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Level Set - Blow-Up Avoidance Guide - How Are You Dealing With
The S&P500 Being an AI Factor Bet?

The views expressed by investors in our meetings and idea dinners this past week seem increasingly polarized. Some are

shorting high beta winners with poor fundamentals, skeptical about the sustainability of the most speculative part of the rally.

Others, like us, think a shopping list of future short ideas combined with diversifying long ideas is increasingly prudent. Lastly,

there are those who firmly believe “the party” is going to last for several more quarters or years. While we continue to think

the bull case pillars of AI productivity and a dovish Fed make for a good outlook, we are now somewhere in the middle of the

pack on our bullishness on a three-to-six month outlook. Our quality-adjusted AI factor now has its highest correlation ever

to the S&P500.It isn’t hyperbolic to say that the S&P500 is an AI factor bet (see below).
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While there are plenty of high-quality AI-exposed stocks to own, the challenge, as we have been pointing out all year and

increasingly in recent weeks, is so many non-Technology stocks have also become correlated to the AI trade. We received

several requests for our screen of stocks with low correlation to our AI Semiconductors basket (less than 0.2), that are also up

at least 10% in the last six months, top-half quality, and beta less than 1. Below we show the 28 stocks meeting these criteria

that are greater than $50 billion market cap. Please don’t hesitate to reach out to us for the stocks that are smaller cap. At

a stock idea dinner we held this past week, we heard pitches for the HMOs, NEE, and ECL among this screen. We have been

advocating for the Drug Distributors all year. We like adding to stocks on this list today.
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But more than diversifying, part of the reason we are starting to see signs of the top and a more skeptical investor base, is

the fact that we are seeing HUGE moves very quickly in some highly speculative stocks. Below we show the number of stocks,

over time, that are up 100% or more on a rolling 6-month basis. Only the TMT bubble and recovery, the Global Financial Crisis

and the COVID recovery have seen more big movers than we have seen in the last few months. While we can’t time when this

furious rally will end, it surely seems like a rotation is weeks not months away.
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Because we can’t think of a way to time when this will end, we think it is prudent to create a “sell” or “short” list, and get it ready

for the first signs of a market rollover. The list should include the dreamiest of dreamy stocks, early-stage Semiconductor and

Quantum plays, Alternative Power, Frontier Computing and Quantum, Infrastructure and Analytics tied to AI, and a hodgepodge

of other Space, Satellite, Rare Earth metals, Nuclear Fuel, and other names. It is safe to say these all fall in the speculative and

potentially over-hyped category. As a proxy for this, we show below stocks that are up 100% or more in the last 6 months,

indicating the potential for excessive optimism. These stocks are in the most expensive decile of enterprise value-to-forecasted

sales among the top 3000 US equities, a group we have determined underperforms over time. They are also in the bottom half

of our quality model (so low quality or junk), which tend to lag in risk-off trades, have high short interest, indicative of hedge

funds finding fundamental challenges, and have lower 2026 EPS estimates today than they did at the beginning of this year,

meaning the recent big moves in stock prices are despite deteriorating nearer-term fundamental outlook. We found 24 such

stocks with greater than $1 billion market cap. (see below).
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There is also a large group of mid-cap or larger stocks that have been down this past year, where fundamentals appear to be

relatively poor. They have lower 2026 estimates today than at the beginning of the year, are down this year despite the huge

market rally, indicating material underperformance, and are in the bottom-half of our quality model (junk or low), a cohort that

has performed well the last six months on a relative basis, leaving this group behind. Yet, these stocks don’t have a particularly

low correlation to the AI Semiconductor theme, meaning their weakness is not necessarily related to potential share loss from

AI, rather just poor trends. We think this list of stocks are good candidates for short idea / underweight unless a material

fundamental change occurs. Most have far lower 2026 outlooks today than nine months ago. This list includes some stocks we

have been advocating to short for years, like TGT, but also select Transports, Airlines, Chemicals, and Hotels.
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This past week was marred by some further signs of poor decision-making by some of the smaller Banks. We are recommending

Financials, though we are somewhat concerned about how crowded this trade has become following recent conversations with

investors and the high correlation of many of the large-cap Financials to the AI Semiconductors basket. We were asked several

times this past week about emerging credit issues and whether they are isolated or the first signs of larger problems. These

questions came on the heels of JPMorgan (JPM) CEO Jamie Dimon’s “cockroaches” reference earlier in the week which implied

that private credit issues are likely not anomalous. It may be true that there will be further, relatively small issues that surface,

but our best guess is that the big picture economic conditions are strong enough to offset these credit concerns at this point.

However, we are very cognizant of the fact that this paragraph may not age well.

Zions Bancorp (ZION) mentioned they are unlikely to get paid back $60 million of bank loans this past week, adding fuel to the

fire following First Brands bankruptcy and several Banks’ exposure to this default that surfaced two weeks ago. Price action of

a large sell-off and then some solid recovery Friday exposes, in our judgment, the names the market considers most associated

with risk at this point. To the extent investors worry there are a few more cockroaches in the area, below is list of stocks with a

high correlation to ZION, relative low return on tangible equity (below 10%) but relatively high price-to-tangible equity (above

1.1x), with beta above 1.1. These stocks will likely sell-off sharply if more credit issues in the Regional Banks surface.
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CONCLUSION

Everyone remembers that the craziest part of the 1999-2000 bubble was the last 6 months, when valuations went bananas

from October 1999 through the ultimate peak in March 2000. Valuations for the mega-/large-cap. names are nowhere near

as extreme today as they were then, and much of the capital spending is funded by strong cash flows rather than debt. This

means there are some relevant and some irrelevant comparisons between October 1999 and October 2025. But, the market

is always increasingly anticipatory of pattern recognition, and we doubt we can see six more months of speculation like we

have seen recently. Portfolio hedges, like uncorrelated or diversified longs, and avoiding the most speculative securities seem

increasingly prudent.
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Analyst Certification

The analysts, Adam Parker, Maxwell Arnold, Chang Ge, Colin Cooney 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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