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Level Set - The Three Topics That Keep Coming Up

In our May 3rd, 2026 Level Set we wrote that the old phrase “Sell in May and go away, and come back on St. Leger’s Day” is

far from statistically significant. We can only hope that the 5.15% move in the S&P500 and the 8.36% move in the NASDAQ

in May will prevent such astrological drivel from being suggested on every major financial media outlet in April 2027 - but

somehow we doubt it.

What does continue to be true is the constitution of the winners in the market is skewed. In May, only 216 of the S&P500 stocks

were up during the month (43%), and only 127 stocks beat the index (25.4%) despite the huge overall index move. In fact, on

a 3-month rolling average basis, the smallest percentage of stocks have beaten the S&P500’s cap-weighted performance in

more than 25 years (see below). That’s a concentrated market!
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At the same time that the big winners remain concentrated, there remains a host of meaningful underperformers, including 35

stocks in the S&P500 that were down more than 10% in May, and 145 stocks that were down more than 5%. The market was

up 5.15% in May, so more stocks were down 5% than beat the index in the month. We looked back to 1999 to compare the

percentage of stocks each month that beat the cap-weighted index and subtracted the percentage of stocks lagging the cap-

weighted index by 10% or more. The last two months have been the worst two months since 1999 on this metric (see below).

Since 1999, there have been only three calendar months in which more stocks lagged the market by 10% than outperformed

it, and two of those periods were April and May!

Source: Trivariate Research, LP

Given this market backdrop, we continued to focus on three issues in each of our 15 in-person institutional investors meetings,

2 podcasts, and CNBC appearance this past week.

1) Investors need to measure and allocate to AI revenue-exposed companies.

2) Investors need to run more diversified portfolios than normal.

3) Investors need to own stocks that are defensive or not correlated to AI Semiconductors, but with a non-traditional

defensive playbook.

Point 1: AI Revenue Exposure

Investors need to measure and allocate to AI revenue-exposed companies. The biggest winners in May continued to be AI

revenue-exposed businesses, up and down the bottlenecks of AI. DELL up 101% and MU up 87.8% standout, but there were

several other AI winners in the month. We wanted to better identify AI revenue opportunities. We built the AI-revenue universe

in three steps. First, we screened the top 3,000 U.S. equities and used an LLM with web search to summarize each company’s

current AI-linked revenue. A company qualified only if AI-linked revenue appeared to be “meaningful” — defined as more than

roughly 5% of revenue, or an explicitly named and ramping growth driver — rather than just a general AI strategy statement,

internal productivity initiative, or vague exposure claim. Second, we pooled positive company summaries and asked the model

2



to derive a mutually exclusive and collectively exhaustive taxonomy of AI-revenue categories, then locked those definitions for

consistency. Third, each qualifying company was mapped into the taxonomy based on its primary AI monetization channel,

recognizing that some companies may have secondary exposures across other parts of the AI stack. The final category set

focused on 262 companies across 13 investable groups after excluding very small categories (see below). The 262 companies

with AI-revenue are broad, but the largest categories are still concentrated in the physical build out layer, including Power &

Thermal, Networking & Optical, Semi-Cap Equipment, Accelerators & Systems, and Datacenter Construction.

Source: Trivariate Research, LP

The diverse sector mix shows why “AI revenue” is not just a Semiconductor / Software screen. Technology is obviously the

dominant AI revenue sector with 165 names (63% of the stocks), but Industrials constitutes 50 names, largely through Power

& Thermal and Datacenter Construction, while Utilities and Real Estate are on the list due to exposure to power supply and

Datacenter capacity. This shows how the AI trade has permeated the broader market into Infrastructure and Power-related

exposures rather than remaining confined to mega-cap Technology (see below).
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Source: Trivariate Research, LP

We clustered the 13 AI-revenue categories using daily return similarity, so the grouping reflects how the baskets have actually

traded rather than only on our original business definitions. The resulting six clusters are intuitive: Utilities and Datacenter

REITs group together as Power / Capacity beneficiaries; Accelerators, Networking, Power & Thermal, and Construction form a

Datacenter Buildout group; and Cloud, Enterprise GenAI, and Security form an AI Platform group. We kept Memory & Storage

and Semi-Cap as a separate bucket because their economics and recent return behavior are distinct enough to evaluate as

a standalone exposure.

Source: Trivariate Research, LP

What is clear is that compute will grow well above GDP for some time. What is also clear is that US equity portfolio managers

need exposure to stocks that benefit from AI revenue, and will ultimately benefit from AI productivity. Today, the focus has

to be in multiple AI revenue categories. Because Memory and Semi-Cap equipment are highly correlated, gauging aggregate

exposure to these groups is important. The 262 companies we have labeled as having some meaningful AI revenue currently

account for $34.7 Trillion in market capitalization, which is about 44% of the total market cap. of the top 3000 US equities.
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81.2% of all the AI market cap. today is in two of our AI revenue categories, AI Platform, and Datacenter Buildout (see below).

We tagged AMZN, GOOGL, META, and MSFT as AI Platform companies, AVGO and NVDA as Datacenter Buildout, TSLA as

Vertical & Edge, and we did NOT tag AAPL as a meaningful AI revenue company today. The result is that about 60.4% of all the

AI Revenue stocks are Great 8 market cap. 82.1% of the AI Platform revenue is from AMZN, GOOGL, META, and MSFT. To the

extent investors are close to market-weight the Great 8 for risk management reasons, then 60.4% of their AI Revenue exposure

will come from the Great 8 (see below).

Source: Trivariate Research, LP

Assuming investors are Market-Weight the Great 8 stocks, the rest of the AI’s market cap is 45% in Datacenter Buildout, 19% in

AI Platform, and 22.6% in Memory and Semi-Caps. The Utilities / Datacenter REITS, Vertical & Edge, and Services & Integration

categories are all a smaller piece of the AI revenue pie.

Source: Trivariate Research, LP

We strongly recommend diversifying as widely as possible across the various AI revenue buckets.

AI revenue stocks with strong revisions, and increasing multiples, include INTC, EQIX, and DOCN, among others (see below).
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Source: Trivariate Research, LP

Point 2: Diversification

We have been writing for over a year now that a combination of risk-management junk stocks, risk-managed Great 8, and a

basket of large and concentrated positions where company-specific risk is high is a good strategy for portfolio construction.

This means that bottom-up stock pickers should own several names for risk, not alpha, and run more diversified than normal.

To more empirically show this, every month since 1999, we simulated portfolios drawn from the Top 500 U.S. equities to study

how diversification changes return and risk outcomes over a 12-month holding period. For each start month, we form random

portfolios of 25, 50, 75, and 100 names within the investable universe, evaluate both equal-weight and cap-weight constructions,

and then hold those portfolios constant without rebalancing for the next year, so the results reflect the effect of diversification

rather than ongoing trading rules. This process was repeated 500 times for each start month, portfolio size, universe, and

weighting scheme to estimate the distribution of outcomes across simulations. We then compared each portfolio size with

the corresponding 50-stock benchmark formed under the same conditions and summarized the impact on 1-year returns, the

dispersion of those returns across simulations, annualized volatility, and annualized Sharpe, while also examining how these

relationships vary across different market and financial-condition environments. No transaction costs or taxes are assumed.

What did our results show?

The benefits of diversification for the median-performing portfolio manager weren’t meaningful from 2000 to 2019. Generally,

concentrated portfolios performed as well as or better than more diversified portfolios from 2000 to 2012. However, since

2019, diversification has been a much better idea. The benefits of a 100-stock portfolio vs. a 75-stock portfolio since 2019 are

relatively small. However, owning 75 stocks vs. 50 or 25 has generally been much better since 2019 (see below).
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Source: Trivariate Research, LP

Several investors told us that if you are a skilled portfolio manager, concentration should work better. Hence, we then assumed

an investor was a 75th percentile stock picker every year, so quite skilled (see below). For “skilled” managers performing in the

75th percentile, diversification hurt performance from 2000 through 2018 but has been much more volatile and in aggregate

lagged since. Hence, even skilled PMs should run with more diversification than normal today.
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Point 3 : Defense

We would love to be able to call the top of the Memory cycle and the Semiconductor rally and provide investors with the

precise timing to adopt a more defensive posture in their portfolios. We can try, but we aren’t God. But, even if we knew what

to look at and made a perfectly timed call, or even if we were lucky, a good question is – what would you even own to get

defensive? Historically, when investors wanted to get defensive within their equity portfolios, they looked for more predictable

revenue streams, and would often buy Pharmaceuticals, Telecoms, Staples, or Utilities.

Twenty-five years ago, this type of defense represented nearly 30% of the S&P500 market cap. Today it is just over 10% (see

below). Another way to get defensive is to buy low beta stocks – but today the low beta percentage of market cap. is also at

25-year lows, accounting for just 24% of the S&P500. This means there really isn’t even enough market cap. to get defensive.
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Source: Trivariate Research, LP

CONCLUSION

Many of these traditional defensive names also have poor relative earnings revisions, something we are desperate to avoid in this

market given the penalty for missing estimates has been so harsh, and far worse than the reward for beating has been positive.

For investors looking to adopt a more defensive posture, we would focus on the companies listed below. Each has a beta less

than 0.6, strong alpha over the last 12 months, and have low or negative correlation to the AI Semis basket, assuming that

basket is associated with a broader market sell-off. Stocks include VLO, UTHR, CASY, HAL, ADM, and BG, among others.
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Analyst Certification

The analysts, Adam Parker, Maxwell Arnold, Colin Cooney, Chang Ge, Jesse Goodman and Ryan McGovern, responsible for the

preparation of this research report certifies that: all the views expressed in this research report accurately reflect the research

analyst's personal views.

Disclaimer

This presentation is confidential and may not be reproduced or distributed without the express prior written permission of

Trivariate Research LP and its affiliates (collectively, “Trivariate”).

The information contained herein reflects the opinions and projections of Trivariate as the date of publication, which are subject

to change without notice at any time subsequent to the date of issue. Trivariate does not represent that any opinion or projection

expressed herein will be realized. All information provided is for informational and research purposes only and should not be

deemed as investment advice or a recommendation to purchase or sell any specific portfolio investment, security or other

asset. While the information presented herein is believed to be reliable, no representation or warranty is made concerning the

accuracy of any data or other information presented. Information obtained by Trivariate from third party sources in connection

with the preparation of this presentation has not been independently verified by Trivariate. Additional information regarding

Trivariate is available on request.

Any projections, forecasts, targets or other estimates presented herein constitute “forward-looking statements” that can be

identified by the use of forward-looking terminology such as “may,” “will,” “should,” “could,” “would,” “predicts,” “potential,”

“forecasted,” “continue,” “expects,” “anticipates,” “future,” “intends,” “plans,” “believes,” “estimates,” or the negatives thereof or

other variations thereon or comparable terminology. Furthermore, any projections, targets, forecasts or other estimates in this

presentation are “forward-looking statements” and are based upon certain assumptions that may change. Due to various risks

and uncertainties, actual events or results or the actual performance of the funds may differ materially from those reflected

or contemplated in such forward-looking statements. Moreover, actual events are difficult to predict and often depend upon

factors that are beyond the control of the Trivariate. Nothing herein shall under any circumstances create an implication that the

information contained herein is correct as of any time after the earlier of the relevant date specified herein or the date of this

presentation. In addition, unless the context otherwise requires, the words “include,” “includes,” “including” and other words of

similar import are meant to be illustrative rather than restrictive. Forward-looking statements and discussions of the business

environment included herein (e.g., With respect to financial markets, business opportunities, demand, investment pipeline and

other conditions) are subject to the ongoing novel coronavirus outbreak (“COVID” or “COVID-19”). The full impact of COVID-19

is particularly uncertain and difficult to predict, therefore such forward-looking statements do not reflect its ultimate potential.

This shall not constitute an offer to sell or the solicitation of an offer to buy any interests in any fund, product or account that

is or may in the future be advised or managed by, Trivariate or any of its affiliates.

All data sourced from S&P Global, Bloomberg, or our Trivariate estimates. All forward-looking-statements reflect the opinion of

Trivariate.
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