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Is the U.S. stock market in a bubble? Yes and no.

[s today’s U.S. stock market riskier than the top of the internet bubble in 2000? While 2025 bulls point to a
lack of a frothy IPO market, 2025 bears point to anything with Al in the description trading at obscene
valuations, along with quantum computing, space travel, robots, flying cars, and other unprofitable
investments. But what if the answer is “both”, meaning a high level of risk is tied to a handful of the largest
companies, while hundreds of companies trade at discounted valuations with inflecting fundamentals?

S&P 500 valuation: Presently, the S&P 500 trades at a price-to-earnings ratio of over 22x. To put this in a
historic context, since the internet bubble burst 25 years ago, the S&P 500 has traded between 9x (March
2009) and 26x (top of the internet bubble). The long-term average is 16.2x, equating to the index trading
38% above the long-term average today. Statistically, today’s S&P 500 valuation is two-standard deviations
above the average (orange horizontal line), meaning valuation should only be this high about 2.5% of the

time. Initial conclusion - the S&P 500 is overvalued.

S&P 500 Weekly
6749.50 34.91 0.52% 11:40:39 AM VWAP: High: 25.94 Low: 8.57 Chg: -13.50% 28
—— S&P 500 - PE - FY2

26

20

18

AVG: 16.16 16

I i | I ) N I O [ f

14

12

10

'00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10 '11 '12 '13 '14 '15 '16 '17 '18 '19 '20 '21 '22 '23 '24 '25

Source: FactSet and Osborne Partners Page 1 0f 6




O

OSBORNE PARTNERS

Capital Management, LLC

37% Risk, 63% Reward

However, researching the composition of the S&P 500 yields a different take. Today, the S&P 500 is far more
concentrated than any time in history. In fact, the 8 largest holdings in the entire index represent over 37%
of the index. As a comparison, at the top of the internet bubble in 2000, the 10 largest companies were 26%

of the index.
However, concentration risk is only one of six major risks for this cohort of 8 companies. The risks include:
1. Concentration
2. Valuation
3. Interdependence
4. Customer exposure
5. Competition
6. Correlations to each other

Besides the S&P 500 being 37% concentrated in 8 companies, the valuation differential between the 8 larg-
est and the other 492 is severe. As the following table shows, while the S&P 500 trades at 22.3x (2026
earnings), the 8 largest (37% of the index), trade at a P/E on 2026 earnings of 38x. So while the S&P 500
trades at a 38% premium to the long-term average, the 8 largest companies trade at a 72% premium to the
“overvalued” S&P 500.

Source: FactSet and Osborne Partners

P/E P/E

PRICE FY1 FY2

NVDA 188.62 40.2 28.8
MSFT 524.08 33.7 28.7
AAPL 257.89 34.8 32.0
GOOGL 244.75 24.8 23.0
AMZN 224.69 33.3 29.7
META 719.20 25.2 23.7
AVGO 342.68 49.8 36.3
TSLA 437.59 2474  173.7
SPX-8 48.2 38.1

Meanwhile, the approximate total value of the other 492 companies divided by the estimated earnings of the
492 points to a P/E of well under 19x, making the 8 largest 100% more expensive than the 492.

However, as the internet bubble proved, valuations can remain overinflated for long periods of time. So
while concentration and valuation risks can continue, the fundamental nature of these companies are where
the more serious risk may reside.
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What makes today potentially riskier are the interdependence, customer exposure, competition, and

correlations of these 8 that are 37% of the index. Many investors are unaware of these risks.

Interdependence: Many of these 8 largest are dependent on each other. Here are three examples:

e NVDA - Data center revenue is 88% of the total company revenue. Depending on the quarter, we

estimate 55-65% of revenue is derived from the other 7 largest companies. For example, in the most

recent two quarters in 2025, approximately 50% of NVDA'’s growth was derived from MSFT and

AMZN alone.

e AMZN - Hosts both META and AAPL data in their datacenters.

e AVGO - Depending on the quarter, we estimate approximately 56-60% of total company revenue

comes from selling cloud software and semiconductors, along with semiconductors for Al (custom Al

accelerator chips and networking chips for Al related datacenters).

In contrast, at the top of the internet bubble, the 10 largest companies were far less dependent on each other

and far more diverse.
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Customer and end-market exposure: While all of these companies are scrambling to buy as many

semiconductors as possible from NVDA, they are using the semis to serve many of the same customer types

in the same sectors.
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Exposure to cloud storage:

MSFT, GOOGL, and AMZN are 70% of the total market.

MSFT cloud revenue is 38% of total revenue.

AMZN cloud revenue is 20% of total revenue.

GOOGL cloud revenue is 17% of total revenue.
e AVGO semis and software revenue for the cloud are 25% of total revenue.
Exposure to Al cloud based and consumer based paints the same picture:
e (Cloud corporate Al largest companies = MSFT, GOOGL, AMZN, META
e Consumer Al largest companies = AAPL, META, AMZN
Exposure to online ad market. Three of the 8 largest companies total 60% of the online ad market.

e GOOGL, META, and AMZN are approximately 60% of total market

Competition: The interdependence and end market exposure means most of the 8 largest are competing for
the same customers:

e Semiconductors: 88% of NVDA’s revenue mostly builds out data centers. 55-65% of revenue is from
6 customers who directly compete with each other in the same sectors. Additionally, NVDA
competes with AMD, INTC, QCOM, AVGO, and in-house created chips from GOOGL (Tensor), AMZN
(Trainium), and MSFT (Maia).

e C(Cloud storage: MSFT, GOOGL, AMZN plus BABA and ORCL, we estimate to be about 80% of the global
storage market. This is a cut throat end market with high capex.

e Al The largest 7, excluding NVDA, derived less than 10% of revenue from Al, but the spend is mas-
sive for MSFT, AAPL, AMZN, and GOOGL.

e Online ads - As previously shown, three of the largest seven are 60% of the market.

Correlations: The result of the interdependence, customer exposure, and competition is that the stocks of
these companies are increasingly moving in tandem. The following table shows the correlations between
each other for the past five quarters (3Q 2024 to today).

e 1.0 = Perfect positive correlation.
e 0.0 = No correlation.
e -1.0 = Perfect negative correlation.

Example: A correlation of 0.80 means if one rises/falls 10%, the other rises/falls 8%. Page 4 of 6
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NVDA MSFT AAPL GOOGL AMZN META TSLA AVGO
NVDA 0.82 0.71 0.78 0.85 0.76 0.68 0.70
MSFT 0.82 0.79 0.84 0.88 0.81 0.62 0.60
AAPL 0.71 0.79 0.73 0.77 0.69 0.55 0.50
GOOGL 0.78 0.84 0.73 0.82 0.79 0.60 0.65
AMZN 0.85 0.88 0.77 0.82 0.84 0.65 0.60
META 0.76 0.81 0.69 0.79 0.84 0.58 0.60
TSLA 0.68 0.62 0.55 0.60 0.65 0.58 0.50
AVGO 0.70 0.60 0.50 0.65 0.60 0.60 0.50

Source: S&P, Google, Grok, Osborne Partners

So not only is 37% of the S&P 500 comprised of these 8 companies, but these 8 companies trade at a 38x P/E
on 2026 earnings, while being interdependent on each other, having exposure to the same end markets and
customers, and competing against each other, while their stock prices move in the same direction by as much
as a factor of 0.88.

At Osborne Partners, while we have exposure to some of the largest 8, we are careful about correlations, val-
uation, and position sizes within portfolios.

But what about the other 63% of the S&P 500 in 492 companies?

These companies trade at less than half of the valuation of the largest 8. However, a large swath of the 492
receive fundamental tailwinds from a lower Fed Funds target rate, which is now 4.25% from a recent peak of
5.50%. Examples can be found in the Consumer Discretionary and Financial sectors. Additionally, there are
sectors that are suddenly trading near record discounts to the S&P 500 due to recent underperformance.
One example is the healthcare sector that now trades at a 26% discount to the S&P 500 versus a 0% discount
just a few years ago.
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Health Care Select Sector SPDR Fund Daily
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We are delivering a dual message here. First, although the 8 largest are high quality companies, investors
should be careful about high exposure to them due to the fact they mirror each other in many ways. Second,
if and when these 8 return to some version of normalcy via a rerating lower, there is plenty of value and pos-
itively inflecting fundamentals in the other 492 companies in the S&P 500. Just as we felt many of the largest
8 were generational values exiting the global financial crisis in 2009, we now believe many of the best future
opportunities lie outside these 8. B

The opinions expressed herein are strictly those of Osborne Partners Capital Management, LLC as of the date of the material and is subject to change without
notice. None of the data presented herein constitutes a recommendation or solicitation to invest in any particular investment strategy and should not be relied
upon in making an investment decision. There is no guarantee that the investment strategies presented herein will work under all market conditions and investors
should evaluate their ability to invest for the long-term. Each investor should select asset classes for investment based on his/her own goals, time horizon and risk
tolerance. The information contained in this report is for information purposes only and should not be deemed investment advice. Although information has been
obtained from and is based upon sources Osborne Partners Capital Management, LLC believes to be reliable, we do not guarantee its accuracy and the information
may be incomplete or condensed. Past performance is not indicative of future results. Inherent in any investment is the possibility of loss. Osborne Partners Capital
Management, LLC does not provide tax or legal advice. Please consult with your tax and legal advisors regarding your personal circumstances. Certified Financial
Planner Board of Standards Inc. owns the certification marks CFP°, CERTIFIED FINANCIAL PLANNER™ and federally registered CFP (with flame design) in the U.S.,
which it awards to individuals who successfully complete CFP Board’s initial and ongoing certification requirements.
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