Bubble, bubble, toil and trouble

With ongoing questions over the Al rally, we look at what could protect you

should the bubble burst.

Ever since the rollout of ChatGPT-3.5 in 2022, global equity
markets have been heavily influenced by stocks seen as Al
beneficiaries. This has resulted in markets with high-tech industry
exposure, such as the US and Asia, delivering exceptional returns
over the past few years. However, this frenetic stock market rise
has also led to increased speculation as to whether this is a stock
market bubble, or whether the potential of Al is real. As a result,
investors are torn as to whether to take some risk off the table
from markets, or to stay the course and avoid missing out on
future gains.

As most market commentators believe it is “time in the market”,
rather than timing the market, that is the real determinant of long-
term returns, we have considered several options for investors
that wish to maintain their market exposure, whilst potentially
finding some protection should this Al rally prove a bubble.

Stop me if you’ve heard this one
before

One of the reasons for the bubble concern over this latest rally

is the proximity of the most recent tech-led crash. Soon after

the commercial internet boom in the late 9os, the market went
through what is now known as the dotcom bubble, where tech
valuations rose dramatically as enthusiasm over future earnings
potential grew massively, despite little evidence of profit. This

hit fever pitch in early 2000, before going on to fall dramatically
for over two years, as it became apparent many companies were
trading at highly speculative valuations that future revenues
would struggle to justify. That said, many of those firms described
as speculative are today’s industry leaders, including Amazon
and Google, hence why some investors are keen to stay on board.
Regardless, on a calendar-year basis, the tech-heavy Nasdaq
index increased by over 20% in every year from 1995, culminating
in a c. 86% climb in 1999 alone, before nearly losing 80% of its
value in the two and a half years from the March 2000 peak.

There are clearly parallels with the current rally. Investor
enthusiasm for Al and its potentially transformative impact has
been strong, with rallies seen across multiple areas ranging

from those deep in the supply chain to the owners of the front-
end large language models (LLMs). In addition, the largest tech
companies have been borrowing heavily to pay for the build-out
required to support Al products and services, raising questions
over its viability. However, whilst there have been some areas of
clear speculation, such as companies adding Al to their name and
seeing an immediate jump in their share prices, many of the key
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beneficiaries are established firms with diversified
business lines. The poster child for the Al rally is
NVIDIA, which has seen a share price total return of
C. 1,000% over the past five years (to 26/07/2026).
However, prior to this, the firm was highly profitable
and growing. In the five years to 2021, before the

Al rally hit the mainstream, the firm saw revenue
growth of c. 30% per annum (pa), and profit growth
of 48% pa, thanks in part to the strength of its
gaming and home computing businesses.

Considering this, and the fact tech usage is unlikely
to fall in the coming years, investors might want to
stay invested in a tech fund run by an active manager
alert to the valuation issues. This is true of both

the two specialised trusts in the AIC Technology

& Technology Innovation sector, Polar Capital
Technology (PCT) and Allianz Technology Trust (ATT).
Ben Rogoff, lead manager of PCT, has leant heavily
into the Al trade, positioning the trust to capitalise
on its accelerated adoption, which has been very
positive for returns. The trust has delivered one-year
NAV total returns of c. 54%, and five-year returns of
C. 150%, considerably ahead of its benchmark, the
Dow Jones Global Technology Index, which returned
€. 31% and 128% respectively, all to 28/07/2026.
Ben has warned that the tech sector could see
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a spike in volatility as it has in the past, but remains
convinced Al has demonstrated its potential to do real work
and transform many sectors.

Meanwhile, Mike Seidenberg of ATT has been more
circumspect on his large-cap Al exposure at times, not
owning Amazon at all for the first time in decades and
underweight six of the Magnificent Seven when we last
updated our research on the trust in March. Instead, he has
rotated into some mid-cap and off-benchmark positions in
other areas, including many Al stocks with potential that
hasn’t yet been recognised. Some of these firms are the
second-order beneficiaries of the Al spend, which is where
many investors are now turning their attention, into the
companies that are likely to capture the spending from

the Al hyperscalers. This approach has paid off in the near
term, with ATT having delivered a NAV TR of 40.8% over one
year to 28/07/2026, versus 31.2% for the index. Mike’s
wariness of valuations in the mega-caps may appeal to
investors wanting to remain invested in the Al trade, whilst
tilting away from the most expensive stocks.

ATT & PCT Performance
1YR 5YR
ATT 40.8 123.3
PCT 539 149.5
Index 31.2 128.3

Source: Morningstar

Past performance is not a reliable indicator of future results.

Al diversifiers

With the experts having different views about the next

leg of the Al rally, the decision whether to stick or twist is
challenging. However, rotating exposure within technology
may have an air of shuffling deck chairs on the Titanic
should the bubble burst on the Al rally have a serious
effect, meaning investors may wish to look elsewhere for
diversification.

One option could be to pair tech exposure with a trust
where the manager is sceptical on Al valuations. An
example of this is Nitin Bajaj and Ajinkya Dhavale,
managers of Fidelity Asia Values (FAS). Their process
includes a strong focus on the price paid for a stock,
aiming to buy good companies at a valuation that provides
a margin of safety. Following the strong run of Al-related
tech companies, they note valuations are elevated and
see limited attraction and, due to their highly flexible
approach, have very little allocated to the tech sector. In
fact, their stock picks here total just 11.8%, of which 6.7%
is one holding, compared to 32% for their benchmark. As
such, the positioning of FAS could almost be considered
anti-tech, meaning it could offer investors the opportunity

to stay invested in markets whilst steering away from the
potential bubble of Al-related names.

Fig.1: FAS Relative Positioning

FAS: Sector allocations
as at 30/06/2026

FAS (%) Index (%) Relative (%)

Source: Fidelity

Whilst Al has pushed markets upwards for much of the
past four years, there have also been some areas that have
sold off sharply as investors have become fearful over the
potential impact on revenues. The highest profile of these
was the so-called “SaaS-pocalypse” in early 2026, when
the release of a new Al plug-in led to concerns that many
software firms were at risk of disruption from Al. However,
a more overlooked area that has been impacted is India,
due to its sizeable IT services industry. Whilst the Indian
growth story has stumbled for several reasons, as we
discussed in a previous article, the potential impact of Al
has pushed down the values of the country’s numerous

IT servicing firms. Furthermore, the drivers of the Indian
market are otherwise domestically focussed, meaning the
market is likely to offer portfolio-diversification benefits
versus a tech holding, as well as potentially offering
something of a hedge against the Al bubble, as Al’s
diminishing prospects would likely see a relief rally in the
country’s IT servicing names.

Full market diversifiers

Whilst the options so far have offered specific
diversification potential, there are several specialist
trusts that could offer more protection from the Al bubble
bursting, should this have contagion on wider markets.

A key offering could be BH Macro (BHMG), with its track
record having made it one of the go-to trusts for those
looking for portfolio diversification. Some of the trust’s
best performance periods have been when equity markets
are struggling, and there is volatility, making it arguably
very well suited as a way to protect and possibly profit from
any wider market missteps that an Al pullback might cause.
To this end, BHMG has delivered positive absolute returns
in seven of the past nine calendar years, including a c. 22%
return in 2022 when the market fell by 8%.

The trust is a feeder fund into the flagship macro hedge
fund strategy managed by Brevan Howard, one of the
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most successful firms in this space globally. Rather than
investing specifically in equities or bonds, the strategy
involves trading derivatives linked to global fixed-income
and FX markets, as well as equity, credit, commodities, and
digital assets. As such, the portfolio is designed to provide
very low correlation to equity markets, which may prove
very attractive for investors looking to diversify away from
a potential Al-related pullback, whilst maintaining market
exposure.

Fig.2: BHMG Calendar-Year Returns

BHMG: Calendar year returns
2026 to 28/07/2026

2026

BH Macro MSCI ACWI Index

Source: Momingstar
Past performance is not a reliable indicator of future results

Despite the long-term track record of capital protection

and absolute returns, the trust’s shares currently trade at

a discount to NAV of c. 6%, meaning not only can investors
access this unique strategy at a cheap price, but also
potentially benefit from this discount narrowing should

its qualities become more sought after by investors. We
note that the trust traded at a premium in 2022, when the
capital protection qualities proved highly attractive, further
adding to the investment case as a potential option should
there be an Al-led market pullback.

Bear beneficiaries

Whilst the prospect of a tech-led market sell-off may invoke
considerable fear amongst investors, it is worth noting
that not all stocks fall in bear markets. In fact, between
20% and 50% of companies have historically risen in
market sell-offs. It is in these areas where our next option,
Global Opportunities Trust (GOT), is focussed. The three
managers, Alan Bartlett, Dr Sandy Nairn, and James Sym,
aim to generate real returns of c. 5% pa over the long-term,
with a strong focus on generating very low correlation to
global markets, especially in market downturns.

The managers look at a number of themes to help them
identify the types of stocks that can offer downside
protection in tough environments, including those that
can benefit from geopolitical or cyclical situations, such
as defence firms, as well as those with the resilience to
see them through the most challenging periods, such as
Unilever. Crucially, the managers have a strong focus on

valuations, meaning they won’t overpay for these stocks,
which means in the event of a market downturn, they
should also offer valuation protection.

In addition to the portfolio’s defensive characteristics, the
managers have considerable flexibility in their portfolio
allocations. This is best demonstrated by GOT’s c. 28%

in cash and equivalents at the moment, which would

not only help buffer the NAV in any sell-off, but also give
the managers flexibility to add to the market when it is
considerably cheaper, so long as the characteristics they
look for in stocks are present. This high cash level makes
the trust’s discount to NAV of c. 20% as at 29/07/2026
look even more attractive at this point, providing investors
a particularly compelling portfolio diversifier at very good
value, in our view.

Fig.3: Got Discount & Cash
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Conclusion

Clearly, the latest Al-led tech rally has provided contrasting
signals as to which direction the next leg could take, with
the nagging desire to stay invested contrasting with the
want to avoid a similar sell-off to what was seen in the
dotcom bubble at the beginning of the century. Fortunately,
there are a number of investment trusts which can either
offer diversification to existing exposures, or provide
considerable portfolio protection through capitalising on
the benefits of the closed-ended structure. It would be a
brave investor to bet against the tech sector’s innovation,
and managers in the space remain convinced there is

huge potential for Al to deliver excellent financial returns.
However, valuations argue in favour of taking an active
approach, in our view, while looking for some contrasting
exposures to diversify could prove prudent given the rising
volatility.
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