GERBER | TAYLOR

The Al Revolution: Balancing Promise and Peril with a Diversified Portfolio

“Accelerated computing and Al are the most consequential technologies of our
time ... A new industrial revolution has begun. Soon, every industry will be
transformed.” — Jensen Huang, CEO of NVIDIA

“Al remains top of mind for companies and investors, with potentially the biggest
TAM [Total Addressable Market] in history at stake and the trajectory of the
technology still to be charted.” — Chase Coleman, Founder of Tiger Global
Management

The promise of the Artificial Intelligence (“Al”) revolution is immense, echoing the transformative impacts of past
technological leaps—such as desktop computers, the internet, mobile technology, and cloud computing. Al's rapid
ascension and potential to revolutionize industries and generate unprecedented economic value is becoming
increasingly apparent. A recent McKinsey & Company report underscores this potential, estimating that generative
Al could boost global profits by $2.6 to $4.4 trillion annually. This same report also estimates that by 2030
approximately 30% of all hours worked will be assumed by Al, highlighting its profound impact on productivity and
efficiency.

To this point, the excitement and capital influx surrounding the Al revolution have largely coalesced around a handful
of major technology firms. NVIDIA, the exclusive supplier of the most advanced chips essential for Al implementation,
has been the most notable beneficiary. Positioned as the ultimate shovel maker in this Al gold rush, NVIDIA’s critical
role has elevated it to one of the world's most valuable companies.

The price of entry to provide Al services is unprecedentedly high. Al research and development demands substantial
resources, including extensive data repositories, deep pockets for large financial investments, and highly specialized
engineering talent. Only a few companies possess the necessary scale to meet these requirements, primarily
Microsoft, Meta (Facebook), Amazon, Apple, and Alphabet (Google). These hyperscaler technology companies
maintain formidable competitive moats that seem to deepen every year. Al is not new for the hyperscalers; they have
been investing in Al for decades, enabling them to deploy their extensive resources effectively and achieve positive
returns on investment.

For example, Meta (Facebook) highlighted at their annual investor day in June, "Al is already helping us meaningfully
improve engagement and ads ranking, and we're seeing a lot of that upside already.” Moreover, during their first
quarter earnings call, they revealed that revenue flowing through their Al-powered digital advertising tools has more
than doubled since last year.

The strategic advantages and effective resource deployment by these hyperscaler technology companies have
translated into outsized profit generation and subsequent returns. The Wall Street Journal reported that in the first
quarter of the year the Magnificent Seven experienced a 52% increase in profits, compared to an approximately 9%
decline for the remaining 493 companies in the S&P 500. Notably, NVIDIA alone has been responsible for 30% of the
S&P 500’s 15% return this year. When combined with the rest of the Magnificent Seven, these companies accounted
for well over half of the index’s performance. Controlling for the outsized influence of the hyperscalers by equal
weighting the S&P 500 resulted in performance of 5% through the first half of the year.

The investing exuberance surrounding Al and its beneficiaries has obscured how sparse returns have been outside
of these hyperscalers. Diversified portfolios are traditionally composed of various asset classes, each serving as a
crucial building block. However, as illustrated in the table below, unless you had the golden building block—the
hyperscalers driving the S&P 500—as your sole investment, your portfolio likely underperformed in comparison.



US Hyperscalers Big Winners Over Last 3 Years

Trailing 3 Yedr Annudalized Returns Ending June 30, 2024

1. US Equities
Top 10

S&P 500 Cap Weighted
S&P 500 Equal Weighted
Russell 2000

II. International Equities
MSCI EAFE
MSCI EAFE Small Cap
MSCI Japan
MSCI EM
MSCI China

Ill. Fixed Income

High Yield Index
Bloomberg US Agg Bond
JPM Global Bond Index
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So, where does that leave us now? With 37% of the S&P 500 concentrated in a single bet, there’s a significant
dependency on the Al train being unstoppable. Although S&P 500 investors may believe they have a diversified
investment across 500 stocks, the reality is quite different. As seen in the chart below, this unprecedented level of
concentration is historic and possibly represents the financial event of our generation.

The Golden Building Blocks Dominate the Index

Weight of Top 10 Stocks in S&P 500 Through June 30, 2024
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Data from FactSet.



While the promise of Al is immense, the law of large numbers suggests that continued exponential growth in market
value could be unsustainable. If the annualized growth rate seen in the last 18 months was to continue for three more
years, these companies would need to add a staggering $25 trillion to their market capitalization—a figure equivalent
to the current U.S. GDP. Trees do not grow to the sky, and it might be equally unrealistic to expect the market cap of
these companies to continue their exponential growth indefinitely.

Can Trees Grow to the Sky?

Market Capitalization of Magnificent Seven ($Trillion)
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As the share prices of these hyperscalers have soared, their valuations have risen well above historical averages,
making them susceptible to a pullback. Moreover, Dow Jones MarketWatch recently reported that data from its June
Bank of America Global Fund Manager Survey shows the “Long Magnificent Seven” trade has kept its spot as the
most crowded trade for the 15" month in a row, adding to the potential for a market correction. Risks include a capex
arms race where billions are spent just to maintain competitiveness, the threat of government/antitrust regulations in
the U.S. and abroad, and the precedent of first movers losing out to later entrants (e.g., Yahoo to Google, MySpace
to Facebook). The speed of innovation in Al could lead to new approaches that are more amenable to smaller
companies and nimble startups, which could significantly increase the number of Al beneficiaries. Outside the
hyperscalers, the average stock trades at nearly half their valuation. Small cap, value, and non-U.S. equities are the
cheapest relative to the cap-weighted S&P 500 they have been in 20 years and could benefit as the market broadens.

Relying on picking one golden building block—the hyperscalers—to construct your portfolio epitomizes a fragile
investment strategy. In the event the hyperscalers don’t grow to the sky, investors should have other bets in their
portfolios. Observing some of the largest endowments highlights the importance of diversification, as their portfolios
are comprised of many different building blocks that are designed to respond to different market forces.



Large Endowments Favor Diversification
Endowments >$5B as of 2023

Hedged
Strategies
18.8%
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In his latest memo entitled The Folly of Certainty, Howard Marks writes:

... maybe Voltaire said it best 250 years ago: Doubt is not a pleasant condition, but certainty
is absurd.

There simply is no place for certainty in fields that are influenced by psychological
fluctuations, irrationality, and randomness. Politics and economics are two such fields, and
investing is another. No one can predict reliably what the future holds in these fields, but
many people overrate their ability and attempt to do so nevertheless. Eschewing certainty
can keep you out of trouble. | strongly recommend doing so.

We couldn’t agree more. The uncertainty surrounding the future of Al presents at least two plausible outcomes. This
Al wave may take its place alongside the housing and internet bubbles, or it could truly be one of the most pivotal
innovations since the Industrial Revolution. By acknowledging the inability to predict the future, prudent investors
seek to have some exposure to winners in any scenario and avoid the risk of being overly dependent on a single
outcome. Constructing a portfolio with a broad base of diverse building blocks provides stability and helps ensure
that investors are positioned to weather market shifts and uncertainties. This is the Gerber Taylor approach.
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Important Disclosures

Information contained in this presentation is based on the views and opinions as they exist as of the date this
presentation was made available. Information in this presentation does not constitute advice or a recommendation
or offer to sell or a solicitation to deal in any security or financial product. It is provided for information purposes
only and on the understanding that the recipient has sufficient knowledge and experience to be able to understand
and make its own evaluation of the proposals and services described herein, any risks associated therewith and any
related legal, tax, accounting or other material considerations. To the extent that a reader has any questions
regarding the applicability of any specific issue discussed above to their specific portfolio or situation, they are
encouraged to consult with the professional adviser of their choosing, and recipients should not rely on this material
in making any future investment decision.

We do not represent that the information contained herein is accurate or complete, and it should not be relied upon
as such. Opinions expressed herein are subject to change without notice. Certain information contained herein
(including any forward-looking statements and economic and market information) has been obtained from
published sources and/or prepared by third parties and in certain cases has not been updated through the date
hereof. While such sources are believed to be reliable, we do not assume any responsibility for the accuracy or
completeness of such information. We do not undertake any obligation to update the information contained herein
as of any future date.

The statements in this presentation, including statements in the present tense, may contain projections or forward-
looking statements regarding future events, targets, intentions or expectations. Due to various risks and
uncertainties, actual events or results may differ materially from those reflected or contemplated in such forward-
looking statements. Past performance is no guarantee of future results. Investments are subject to risk, including
the possible loss of principal. There is no guarantee that projected returns or risk assumptions will be realized or
that an investment strategy will be successful. Different types of investments involve varying degrees of risk, and
there can be no assurance that the future performance of any specific investment, investment strategy, or product
made reference to directly or indirectly in this document, will be profitable, equal any corresponding indicated
performance level(s), or be suitable for your portfolio.



