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People are optimistic about artificial intelligence as a toolkit to use time more efficiently, cut
costs, raise productivity, and ultimately amplify output. For individuals, that can mean getting
more done — better, faster, and more substantively over time. For businesses, it can translate
into more productive teams, stronger processes and quality control, lower costs, and, in

turn, amplified revenues and earnings. But as new Al capabilities are announced for specific
industries, we're also seeing bouts of volatility in the stocks of the perceived “targets,” driven
by a “sell now, ask questions later” dynamic as investors try to gauge winners and losers over
the long term. Recent examples include software, financial services, insurance, and legal
research services. In this Sight|Lines, we discuss what’s behind this volatility and the investor
considerations it raises from here.

THE TAKEAWAY: “STAY THE COURSE” WITH PROCESS DURING VOLATILITY”

Investors should maintain a disciplined process during bouts of volatility. In summary:

* More generally, when valuations are elevated, as they have been recently, downside volatility with
select stocks, industries, or the market can be amplified when uncertainty rises.

e Alis broadly viewed as positive for productivity, but when a credible tool targets a specific
workflow, that industry’s stocks can fall as investors debate the implications.

* Some announcements have shifted investor focus from “Al helps existing workflows” toward “Al
may compete with incumbents” — even if the reality takes longer to play out.

e When an industry’s stocks start trading as a single “Al risk basket,” investors may sell first and
analyze later, often pushing prices below reasonable estimates of fundamental value.

e And fundamentals matter, even in fast moving markets, and that defines how to evaluate who’s
structurally advantaged, who’s mispriced, and who'’s at risk.

* Al can automate work inside systems without eliminating them, especially where workflow
integration, permissions, audit discipline, and compliance are central to value.

 The most exposed models are those where pricing is closely tied to human seats or fee-for-time
knowledge work, and where functionality can be fully replaced with Al agents.

 Recent “sell now, ask questions later” episodes remind us to “stay the course” on process — avoid
indiscriminate selling, do the work, and reaffirm conviction ... or not.


https://omny.fm/shows/stifel-sightlines/ai-optimism-abounds-but-some-industries-are-punished-with-indiscriminate-selling
https://vimeo.com/stifel/sightlines-021326?share=copy&fl=sv&fe=ci

IN-DEPTH: FOR INVESTORS, DISCIPLINE IS IMPORTANT, ESPECIALLY DURING BOUTS OF VOLATILITY
LIKE THOSE TRIGGERED BY RECENT Al HEADLINES

Recent news about new Al capabilities has shaken some industries and triggered indiscriminate selling — the kind of environment
where investors should maintain a disciplined process before acting. Going deeper:

* Elevated valuations can amplify downside volatility when uncertainty rises:

0 The current S&P 500 trailing price-to-earnings ratio of 27.7 sat 23.6% above its 10-year average — so elevated valuations.
0 The S&P 500 30-Day Realized Dispersion Index has risen to 43.4, a level not seen since last April.

While Al sentiment is positive, when a new tool targets a specific workflow, that industry’s stocks can fall:
o0 In the first five days of February, the S&P 500 Software & Services Index fell close to 10%.
o Several U.S. wealth management firms fell approximately 5-10% in a day on tax planning disruption concerns related to Al.
o0 Insurance brokerage shares fell approximately 9-12% in a session following the launch of an Al comparison tool.

Investor focus seemed to shift from “Al helps workflows” to “Al may compete with incumbents”:
o For example, investors worry Anthropic’s agentic workplace tools may fully replace certain services.

When an industry’s stocks trade together as a single “Al risk basket,” some prices fall below fundamental value:
o For example, Nvidia and Broadcom, among others, fell in the DeepSeek scare in 2025, only to recover.

Fundamentals matter, even in fast-moving markets, and that defines the important work:
o0 Industry leaders with deep workflow integration and the capacity to invest in Al should survive ... and thrive.

Despite these worries, Al can automate work inside systems without eliminating the systems themselves:
o This is especially the case where workflow integration, permissions, audit discipline, and compliance are central to value,
such as Enterprise Resource Planning, CRM, HR, finance, and those involving customer data.

* Companies with revenue closely tied to human seats or fee-for-time knowledge work, where functionality can be fully replaced with
Al agents, are at greater risk.
0 Businesses reliant on selling more seats face a harder transition as automation rises and hiring slows — and this will push
prices toward usage, outcomes, and Al workloads.
0 Margins may first be compressed but then improve with internal Al efficiencies and new pricing schemes.

* When we see “sell now, ask questions later” episodes, we’re reminded to “stay the course” on process:
o A robust investment review will look past fears to the fundamentals, with conviction often reaffirmed.
0 We believe these selloffs are generally overdone, but many companies will face real long-term pressure.

WHAT WE THINK

We consider the recent volatility a repricing episode driven by uncertainty around how value will be created and captured in a
more Al-driven world — more than a broad, sudden fundamental breakdown. For investors, the key is not to overgeneralize and
capitulate. Often, the repricing of excess valuations creates opportunity. And ultimately, the work must be bottom-up: continue to
assess each company’s fundamentals, make a judgement about its role in this future Al-driven landscape, then make one of three
decisions with conviction — (i) establish or expand a position as a buyer if selling is overdone, (i) hold an existing position through
this valuation reset, or (jii) sell and move on. In our view, much of the recent “sell now, ask questions later” behavior has been
overdone.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a
complete summary or statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions
expressed are subject to change without notice and do not take into account the particular investment objectives, financial situation,

or needs of individual investors. There is no guarantee that the figures or opinions forecasted in this report will be realized or achieved.
Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, release written or oral commentary, technical
analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee of future results. Indices are
unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated
with international investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets
may involve greater risk and volatility than investing in more developed countries. Due to their narrow focus, sector-based investments
typically exhibit greater volatility. Small company stocks are typically more volatile and carry additional risks, since smaller companies
generally are not as well established as larger companies. Property values can fall due to environmental, economic, or other reasons,
and changes in interest rates can negatively impact the performance of real estate companies. Volatility is measured by calculating

the standard deviation of the annualized returns over a given period of time. When investing in bonds, it is important to note that as
interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index that is generally considered
representative of the U.S. large capitalization market. The S&P 500 30-Day Realized Dispersion Index measures the historical dispersion
of the S&P 500 (TR) over using the 30-day returns and adjusted closing weights of each constituent in the S&P 500, along with the 30-day
return of the S&P 500 itself. S&P Select Industry Indices are designed to measure the performance of narrow GICS sub-industries. The
S&P Software & Services Select Industry Index comprises stocks in the S&P Total Market Index that are classified in the GICS Application
Software, Interactive Home Entertainment, IT Consulting & Other Services and Systems Software sub-industries. The Dow Jones Industrial
Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ.

The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE index (Europe, Aus-tralasia, and the Far East) is a free float-adjusted
market capitalization index that is designed to measure the equity market performance of developed markets, excluding the U.S. and
Canada. VIXis a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the
implied volatility of S&P 500 index options. The risk of loss in trading commodities and futures can be substantial. You should therefore
carefully consider whether such trading is suitable for you in light of your financial condition. The high degree of leverage that is often
obtainable in commodity trading can work against you as well as for you. The use of leverage can lead to large losses as well as gains.
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