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AI boom turns S&P 500 
into a dangerous bet

The broad-based S&P 500 index 
has been the ultimate symbol of 
quality stockmarket 
diversification for decades. So 
effective was the index’s 
diversification that if energy 
stocks waned, consumer staples 
cushioned the blow. If financials 
faltered, industrial giants picked 
up the slack.

That, and the fact some 80 per 
cent of corporate profits were 
reinvested rather than paid out 
as dividends, as they are here in 
Australia, meant the S&P 500 
has consistently trounced its 
poor Aussie cousin.

It’s also worth noting that 
45.4 per cent of the ASX 200 is 
comprised of financial 
companies such as the big banks 
while nearly 17 per cent is in 
materials, which includes BHP 
and Rio Tinto. This compares to 
16.1 per cent and 3.5 per cent 
respectively for the S&P 500. 

But the world’s most widely 
followed equity benchmark has 
morphed into something 
unrecognisable. No longer is it 
an economic cross-section but 
instead a highly concentrated, 
thematic bet on AI.

Independent market 
structure data reveals the S&P 
500’s top 10 constituents – led by 
Nvidia, Apple, Microsoft, 
Alphabet, Amazon and Meta – 
now command between 35 per 
cent and 38 per cent of the total 
index weight. Nvidia alone now 
carries a market capitalisation 
weighting of roughly 7 per cent, 
an allocation that effectively 
outweighs the bottom 100 
companies of the entire index 
combined.

More concerning for 
investors is the underlying 
thematic exposure. Direct 
semiconductor listings now 
account for nearly a fifth of the 
S&P 500’s total capitalisation 
and when we widen the lens to 
include “AI-narrative” equities – 
hyperscalers, cloud 
infrastructure providers, AI-
adjacent consumer tech and 
software platforms – up to 60 per 
cent of the index’s total valuation 
is currently driven by the 
artificial intelligence thesis.

That’s just super dangerous 
because what you’ve been sold as 
being a “balanced” equity 
exposure has effectively become 
a wager on a single technological 
epoch. And given nearly $US1 
trillion ($1.43 trillion) of foreign 
flows have been hurled into US 
equities in just the past 12 
months alone, the reversal will 
have devastating consequences 
for global consumer confidence 
and economic growth.

Meanwhile, as capital crowds 
into the momentum-driven AI 
narrative, conservative “quality” 
factor investing has been pushed 
to the margins.

The six-month relative return 
of the S&P 500 Quality Index 
has plunged to -11.5 per cent 
against the broader market. This 
is the steepest 
underperformance for “quality” 
as a factor since April 1999 – a 
year before the absolute height 
of the dotcom bubble.

In fact so extreme is the 
divergence between market 
momentum and corporate 
fundamentals, it has rarely been 
observed in modern financial 

history. Over the past 12 months, 
the US All-Cap Momentum 
factor has surged significantly, 
while a corresponding basket of 
Quality equities – defined by low 
net debt, stable free cashflow, 
and high returns on equity 
(ROE) – has severely lagged, 
creating a historic 30-
percentage-point performance 
spread.

And this hurts personally – I 
wrote the book on identifying 
quality companies, and that book 
may as well be a paperweight 
right now.

Alpine Macro’s quantitative 
research reveals the gravity of 
this anomaly: the price-to-
earnings ratio between US 
Momentum stocks and 
Minimum Volatility stocks has 
risen to five standard deviations 
above its long-term average. In 
statistical terms, a five-sigma 
event should occur roughly once 
every 4776 to 13,932 years, and 
today’s exceeds the highest 
divergence levels seen during 
March 2000, June 2008 and 
February 2021.

For the second half of 2026, 
investors need to question not 
whether AI will ultimately 
transform global productivity – 
most agree it will. Rather, the 
dilemma is whether a prudently 
managed portfolio can allow a 
single theme to dictate up to 
60 per cent of the equity risk.

Fortunately, as I write this 
column, investors who have 
made money off this anomaly 
have the option of locking it in, 
banking the gains and 
diversifying away, even outside 
the stockmarket.

At the same time, the current 
disparity offers a rare, structural 
mispricing. Quality companies 
are currently trading at their 
most attractive relative 
valuations in a quarter-century, 
precisely because they lack 
exposure to the AI narrative.

Historically, five-sigma factor 
expansions inevitably mean-
revert. This means AI will slump 
at least relative to quality. Of 
course, AI could take quality 
with it – all boats sink when the 
tide runs out – but AI will hurt 
much more.

The shift, however, could also 
trigger a multi-year cycle of 
quality outperformance. Just 
keep in mind rebalancing toward 
quality in a portfolio today is less 
about timing a sudden market 
rotation and more about 
fundamental risk management.

Vanguard’s long-running 
Advisor’s Alpha study notes the 
“behaviour gap” – the 
performance lost by average 
investors chasing the latest hot 
narrative and abandoning 
disciplined asset allocation – 
costs portfolio returns an 
estimated 1.5 per cent annually. 
And I reckon the cost of waiting 
this time around could cost a lot 
more than 1.5 per cent.

The S&P 500 has officially 
become structurally 
indistinguishable from a tech 
fund. Meanwhile, the 
unglamorous, cash-generating 
firms with high rates of return on 
equity and little or no debt – the 
companies Warren Buffett 
advised investors to own for the 
past 50 years or more – have 
been left behind. They are no 
longer just value plays.

In today’s concentrated 
market environment, quality is  
the ultimate opportunity for 
genuine diversification, although 
Buffett’s record $US400bn cash 
pile says waiting may not hurt.

Roger Montgomery is founder 
and CIO of Montgomery 
Investment Management.

The business downturn in NSW 
and Victoria is intensifying and 
spreading into other states. It 
means young people entering the 
workforce in 2027 will face a jobs 
market not seen in Australia since 
2007-09 and the early 1990s.

This decline is fanning support 
for the Liberals and One Nation. 

Our young people are totally 
unprepared for what is ahead be-
cause, leaving aside Covid-19, for 
almost all their lives there has 
been a shortage of labour.

We were headed into tougher 
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times before the budget, but the 
Chalmers budget – which appears 
to have been driven by the hard-
left forces in Treasury – has inten-
sified the impact of the downturn.

And artificial intelligence is 
making this down turn different 
from anything we have seen in 
half a century.

Enterprises down to single 
traders are now using artificial 
intelligence to improve pro-
ductivity. Over the weekend I was 
in the company of a sole trader 
with contractors who has found a 
niche in the renovation market 
and is managing his operational 
back office via AI, which is trans-
forming the economics of his busi-
ness. In any economy where 
productivity starts to improve and 
there is no growth, the end result is 
higher unemployment.

And the fate of our younger 
people has been made even worse 
because our universities have 
management structures that are 
totally inappropriate for the new 
Australian environment.

Vice-chancellors’ decision-
making is subject to endless com-
mittees and bureaucracies and, 
partly as a result, they were unable 

to stop the rise in antisemitism.  
While they were dealing with 
campus chaos, they did not 
change their teaching to prepare 
the 2026 final-year students for 
the AI-dominated world they 
were going to move into in 2027.

The boards of our universities 
need to step in and begin to reor-
ganise their universities so they 
can prepare  students for a totally 
different world to the one univer-
sity professors have been used to.

The students must understand 
how to use AI when they enter the 
workforce. Universities in the fu-
ture are going to be marked on the 
salaries and the employment en-
gagement percentages that their 
exiting students obtain.

Meanwhile, countless Austra-
lian businesses now are battling 
rises in costs of more than 10 per 
cent, led by wages, power, rent and 
increasing regulations.

They are having great difficulty 
passing those extra charges on 
unless they have a product that is 
doing well or they gain a break 
over their opponent, either using 
AI  or other means. Most are not 
hiring and large numbers know 
they must reduce staff.

But many medium and 
smaller-sized businesses find that 
they simply don’t have the cash to 
pay retrenchment benefits so they 
are hanging on, hoping people will 
leave. Businesses that can’t pay 
needed retrenchment bills often 
collapse and everyone’s job is lost.

The government and unions 
think they can put a “cork” into 
enterprises to stop AI-driven 
events. But “AI-corked” enter -
prises will simply be destroyed by 
their “uncorked” rivals.

Remember that AI is akin to 
the introduction of electricity. If a 
couple of centuries ago govern-
ments were stupid enough to re-
strain enterprises from using 
electricity, those enterprises 
would quickly be put out of busi-
ness, and that is exactly what will 
happen if Anthony Albanese goes 
too far. 

In any downturn people delay 
payments and what has surprised 
me about this one is that account-
ants are finding their clients are 
taking longer to pay bills.

Naturally, this is not easy for 
accountants dealing with long-
standing clients because they 
know exactly what the problem is.

There are of course areas of the 
economy that are still doing well.

Contractors in government-
backed infrastructure projects and 
the NDIS are enjoying life. In-
creasingly, big construction pro-
jects are being dominated by the 
CFMEU, which explodes the 
costs, but the projects continue to 
proceed. The Queensland govern-
ment, facing an Olympic problem, 
plans to pass legislation to curb the 
power of the CFMEU and related 
organised crime. If it  fails, it will 
either be saddled with a huge in-
crease in Olympic costs or the 
Olympics will be in jeopardy.

In NSW the powerful bureauc-
racies in state and local govern-
ments make building in that state 
prohibitively costly. And in Vic-
toria large projects have become 
infested with crime and corrup-
tion. Nevertheless, these projects 
reward employees and “approved 
contractors” very well.

But new housing jobs can’t pay 
the same money because the sell-
ing prices are too low and values 
are falling in the existing home 
auction market. So we have an 
enormous residential building in-
dustry where there are hard times 
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Students must be 
ready to face a 
changing world
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under Craig Bradshaw has suc-
cessfully brought both into pro-
duction and kept them running 
through the cycle. Most of the 
western supply response remains 
at study or development stage, 
which gives EQ a meaningful 
head start.

Tungsten’s credentials are well 
known. It is one of the hardest 
metals on earth, with the highest 
melting point of any element – 
properties that make it indispens-
able in precision manufacturing 
and industrial tooling. It is widely 
used to generate the X-rays in CT 
scanners and, perhaps more sig-
nificantly as a critical mineral, has 
found growing use in defence: ve-

hicle armour, guidance systems 
and aerospace shielding. 

That segment, while represent-

ing roughly 10 per cent of global 
tungsten spend, is now the fastest-
growing use case for the metal, 
driven by surging defence budgets 
globally and the need to backfill 
weapons production against the 
backdrop of ongoing conflicts. 
Tungsten now sits on the critical 
minerals lists of Australia, the US 
and the European Union.

It has also, improbably, achiev-
ed cult status among Silicon Val-
ley tech and finance “bros” – a 
small, heavy tungsten cube on the 
desk being something of a trophy.

Forrest is going in with his eyes 
open. Even if the tungsten price 
reverts toward its long-run mean, 
EQ Resources should remain 

profitable (although less so). It is a 
targeted investment – critical 
minerals now sitting alongside ex-
isting positions in green hydrogen 
and renewable energy. The differ-
ence is, this is a company that is es-
tablished and growing rather than 
one that needs to be started from 
the ground up. Unlike his other 
moonshots that are starting from 
zero, at EQ there’s little for Forrest 
to do, except stay out of the way or 
potentially open international 
doors that a smaller miner 
wouldn’t be able to access – par-
ticularly in Europe. 

Markets took notice immedi-
ately. EQ Resources surged 34 per 
cent on the session, lifting its valu-

Billionaire Forrest backs a metal China thought it owned

Trump and Beijing began heating 
up. The same tensions keeping 
prices elevated carry their own 
risk. A sudden thaw in relations 
could see China’s plentiful supply 
– it controls 80 per cent of the glo-
bal market – flow back into west-
ern supply chains, unwinding the
rally sharply. The nature of geo-
politics is always shifting, and that 
remains a live medium-term risk. 

There’s another dimension to 
Forrest’s EQ buy. The mining 
billionaire keeps close to Beijing, 
both through Fortescue and reg-
ular dialogue through the Boao 
Forum. 

For now, Beijing’s tight export 
controls and Trump’s directive 
that US defence contractors stop 
sourcing Chinese tungsten from 
next year are keeping the price in-
flated. Those export restrictions, 
imposed last year, have put a rock-
et under demand – triggering a 
scramble among stockpile inves-
tors, other governments and com-
mercial buyers alike to lock in 
long-term supply deals.

To get a sense of the heat in the 
market, the international bench-
mark for tungsten via Rotterdam 
has surged more than 560 per cent 
over the past 12 months, now trad-
ing at more than $US3000 a 
tonne. This is well above its two-
decade average of around $US390 
a tonne. That’s the blue sky For-
rest is backing. 

This rally is backing a striking 
financial transformation at EQ 
Resources. From a loss of nearly 
$40m last year, the company is on 
track to generate earnings ap-
proaching $170m this financial 
year – with forecasts pointing to a 
further dramatic jump next year – 
to more than $800m as the pro-
duction ramp-up gathers pace. 

At current prices, EQ is effec-
tively trading at just 1.6 times one-
year forward earnings on a market 
capitalisation of around $1.1bn. Its 
closest peer, US-listed Almonty 
Industries, has seen its shares rally 
more than 1000 per cent since 
early last year and now carries a 
value north of $6bn.

EQ Resources operates two 
mines – Mt Carbine in North 
Queensland and Barruecopardo 
in the Salamanca region of north-
western Spain. EQ’s management 
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EQ Resources operates two mines – Mt Carbine in North Queensland and Barruecopardo in Spain
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