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Level Set - Why Take Huge Active Bets on the Great 8?

We have been writing in our last several Level Sets about the influence AI has on the market, the high correlation of stocks

to the AI theme across multiple sectors, and the importance of a “healthy” amount of hyper-scaler capital spending guidance

to drive the overall stock market higher. This past week we got a major temperature check on this, as five of the “Great 8”

companies, with their enormous AI spending, reported results. There were large moves in the stocks that reported this week,

but what struck us as notable is that the current narratives for some of these stocks are in some cases the exact opposite of

what the narratives were earlier this year. Below, we show the one-day trading results following the earnings results of these

large stocks over the last eight quarters. Note that Nvidia (NVDA) will report November 19th and Broadcom (AVGO) has a

November-end quarter. We show in green, stocks that were up more than 5% on the first day of trading after their earnings

release, and in red those down more than 5%. This quarter, Amazon (AMZN) performed the best and META the worst. Last

quarter, META was the best, and AMZN the second worst. Microsoft (MSFT) was 2nd best in Q1 2025, but the worst in both Q3

and Q4 2024. We highly doubt that fundamental analysts can call the quarters of these companies consistently well and then

position capital to generate positive P&L impact with this much quarter-to-quarter performance deviation.

Mag 7 One-Day Earnings Reactions Are Large and Change Regularly

Source: Trivariate Research, LP

Moreover, the correlation of returns of these stocks appears to be cyclical, but hard to time. Take NVDA, for example. In Q2 of

this year, the stock was highly correlated (more than 0.7) to all the other Mag 7 names (see below). However, the correlation

to Apple (AAPL) went to zero in Q3. AMZN, GOOGL, META, and MSFT have the highest correlations to each other among the

Mag 7, but they also oscillate from high, to below S&P500 average more than once per year.
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NVDA's Return Correlation to Other Mag 7 Stocks Sharply Oscillates

Source: Trivariate Research, LP

Even the correlation of the two Semiconductor companies, AVGO and NVDA oscillates and isn’t particularly high. The stocks

were nearly 0.9 correlated during Q2 when the entire market surged, but have a current correlation of 0.49, which isn’t that

much higher than the average stock to any random stock in the S&P500.
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Source: Trivariate Research, LP

For investors trying to beat the S&P500, it is crucial to get these names right. In fact, the Biggest 8 names are now 41.2% of

the S&P500 market cap., but 55% on a beta-adjusted basis (see below). We use the median of four horizons to compute the

beta, and of course we aren’t saying this a perfect metric, but there is no doubt that the “impact” on performance of these

stocks is even greater than their raw sizes.

The Great 8 are 55% of the S&P500 on a Beta-Adjusted Basis

Source: Trivariate Research, LP

Despite their enormous sizes, most of the Great 8 stocks at any given moment, nearly by definition given their scale, are less

idiosyncratic than the average stock in the market. We have a proprietary seven-factor company-specific risk (CSR) model

(beta, two size factors - mega-/large- vs. mid. cap., and mid-cap vs. small-/micro-cap., growth vs. value, liquidity, momentum,

and quality vs. junk) and we calculate the amount of the variability of each stock’s returns explained from these seven factors
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each day. Today, NVDA, MSFT, AMZN, AVGO, and META are all more macro than the median stock in the S&P500. GOOGL

currently has the highest CSR, though it has frequently been below average over the last few years. TSLA’s CSR is typically

higher, given much of the perceived value is not about current fundamentals. AAPL’s CSR is in-line with the median stock in

the market (see below).

Source: Trivariate Research, LP

Usually, fundamental stock pickers are rewarded for relative-to-index performance by taking out-sized positions where they

have conviction in names with high CSR. Yet in the portfolios we analyze, we often see firms with large relative positions in these

stocks, which doesn’t really make sense from the risk perspective. Moreover, it is very hard to know something that is not already

in the price, as these stocks are well covered, and well-loved. Below we show the current sell-side analyst recommendations

on the Great 8. There are 478 analyst buy ratings, and 23 such sells. 82.8% of all ratings are Buy, and 4% are sells. There are

hundreds of buyside analysts who cover these stocks as well. We just don’t see how someone can think they know something

that no one else knows that isn’t largely in the price.

Source: Trivariate Research, LP

CONCLUSION

What we observed in the last week, both through discussing in meetings and analyzing our clients’ portfolios with our risk

management tools, is that many long-only, S&P500-benchmarked investors have their biggest active over-and-underweight

positions in these Big 8 names. But our view is that a 1.5% position in a 50bps of the benchmark name is JUST as much of

an active weight as a 9.6% position in an 8.6% active weight name. It is the 1% active that matters. If your goal is to beat the

S&P500, our sense is that keeping close to market-weight on this 55% of the market on a beta-adjusted basis is prudent. Giant

active weights, where CSR is high on other names is likely the best risk-adjusted way to separate from the index.
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Important Disclosures

Analyst Certification

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