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MARKET WARINESS OF AI CONTINUES TO GROW.
BUT WE SEE AI FUNDAMENTALS
STRENGTHENING, HENCE, WE ARE BUYING THIS
DIP

Thomas Lee, CFA
HEAD OF RESEARCH

VIDEO: Investors are overly bearish on the future growth prospects of AI, and
we see the funding concerns and even political risks as overblown. The two
dovish developments are that yields are falling and Fed fund futures show
declining odds of a Dec hike (duration: 4:47).
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We know investors are growing wary and cautious about AI. In our conversations with
clients, we see their unease with rising CDS (credit default swaps), funding costs, the
sheer size of funding needs and the poor price action.

Given the tumult ahead of midterm elections, our sense is many investors want to
get sidelined until after midterm elections. To an extent, this makes sense.
Historically, markets trade tentatively into midterms, anyways.
And in 2026, there are particular risks around AI data centers (Democrats oppose
today) and given the prediction markets show a potential Democratic sweep of
both the House and Senate, we can understand the need to be sidelined.
To us, however, the risk/reward is improving for AI and technology stocks.
Sentiment has become quite bearish and a plethora of prime brokerage statistics
show that shorting Technology is a consensus trade, and potentially crowded.
Additionally, there are some dovish developments:

- US 10-yr yields are back below 5%

- Fed fund futures shows a dovish pivot in markets
The US 10-Yr began to surge after Fed Chair's speech at Jackson Hole. The UST
went from 4.6% to 5.36% within a few weeks. And recall, many bond investors
bearishly warned that 6% was the next level. Instead, bonds became a consensus
short. And yields have fallen to 4.97%. This is an easing of financial conditions.
Granted, the "bears" will say US bonds are rallying because of a flight to safety.
But the real question is whether this matters? Lower yields are lower yields.
Similarly, the odds of a Oct hike are down to 5%. Next week is the FOMC rate
decision. After the "hot" Sept CPI, the odds shot up to 55%. And the odds of a Dec
hike are down to 67% from 98%. Thus, Fed funds are showing a pronounced
dovish pivot.
We still have a lot of conviction on the AI trade. Please see our prior videos/notes
on this for perspective. The reasons for this are:

1. AI breakthroughs are “other worldly”

2. AI driving productivity

3. AI bottlenecks exist

4. AI funding needs are substantial
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5. Sentiment bifurcated and the “skeptics” are loud

6. Historical analogs show this is only early stages
We also believe markets are nearing technical support. As Mark Newton, Head of
Technical Strategy at Fundstrat notes:

"US equities have proven resilient, as easing bond volatility and high-yield
spreads, along with a very strong start to earnings season, have helped the
broader market stabilize despite Technology’s recent weakness…Overall, I’m
optimistic that $SPX can push back to new all-time highs"
Thus, we want to keep buying the dip.
This week was a light week in terms of Macro Data:

- 10/19 Mon 10:00 AM ET: Oct NAHB Housing Market Index    29 vs 31e

- 10/21 Wed 5:00 AM ET: NVDA's Jensen Huang Speaks at GTC Berlin

- 10/22 Thu 11:00 AM ET: Oct Kansas City Fed Manufacturing Survey    11 vs 12e
- 10/23 Fri 9:45 AM ET: Oct P S&P Global Manufacturing PMI    55.5e

- 10/23 Fri 9:45 AM ET: Oct P S&P Global Services PMI    58.0e

- 10/23 Fri 10:00 AM ET: Oct F U. Mich. 1yr Inf Exp
Next week we have the Oct FOMC decision on Wednesday and the September
PCE on Thursday:

- 10/26 Mon 8:30 AM ET: Sep Chicago Fed Nat Activity Index

- 10/26 Mon 10:30 AM ET: Oct Dallas Fed Manuf. Activity Survey

- 10/27 Tue 8:30 AM ET: Sep P Durable Goods Orders MoM 1.4%e

- 10/27 Tue 9:00 AM ET: Aug S&P Cotality CS 20-City MoM SA

- 10/27 Tue 10:00 AM ET: Oct Conference Board Consumer Confidence 80e

- 10/27 Tue 10:00 AM ET: Sep New Home Sales 652ke

- 10/27 Tue 10:00 AM ET: Oct Richmond Fed Manufacturing Survey

- 10/29 Thu 8:30 AM ET: Sep Core PCE:

- Sep Core PCE MoM 0.31%e

- Sep Core PCE YoY 3.11%e

- 10/29 Thu 8:30 AM ET: 3Q A GDP QoQ 3.0%e

- 10/30 Fri 8:30 AM ET: 3Q ECI QoQ 0.8%e

Bottom line: We expect stocks to rally into month-end
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We continue to expect markets near-term to have upside. We see the surge in oil,
yields and max hawkish Fed as having created a coiled spring. Earnings are
expected to be strong in 3Q26 (coming out in a few weeks). We also have the
October FOMC meeting next week (10/28).

As Tom Luddy and Susan Bao, both of JPMorgan, have told me many times, over the
years, "less bad is good." That may be the setup for October.

Foremost, we believe underlying fundamentals remain solid
Investor sentiment remains cautious and this adds asymmetry to risk/reward
Equities saw a waterfall decline in the past week. In mid-August, such a waterfall
decline was followed by a rally
Incremental data, in our view, will be dovish, which should fuel further upside

The strength in crypto remains notable. Ethereum #ETH remains the best performing
major macro asset in 3Q26. This bodes well for crypto to outperform in 4Q26.
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Part I: 46 Large-cap Core Ideas: Updated list is below

Large-Cap Core Stock Ideas are large-cap stocks that appear in multiple of our
investment strategies.

Consider these stocks our top stock picks and thus, the higher quality ideas.
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Source: Fundstrat, Bloomberg

The Current Large-cap Core List as of 8/21/2026 is as follows:

Communication Services: $$ECHO, $$GOOGL, $$NFLX

Consumer Discretionary: $$AMZN, $$TJX, $$TSLA

Consumer Staples: $$COST, $$MNST, $$PM, $$WMT

Energy: $$OKE

Financials: $$BNY, $$GS, $$HOOD, $$JPM

Health Care: $$LLY, $$MRK, $$UNH

Industrials: $$CAT, $$DE, $$ETN, $$GE, $$GEV, $$LMT, $$PWR, $$SPCX, $$TT,
$$UNP, $$VRT

Information Technology: $$AAPL, $$AMD, $$ANET, $$CDNS, $$INTC, $$KLAC,
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$$MSFT, $$MSTR, $$MU, $$NOW, $$NVDA, $$ORCL, $$PLTR

Materials: $$CF, $$FCX, $$PKG

Utilities: $$VST

Part II: 65 SMID Core Ideas: Updated list is below

SMID Core Ideas are small and mid-cap stocks that appear in multiple of our
investment strategies.

We believe SMID Core List could benefit from the multiple themes and secular
tailwinds.
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Source: Fundstrat, Bloomberg

The Current SMID Core List as of 8/21/2026 is as follows:
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Communication Services: $$ECHO, $$RDDT, $$TIGO

Consumer Discretionary: $$DKS, $$SGI, $$SN

Consumer Staples: $$BG

Energy: $$CCJ, $$DINO, $$DTM

Financials: $$ALLY, $$CFR, $$EWBC, $$GLXY, $$SOFI, $$WAL

Health Care: $$EXEL, $$HALO, $$NTRA, $$PGEN

Industrials: $$ALNT, $$AVAV, $$BE, $$BWXT, $$CRS, $$CW, $$DY, $$ENS, $$FIX,
$$HII, $$IESC, $$KTOS, $$MLI, $$MOD, $$NVT, $$NXT, $$QXO, $$RKLB,
$$STRL, $$VICR, $$VMI, $$WTS

Information Technology: $$AMKR, $$CRDO, $$FORM, $$FN, $$FSLR, $$IONQ,
$$LITE, $$LSCC, $$MDB, $$MKSI, $$NBIS, $$P, $$PATH, $$RIOT, $$RMBS,
$$SANM, $$TTMI, $$ZETA, $$ZM

Materials: $$ALB, $$MP, $$RGLD

Utilities: $$TLN
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Key Incoming Data October:

10/1 9:45 AM ET: Sep F S&P Global Manufacturing PMI Tame
10/1 10:00 AM ET: Sep ISM Manufacturing PMI Tame
10/2 8:30 AM ET: Sep Non-Farm Payrolls Tame
10/2 10:00 AM ET: Aug F Durable Goods Orders Tame
10/5 9:45 AM ET: Sep F S&P Global Services PMI Tame
10/5 10:00 AM ET: Sep ISM Services PMI Tame
10/6 8:30 AM ET: Aug Trade Balance Tame
10/7 11:00 AM ET: Sep NY Fed 1yr Inf Exp Mixed
10/7 2:00 PM ET: Sep FOMC Meeting Minutes Hawkish
10/9 10:00 AM ET: Oct P U. Mich. Sentiment and Inflation Expectation Tame
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10/13 6:00 AM ET: Sep Small Business Optimism Survey Tame
10/13 10:00 AM ET: Sep Existing Home Sales Tame
10/14 8:30 AM ET: Sep CPI Hot
10/14 2:00 PM ET: Fed Releases Beige Book Mixed
10/15 8:30 AM ET: Sep PPI Hot
10/15 8:30 AM ET: Oct Philly Fed Business Outlook Tame
10/15 8:30 AM ET: Sep Retail Sales Data Mixed
10/16 4:00 PM ET: Aug Net TIC Flows Tame
10/19 10:00 AM ET: Oct NAHB Housing Market Index Tame
10/22 11:00 AM ET: Oct Kansas City Fed Manufacturing Survey Tame
10/23 9:45 AM ET: Oct P S&P Global Services PMI
10/23 9:45 AM ET: Oct P S&P Global Manufacturing PMI
10/23 10:00 AM ET: Oct F U. Mich. Sentiment and Inflation Expectation
10/26 8:30 AM ET: Sep Chicago Fed Nat Activity Index
10/26 10:30 AM ET: Oct Dallas Fed Manuf. Activity Survey
10/27 8:30 AM ET: Sep P Durable Goods Orders
10/27 9:00 AM ET: Aug S&P Cotality CS 20-City MoM SA
10/27 10:00 AM ET: Sep New Home Sales
10/27 10:00 AM ET: Oct Richmond Fed Manufacturing Survey
10/27 10:00 AM ET: Oct Conference Board Consumer Confidence
10/28 2:00 PM ET: Oct FOMC Decision
10/29 8:30 AM ET: 3Q A GDP
10/29 8:30 AM ET: Sep PCE Deflator
10/30 8:30 AM ET: 3Q Employment Cost Index

Economic Data Performance Tracker 2026:
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Economic Data Performance Tracker 2025:
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Economic Data Performance Tracker 2024:
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Economic Data Performance Tracker 2023:
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Disclosures

This research is for the clients of Fundstrat Global Advisors only. For additional information, please
contact
your sales representative or Fundstrat Global Advisors at
150 East 52nd Street, New York, NY, 10022 USA.

Analyst Certification (Reg AC)

Thomas Lee, CFA, the research analyst denoted by an “AC” on the cover of
this report, hereby certifies that
all of the views expressed in this report accurately reflect
his
personal views, which have not been
influenced
by considerations of the firm’s business or client relationships.
Neither I, nor a member of my household is an
officer, director, or advisory board member of the
 issuer(s) or has another significant affiliation with the
issuer(s) that is/are the subject of this
research report. There is a possibility that we will from time to time have
long or short positions
in,
and buy or sell, the securities or derivatives, if any, referred to in this research.

Conflicts of Interest

This research contains the views, opinions and recommendations of Fundstrat. At the time of publication
of
this report, Fundstrat does not know of, or have reason
to know of any material conflicts of interest.

General Disclosures

Fundstrat Global Advisors is an independent research company and is not a registered investment advisor
and
is not acting as a broker-dealer under any federal or
state securities laws.

Fundstrat Global Advisors is a member of IRC Securities’ Research Prime Services Platform. IRC Securities
is
a FINRA registered broker-dealer that is focused on
supporting the independent research industry. Certain
personnel of Fundstrat (i.e., Research Analysts) are
 registered representatives of IRC Securities, a FINRA
member firm registered as a broker-dealer with the Securities and Exchange Commission and certain state
securities regulators. As registered representatives and
 independent contractors of IRC Securities, such
personnel may receive commissions paid to or shared with IRC
 Securities for transactions placed by
Fundstrat clients
directly with IRC Securities or with securities firms that may share commissions with IRC
Securities in
accordance with applicable SEC and FINRA requirements. IRC
Securities does not distribute the
research of Fundstrat, which is available to select institutional clients
that have engaged Fundstrat.

As registered representatives of IRC Securities, our analysts must follow IRC Securities' Written
Supervisory
Procedures. Notable compliance policies include (1)
prohibition of insider trading or the facilitation thereof, (2)
maintaining client confidentiality, (3)
 archival of electronic communications, and (4) appropriate use of
electronic communications, amongst other compliance related policies.

Fundstrat does not have the same conflicts that traditional sell-side research organizations have because
Fundstrat (1) does not conduct any investment banking
activities, (2) does not manage any investment funds,
and (3) our clients are only institutional investors.

This research is for the clients of Fundstrat Global Advisors only. Additional information is available upon
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request. Information has been obtained from sources
believed to be reliable, but Fundstrat Global Advisors
does not warrant its completeness or accuracy except
with respect to any disclosures relative to Fundstrat
and
the analyst's involvement (if any) with any of the subject companies of the research. All pricing is as of
the market close for the securities discussed, unless otherwise
stated. Opinions and estimates constitute our
judgment as of the date of this material and are subject to
change without notice. Past performance is not
indicative of
future results. This material is not intended as an offer or solicitation for the purchase or sale of
any
financial instrument. The opinions and recommendations herein
do not take into account individual client
circumstances, risk tolerance, objectives, or needs and are not
 intended as recommendations of particular
securities, financial
instruments or strategies.

The recipient of this report must make its own independent decision regarding any securities or financial
instruments mentioned herein.

Except in circumstances where Fundstrat expressly agrees otherwise in writing, Fundstrat is not acting as a
municipal advisor and the opinions or views contained
herein are not intended to be, and do not constitute,
advice, including within the meaning of Section 15B of
 the Securities Exchange Act of 1934. All research
reports
 are disseminated and available to all clients simultaneously through electronic publication to our
internal
client website, fundstrat.com. Not all research content is
redistributed to our clients or made available
to third-party aggregators or the media. Please contact your
sales representative if you would like to receive
any of our
research publications.

Copyright 2026 Fundstrat Global Advisors LLC. All rights reserved. No part of this material
may be
reprinted, sold or redistributed without the prior written consent
of Fundstrat Global Advisors LLC.
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