34% by 2028, driven by the exponential increase 
in AI workload.8 In particular, the Ethernet network switch market is forecast to grow at a five-year 
compound annual rate of 70% by 2028 because its low-latency and high throughput connectivity 
are needed for running dense clusters of GPU servers.9 High margins of the latest generation 
and highest speed switches, together with operating software solutions, may boost providers’ 
profitability. Lumen Partners’ $12 billion AI fiber connectivity deals with hyperscalers in 2024 
revealed significant business wireline revenue opportunities for other major fiber providers, like 
AT&T and Verizon, as more capacity is needed. 

Meanwhile, AI and other emerging technologies are boosting the industry operation efficiency. 
New approaches to RAN (Radio Access Network) enable operators to mix equipment from 
multiple vendors, reducing network deployment costs and accelerating the deployment of new 
network services. The industry is also using AI to manage network traffic, proactively address 
maintenance needs, optimize network performance, and detect security threats. 

To position for the inflection point of the Telecom industry driven by AI and other emerging 
technologies, consider the SPDR® S&P® Telecom ETF (XTL).

Figure 2 
The Telecom 
Industry’s Attractive 
Relative Valuations

Source: FactSet, as of December 17, 2024. Using the S&P Telecom Select Industry Index to represent the telecom industry. 
Valuations are relative to the S&P Composite 1500 Index.
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Regional Banks: 
Cyclical Value 
Exposure With 
Regulatory Tailwinds

The regional bank industry gave back most of its post-election gains following the hawkish 
takeaways of the December FOMC meeting. But history from the most recent soft landing 
between 1995 and 1997 indicates that an extended period of rate normalization and banking 
de-regulation without a recession is supportive for bank profitability, potentially leading to 
strong performance of bank stocks. 

Between February 1994 and February 1995, the Fed aggressively raised interest rates seven 
times, bringing the federal funds rate to 6%. It then made a series of mid-cycle adjustments, 
cutting rates three times to 5.25% in February 1996 and maintaining them at the same level for 
13 months before another rate hike in March 1997 and 18 months of unchanged rate policy. Over 
this period, a steepened yield curve, easing bank regulation, and strong loan demand drove bank 
stocks’ outperformance over the broad market by 48% on a cumulative basis until the LTCM 
Crisis started brewing in July 1998.10

History doesn’t repeat itself, but it often rhymes. Despite the downside risk to growth and 
inflation≈uncertainty driven by potential trade conflicts in 2025, multiple tailwinds are in play 
for the rebound in regional bank valuations. With the Fed still signaling more rate cuts in 2025, 
long- and short-term yield spreads may remain positive, supporting further net interest margin 
(NIM) expansion.

A US-first policy agenda and potential corporate and individual tax cuts also should support 
domestic investment and consumer spending, boding well for loan growth. Indeed, small business 
sentiment and consumer confidence have improved following the US election. The Leading 
Economic Index rose for the first time since February 2022, with the year-over-year change 
posting the smallest loss in more than two years (Figure 3). The potential for higher loan growth 
and improving NIM may end the industry’s two years of negative operating leverage (revenue 
growth outpacing expense growth), bolstering the industry’s 2025 EPS growth outlook.

Figure 3 
Recovery in Leading 
Economic Index (LEI) 
Has Historically Led to 
Higher Loan Growth

 � LEI Index YoY Change

 � Following 12-month 
Commercial & Industrial 
Loan YoY Growth

Source: Bloomberg Finance, L.P., Federal Reserve Bank of St. Louis, FRED as of November 30, 2024.
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Additionally, President-Elect Trump’s deregulation agenda may ease federal agencies’ 
supervision and relax capital requirements, paving the way for more share buybacks and the 
return of capital to shareholders. And more industry-friendly leadership at key supervisory 
federal agencies may shorten banks’ M&A approval process and lower the barriers for bank 
consolidation, accelerating M&A activities in the regional bank industry. 

Post-FOMC price actions in December have created even more attractive entry points for 
investors to position for the positive industry outlook. Regional banks are trading around their 
long-term median based on price-to-book and forward one-year price-to-earnings ratios, while 
their relative valuations are around the bottom decile of the past 20 years.11

Tailwinds from lower rates and potential fiscal expansion and bank de-regulations support 
regional banks’ multiple expansion. Consider the SPDR® S&P® Regional Banking ETF (KRE) to 
pursue the potential benefits from domestic-focused cyclical regional bank exposure.
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Glossary

Earnings Per Share (EPS)  A profitability 
measure that is calculated by dividing a 
company’s net income by the number of 
shares outstanding.

Forward P/E  The price of a security per share 
at a given time divided by its projected earnings 
per share over the coming year. A forward P/E 
ratio is a way to help determine a security’s 
stock valuation — that is, the fair value of a 
stock in a perfect market. It is also a measure 
of expected, but not realized, growth.

Leading Economic Index (LEI)  A composite 
of 10 economic components that are analyzed 
monthly to help foresee changes in the overall 
economy. The LEI components are: average 
weekly hours of manufacturing workers; 
average initial jobless claims; new manufacturer 
orders for goods and materials; speed of 
delivery of new goods to vendors; new orders 
of capital goods not related to defense; new 
residential building permits; changes to the 
S&P 500® Index; changes in inflation-adjusted 
money supply; the difference between long 
and short interest rates; and consumer 
sentiment. The data series is compiled by 
the Conference Board, a private, non-profit 
business research group.

LTCM Crisis  The hedge fund Long-Term 
Capital Management almost collapsed in late 
1998. Since many banks and pension funds 
had invested in LTCM, its problems threatened 
to push most of them to near bankruptcy, 
setting off a global financial crisis. The crisis 
was averted when 14 banks bailed out LTCM.

Net Interest Margin  The difference between 
the revenue that is generated from a bank’s 
assets and the expenses associated with 
paying out its liabilities. 

Production Tax Credits  The PTC is a 
ten-year, inflation adjusted US federal income 
tax credit for each kilowatt hour (kWh) of 
electricity generated by certain types of 
renewable or zero carbon emission projects.

Important Risk Disclosure

The views expressed in this material are the 
views of the SPDR Research and Strategy team 
through the period ended December 31, 2024, 
and are subject to change based on market 
and other conditions. This document contains 
certain statements that may be deemed 
forward-looking statements. Please note that 
any such statements are not guarantees of 
any future performance and actual results or 
developments may differ materially from 
those projected.

This communication is not intended to be an 
investment recommendation or investment 
advice and should not be relied upon as such.

All information is from SSGA unless otherwise 
noted and has been obtained from sources 
believed to be reliable, but its accuracy is not 
guaranteed. There is no representation or 
warranty as to the current accuracy, reliability 
or completeness of, nor liability for, decisions 
based on such information and it should not 
be relied on as such.

Investing involves risk including the risk of loss 
of principal.

ETFs trade like stocks, are subject to 
investment risk, fluctuate in market value and 
may trade at prices above or below the ETFs net 
asset value. Brokerage commissions and ETF 
expenses will reduce returns.

The S&P 500® Index is a product of S&P Dow 
Jones Indices LLC or its affiliates (“S&P DJI”) 
and have been licensed for use by State Street 
Global Advisors. S&P®, SPDR®, S&P 500®,US 
500 and the 500 are trademarks of Standard 
& Poor’s Financial Services LLC (“S&P”); Dow 
Jones® is a registered trademark of Dow Jones 
Trademark Holdings LLC (“Dow Jones”) and 
has been licensed for use by S&P Dow Jones 
Indices; and these trademarks have been 
licensed for use by S&P DJI and sublicensed 
for certain purposes by State Street Global 
Advisors. The fund is not sponsored, endorsed, 
sold or promoted by S&P DJI, Dow Jones, S&P, 
their respective affiliates, and none of such 
parties make any representation regarding the 
advisability of investing in such product(s) nor 
do they have any liability for any errors, 
omissions, or interruptions of these indices.

Equity securities may fluctuate in value and can 
decline significantly in response to the activities 
of individual companies and general market and 
economic conditions.

There can be no assurance that a liquid market 
will be maintained for ETF shares.

Concentrated investments in a particular sector 
or industry tend to be more volatile than the 
overall market and increases risk that events 
negatively affecting such sectors or industries 
could reduce returns, potentially causing the 
value of a Fund’s shares to decrease.
Non-diversified funds that focus on a relatively 
small number of securities tend to be more 
volatile than diversified funds and the market as 
a whole.

Non-diversified funds that focus on a relatively 
small number of securities tend to be more 
volatile than diversified funds and the market 
as a whole.

While the shares of ETFs are tradable on 
secondary markets, they may not readily 
trade in all market conditions and may 
trade at significant discounts in periods of 
market stress.

Because of their narrow focus, sector investing 
tends to be more volatile than investments that 
diversify across many sectors and companies.

Investing in REITs involves certain distinct risks 
in addition to those risks associated with 
investing in the real estate industry in general. 
Equity REITs may be affected by changes in the 
value of the underlying property owned by the 
REITs, while mortgage REITs may be affected by 
the quality of credit extended. REITs are subject 
to heavy cash flow dependency, default by 
borrowers and self-liquidation. REITs, especially 
mortgage REITs, are also subject to interest rate 
risk (i.e., as interest rates rise, the value of the 
REIT may decline).

When the Fund focuses its investments in 
a particular industry or sector, financial, 
economic, business, and other developments 
affecting issuers in that industry, market, or 
economic sector will have a greater effect on 
the Fund than if it had not done so.

Passively managed funds invest by sampling 
the Index, holding a range of securities that, 
in the aggregate, approximates the full 
Index in terms of key risk factors and other 
characteristics. This may cause the fund to 
experience tracking errors relative to 
performance of the Index.

The whole or any part of this work may not be 
reproduced, copied or transmitted or any of its 
contents disclosed to third parties without 
SSGA’s express written consent.

The trademarks and service marks referenced 
herein are the property of their respective 
owners. Third party data providers make no 
warranties or representations of any kind 
relating to the accuracy, completeness or 
timeliness of the data and have no liability for 
damages of any kind relating to the use of 
such data.

Distributor: State Street Global Advisors 
Funds Distributors, LLC, member FINRA, SIPC, 
an indirect wholly owned subsidiary of State 
Street Corporation. References to State Street 
may include State Street Corporation and its 
affiliates. Certain State Street affiliates provide 
services and receive fees from the SPDR ETFs. 
The Fund pays State Street Bank and Trust 
Company for its services as custodian, transfer 
agent and shareholder servicing agent and pays 
SSGA Funds Management, Inc., an affiliate of 
State Street Bank and Trust Company, for 
investment advisory services. 

Before investing, consider the funds’ 
investment objectives, risks, charges and 
expenses. To obtain a prospectus or 
summary prospectus which contains this 
and other information, on SPDR ETFs call 
1-866-787-2257 and on Money Markets 
Funds call call 1-877-521-4083 or visit  
ssga.com. Read it carefully.
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For over four decades, State Street Global Advisors has served the world’s governments, 
institutions, and financial advisors. With a rigorous, risk-aware approach built on research, 
analysis, and market-tested experience, and as pioneers in index and ETF investing, we are 
always inventing new ways to invest. As a result, we have become the world’s fourth-largest 
asset manager* with US $4.73 trillion† under our care. 
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