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Global equities: The conundrum at the
heart of Al mania

By Perpetual Asset Management
20 March 2024

Trillion-dollar Al chip-maker Nvidia whipped the tech sector into a frenzy this week with its ‘Al
Woodstock’ event. But Perpetual’s JAMES HOLT wonders why potential users of Al technology
aren't getting the same market support
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e Al-driven boom is reminiscent of the Nifty Fifty
e  Conditions may favour value investors
J Find out about Barrow Hanley’s global equities investment solutions

JENSEN HUANG, the CEOQ of trillion-dollar Al chip-maker Nvidia, had the tech sector in the palm
of his hand this week after introducing a new generation of technology at his “Al Woodstock”
conference.

Huang's keynote speech at Nvidia GTC (the acronym stands for Graphical processing unit
Technology Conference) was billed as a “transformative moment in Al”.

Not since the Steve Jobs Apple MacWorld events in the 2000s had we seen such hype around a
keynote speech.

Huang did not disappoint, announcing next-generation “Blackwell” Al chips which will sell for
$US30,000 to $US40,000 per unit.

Nvidia leads the so-called Magnificent Seven US tech stocks with a share-price rise of around
85 per cent lift this year.

Other Al technology suppliers such as Microsoft have benefited as well.

Yet there is a worrying conundrum at the heart of the Al-driven US market surge, notes
Perpetual equities investment specialist James Holt.

While the Al tech suppliers continue to grow, most of their S&P 500 counterparts — businesses
that stand to enjoy great leaps in efficiency and productivity by leveraging Al technology — have
not enjoyed the same market support, he notes.

“There’s a bit of an internal conundrum when you ask what's the purpose of Al?” says Holt.

“Al will make life simpler. It'll slash costs, it'll make doing business easier. It'll save corporates
billions.

“But the question is — why has the market priced the providers of Al so high, while the
beneficiaries of Al have gone nowhere?

“The top 10 in the S&P500 are around a third of the market. But the other 490 stocks have had
virtually no lift at all, even though they are going to be the number-one beneficiaries of Al uplift
over time."
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Could the Nifty Fifty happen again?

Concentration in the US stock market is reminiscent of the 1970s Nifty Fifty bull market, argues
Holt.

“In 1972 there was a strong view that all you needed to do was own a select group of 50 high-
quality companies like McDonalds, Disney, Xerox, Eastman Kodak and Sears Roebuck,
regardless of price.

“These companies so-called Nifty Fifty stocks were considered the highest quality — all were
dominant in their industry.

“They became known as ‘one-decision’ stocks - you just had to make the decision to buy them
and then you could rest easy.

“Many of those companies were great — some survive and thrive today.

“But others subsequently went broke, and all of them suffered big share price declines in 1973
and 1974 as the quality bubble imploded.”

Holt also points to the dot com boom-and-bust in the 2000s, which had a similar narrative

This patterning is one of the reasons Holt believes the current Al-driven market will also
inevitably peak.

“Market history shows that when the top ten stocks become the top ten stocks, most of them
then subsequently underperform,” says Holt, as the chart attached shows.
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THE TOP TEN STOCKS BY MARKET CAP SELDOM REMAIN DOMINANT AT THE END
OF THE NEXT DECADE

1980 1990 2000 2010 2020
B bu ® T B Microsoft = Exxon Mobil = Google (51,842B)
B arar @ | BmkofTokyo- B General Electric Bl rerochin: B A pple 51,288B)
EE= Exxon @ Industrial Bankoffopan @ NTTDeColMo = pplelne. E= Microsoft ($1,2008)
&= Stndud Ol | o == Cisco Systems Bl 5o s == Amazon ($92(B)
B Schlumberger Y on'o‘lnl:\-{c:tm = wWalMart EE Microsoft BE= Facebook ($585B)
mmm Royal Dutch Shell @ Fuji Bak = Bl iczc Bl atibaba s560B)
E Mobil ® Dai-Ichi Kangyo Bank ® NIT ® ] Petobras E Berkshire Hathaway (§552B)
BE  dantic Richfield E py BE o Mobil Bl chin:ConstuctionBank: N Tencent ($460B)
BE=  General Electric ® UFJBank* BE= | cent Techmologies e Roval Dutch Shell BE= [PMorgan Chase ($4308)
E Eastman Kodak E Exxon = Deutsche Telekom n Nestle E Visa (3404B)

“These stocks have had so much capital poured into them - and they’ve been revalued to such
high levels — that they are highly likely to eventually underperform.

“The other 490 stocks on the S&P500 have a better chance,” argues Holt. “Some should end up
finding their way into the top ten, as has historically happened again and again with a new
market movement.”

Why value investing, why now?

Value investors like US-based asset manager Barrow Hanley — which is distributed in Australia
through Perpetual Group - aim to identify the beneficiaries of market movements, and build a
portfolio of undervalued stocks with quality growth characteristics.

“We are continuously screening the universe for what looks undervalued,” says Holt.

“Within those pockets of undervaluation, we search for the best quality stocks to build an
undervalued portfolio with the potential for better margins, better return on equity and better
earnings growth.”

Many value managers are cyclical or defensive in nature and tend to boom and bust with market
cycles, says Holt.

But Barrow Hanley aims for a diversified portfolio that can perform in different stages of a
market cycle.

And yes - that includes owning tech companies at the right price.

“As an example, we own Vertiv Holdings, which has done very well over the last couple of years
because it was an undervalued way to play tech,” says Holt says.

“It's involved in data centres and the provision of services to data centres without taking on too

much risk in the portfolio.”
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As the market approaches another peak, Holt adds it could be time to consider allocating to a
fund manager that looks beyond what's doing well right now at what could perform over time
instead.

“If you've got more and more of capital in a handful of names that are doing well but growing
more expensive, you may be better off rebalancing client portfolios into other opportunities,” he
says.

“And that rebalancing at the moment should be occurring towards value.”

About Barrow Hanley

Barrow Hanley is a global leader in value investing, managing assets for clients for more than 40
years.

Barrow Hanley Global Share Fund aims to provide investors with long-term capital growth

through investment in quality global shares.

Rated "Highly Recommended" by Zenith, "Recommended" by Lonsec and with a Morningstar
Medallist rating of "Gold", the investment team focuses on finding value in all the right places.

Find out more here.

Barrow Hanley is distributed by Perpetual Group in Australia.

Contact a Perpetual account manager

This information has been prepared by Perpetual Investment Management Limited ABN 18 000 866 535,
AFSL 234426 (PIML), the responsible entity of the Barrow Hanley Global Share Fund ARSN 601 199 035
(Fund) and issuer of units in the Barrow Hanley Global Share Fund (Managed Fund) (Active ETF). Barrow,
Hanley, Mewhinney & Strauss LLC (Barrow Hanley) is a 75% owned subsidiary of Perpetual Limited and a
related party of PIML. Perpetual Corporate Trust Limited (ABN 99 000 341 533, AFSL 392673) has appointed
Barrow Hanley as its authorised representative (Representative number 001283250) under its Australian
Financial Services Licence.

It is general information only and is not intended to provide you with financial advice or take into account your
objectives, financial situation or needs. You should consider, with a financial adviser, whether the information
is suitable for your circumstances. To the extent permitted by law, no liability is accepted for any loss or
damage as a result of any reliance on this information.

The product disclosure statement (PDS) for the Fund, issued by PIML, should be considered before deciding
whether to acquire or hold units in the Fund. The PDS, including for the Active ETF, issued by PIML, and each
of the Active ETF’s other periodic and continuous disclosure announcements lodged with the ASX, should be
considered before deciding whether to acquire or hold units the ETMF. The respective PDS and Target
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Market Determination for the Fund and Active ETF, issued by PIML, can be obtained by calling 1800 022 033
or visiting our website www.perpetual.com.au.

Neither PIML, Barrow Hanley nor any company in the Perpetual Group (Perpetual Limited ABN 86 000 431
827 and its subsidiaries) guarantees the performance of, or any return on an investment made in the Fund or
the Active ETF or the return of an investor’s capital. All investments carry risk, including loss of principal. Past
performance is not indicative of future performance.
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