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Level Set: Giga Caps, Work Riskier than PA, and "Leftover" Thoughts

Ten Giga Caps: Eli Lilly (LLY) eclipsed $1 Trillion USD market cap. this week, making it the tenth stock in the US equity market

of that size. In 2010, we wrote a note pointing out that there were thirty companies in the US equity market at that point that

had eclipsed $100 billion or larger in market cap. We did not envision then that there would be ten stocks that would eclipse

$1 Trillion fifteen years later. As such, the phrase “mega-cap” no longer seems to aptly describe these enormous stocks and

separate them from “ordinary” $50-100 billion market cap. names. Aramco and Taiwan Semiconductor (TSM) are global stocks

that have also eclipsed this barrier, and Walmart (WMT), and JPMorgan (JPM) can likely reach the plateau in the next couple of

years. Additionally, many think an OpenAI IPO would fetch more than a smooth “T.” So, it seems we need a new name for the $1

Trillion “club.” For now, we will refer to these $1 Trillion market cap stocks as the ”Giga Caps” - a group that includes Nvidia

(NVDA), Apple (AAPL), Microsoft (MSFT), Amazon (AMZN), Broadcom (AVGO), Alphabet (GOOGL / GOOG), Tesla (TSLA),

Meta (META), Berkshire Hathaway (BRK/B, BRK/A) and Eli Lilly (LLY). We remain unconvinced that investors can use metrics

like earnings revisions, valuation, forecasted growth, and valuation to pick winners from losers among this group, and hence,

we advocate S&P500-benchmarked institutional investors keep close to market-weight this cohort.

Work or personal: For most of the last thirty years, portfolio managers have discussed ideas that they owned in their personal

accounts (PAs) that they wouldn’t own in their funds at work. Their logic was that the risk of some stock ideas was too extreme

to own as part of the funds they managed at their jobs. They felt that the career risk if the stocks experienced 50-80% downside

wasn’t worth the opportunity for 500% upside. However, in their PAs, they felt that this risk was justified. Go big or go home

with your PA, but not with your work fund where you are attempting to be a good steward of other people’s capital. But today,

this just isn’t universally true anymore.

This past week, we had a conversation which confirmed our inkling that many portfolio managers today, through risk

management (hopefully due in part to our consistent research on the topic over the past couple of years), own a lot of stocks in

their funds that they would never own in their PAs. In some ways, managing career risk vs. personal risk is now the complete

opposite of what it used to be. Previously, you kept your job as a portfolio manager by making sound alpha-focused decisions

and then were tempted by taking a riskier position in your PA to get some upside. That is SO 2003. Now, profitless junk stocks

can rip for months and using valuation or quality for security selection demonstrably fails for sustained periods. As such, many

portfolio managers are nearly guaranteed to underperform in “risk-on” tapes unless they implement flexible and evolving risk

management techniques. Take for example a SMID cap growth manager trying to beat the Russell 2000 growth index. For those

who can own a diversified fund with many stocks in their fund designed for risk management, not alpha, they likely have taken

positions in stocks like WULF, EOSE, APLD, IREN, or LITE, as they are all up more than 100% in the last six months, despite all

being “junk,” high-beta, and having more than 15% short interest - ostensibly not attractive through quality and valuation lenses.

However, they probably are not tempted to buy any of those stocks in their PAs. Relative to benchmark performance now

means something different from being a good steward of capital, and the result is, you buy stuff for work that you wouldn’t in

your PA. Two weeks ago an investor asked us for our list of gross margin compounders to buy them for his PA, but said the list

wouldn’t give him enough upside if the market kept ripping higher. That sentence would not have been uttered 20 years ago.
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What is high-quality, low-beta? Despite the fact we have written that quality hasn’t added any value above and beyond size

and style in some time, it is challenging not to cling to the notion that in a pull-back quality will protect capital. Our longer-

term historical analysis shows high-quality and low beta outperform. We took a look at stocks that are mega-/large-cap, high-

quality, with a beta less than 1.1x, and that are up at least 5% year-to-date, hoping to eliminate stocks that have been performing

poorly in an up tape. Interestingly, 30% of these stocks are Healthcare and only three are Technology (see below).

Source: Trivariate Research, LP

The only Giga Caps meeting this criterion are MSFT and LLY, and there are 23 stocks between $34 Billion and $100 Billion that

also qualify, including NEM and AEM in Metals & Mining, and FANG in Energy. There were only three Financial stocks meeting

these parameters - BLK, BK, and SCHW - which is less than we would have guessed prior to the analysis.
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Source: Trivariate Research, LP

What does the one-week recovery tell us? The market has rallied 4.75% over the last five trading sessions, finishing less than 1%

from all-time highs. Our sense from our conversations this week is people feel slightly less euphoric than the S&P500 level would

otherwise indicate. All Industry Groups were up in absolute terms from market lows, with Consumer Durables & Apparel best,

followed by Media & Entertainment, and Auto & Components next. Telecomm. Services have lagged, up only 1% (see below).

Source: Trivariate Research, LP
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But when looking at the best performing stocks in this recent rally, it is clear that Semiconductors and Housing-Related

securities responded. Intel (INTC), Analog Devices (ADI), Micron (MU), Teradyne (TER), and Broadcom (AVGO) are all up more

than 16% over the last five sessions. While everyone was convinced GOOGL was awesome and META was not last week, both

have performed similarly, up 10.6% and 10.0% respectively over the last five sessions. NVDA has been the Great 8 laggard during

this recovery week, down 2%, one of only 21 S&P500 stocks down since the market bottomed a week before Thanksgiving. Is

any of this supported by fundamentals? Our answer is YES - some of it is. The strength in Memory / Storage related Technology

stocks is clearly fundamentally driven, both recently, and all year. MU, Western Digital (WDC), Seagate (STX), and Sandisk

(SNDK) were all up more than 13.9% in the last five days. In fact, all four are in the top FIVE best performing S&P500 stocks

this year - up more than 180% since January 1st. Many investors are thinking peak earnings could be several quarters off. In

fact, over the last three months, there have been relatively far more upward than downward earnings revisions in the S&P500

across every sector (see below), led by Technology.

Source: Trivariate Research, LP

However, the market recovery was not as simple as going back to what had worked previously. Some of the biggest losers

year-to-date have rallied since lows. Builders Firstsource (BDLR) up 18.32% in five sessions but still down 21% year-to-date,

Moderna (MRNA) up 16.2% in the last week but still down 37.5% this year, and LyondellBasell (LYB) down 34% this year even

with the 15.1% rally in the last five sessions are all counter-examples to this bounce-back being just a repeat of what worked

previously. Chipotle Mexcian Grill (CMG), Lululemon Athletica (LULU), and Dow (DOW) are additional examples. Our take is

that the market rally to new highs will be a combination of stocks where fundamentals are likely to remain reasonably robust

in the first half of 2026, and where the recent sell-off may prove to be extreme relative to near-term estimate achievability. We

are recommending an underweight in Consumer Discretionary, and correctly highlighted stocks like Sprouts Farmers Market

(SFM), Target (TGT), LULU and CMG as losers this year. For years, we have been highlighting that Kohls (KSS) is an obvious

loser. This past week makes us a bit nervous to be short long-term losers, with the KSS move from $15 to $25 the reason

why. The company is likely still structurally in trouble, but remaining underweight stocks that have lagged meaningfully for

years and have over 25% short interest are risky. With that in mind, below we show stocks with greater than 25% short interest

that are down more than 10% in the last three months -investors with big short positions in these names should use caution

between now and year end.
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Source: Trivariate Research, LP

CONCLUSION

We are not surprised the market has recovered, but the key dynamic for investors to track going forward is what is working

under the surface. We think it is bullish that it is not just the same playbook each time investors “buy the dip.” We like Healthcare,

and diversifying into the high-quality lower beta list we show in today’s work. We continue to like Semiconductors over Software,

viewing that as our North Star. While we are cautious on the slowing Consumer, we like Housing-related securities and would

add given the recent momentum.
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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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