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Warren Buffett’s observation that “price is what you pay; value is what you get” has never felt more apt. In a 
market still sorting through the aftermath of a historic AI-driven rally, the distinction between price and value is 

once again doing real work.

The first quarter of 2026 arrived against a backdrop of considerable uncertainty. Geopolitical tensions — 
including ongoing conflicts in Eastern Europe and the Middle East — have kept global risk sentiment 
unsettled. Inflation, while off its peaks, has proven stickier than many anticipated, and the path of interest 
rates remains a source of genuine debate as the Federal Reserve navigates a leadership transition. 
Meanwhile, the labor market is sending mixed signals: employment remains relatively firm, but anxiety about 
long-term job displacement — driven in part by automation and artificial intelligence — has begun to weigh 
on consumer confidence. Taken together, these forces have created an environment where investors are 
understandably cautious and increasingly selective about where they choose to take risk.

The first quarter of 2026 confirmed what the latter 
half of last year began to suggest: the narrow group 
of high-growth AI beneficiaries that dominated 
performance from late 2022 onward is no longer 
leading the market. That original surge ignited 
shortly after the release of the first widely adopted 
large-language-model interface in November 2022, 
unleashing enormous enthusiasm and capital flows 
into companies tied to artificial intelligence.

Over the past year, the market has been reassessing 
the durability of that leadership. One catalyst was 
the extraordinary level of capital spending required 
to build out next-generation data centers. Some 
analysts questioned whether the economics could 
justify the investment — especially if AI models 
ultimately became commoditized. We’ve already 
seen hints of that dynamic, with companies 
adopting more agnostic approaches rather than 
spending aggressively to develop proprietary 
frontier models.

Energy availability also entered the conversation. 
The power demands of AI infrastructure raised 
legitimate questions about whether existing grids 
could support the required build-out. At the same 
time, concerns about employment displacement 
created a more cautious public mood, prompting a 
second, more skeptical look at the long-term 
implications of AI adoption.

Competition added another layer of uncertainty. The 
rapid rise of new model developers challenged the 
assumption that early leaders would maintain their 
dominance indefinitely. And high-growth, long-
duration companies most tied to the AI narrative 
depend on a backdrop of low inflation, low interest 
rates, and low macro uncertainty — conditions that 
have been in question for much of the past year.

Despite these headwinds, the overall market 
averages have remained resilient. What has changed 
is where investors are choosing to allocate capital. 
While many individual AI-linked stocks have 
experienced meaningful declines, money has 
rotated into companies with strong balance sheets, 
durable cash flows, and tangible economic value. 
Dividend payers, consumer staples, telecoms, 
miners, and industrial operators have all benefited 
from this shift — businesses grounded in real assets 
and essential services whose earnings don’t depend 
on uncertain technological outcomes.

As anxiety has grown about AI’s potential to replace 
everything from software engineers to radiologists, 
the value of work that is physical, skilled, and 
difficult to automate — whether extracting minerals, 
repairing infrastructure, or building homes — has 
become more apparent. These companies have 
regained relevance precisely because their earnings 
are visible, their assets are tangible, and their

Risk Management 
Transcends Everything

V04012026



competitive positions are not easily disrupted by a 
software update.

Looking ahead, we do not see the underlying 
dynamics changing meaningfully in the near term. 
The macro uncertainties we described at the outset 
— inflation, rates, geopolitics, and employment — 
are unlikely to resolve cleanly in the months ahead, 
and markets will continue to price that ambiguity. 
Within the AI ecosystem specifically, the narrative is 
also shifting in ways that add a further layer of 
complexity. The first wave of AI enthusiasm was 
driven largely by GPU-intensive inference models, 
but many in the industry now believe the next phase 
— often described as “agentic” AI — may rely more 
heavily on CPU-centric architectures as models are 
asked to perform many simultaneous tasks rather 
than simply generate outputs. That evolution 
introduces fresh uncertainty about which 
companies and infrastructure players ultimately 
benefit, and how durable today’s leadership within 

the AI sector will prove to be.

Against this backdrop, companies with durable cash 
flows, strong balance sheets, and essential, real-
world businesses continue to offer stability. We 
believe the market will keep rewarding those 
characteristics as we move through the year — and 
that Buffett’s distinction between price and value 
will remain a useful guide.
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DISCLOSURES:
L&S Advisors, Inc. (“L&S”) is a privately owned corporation headquartered in Los Angeles, CA.  L&S was originally founded in 1979 and dissolved in 1996.  The two 
founders, Sy Lippman and Ralph R. Scott, continued managing portfolios together and reformed the corporation in May 2006.  The firm registered as an investment 
adviser with the U.S. Securities and Exchange commission in June 2006.  L&S performance results prior to the reformation of the firm were achieved by the portfolio 
managers at a prior entity and have been linked to the performance history of L&S.  The firm is defined as all accounts exclusively managed by L&S from 
10/31/2005, as well as accounts managed in conjunction with other, external advisors via the Wells Fargo DMA investment program for the periods 05/02/2014, 
through the present time.
L&S claims compliance with the Global Investment Performance Standards (GIPS®).  L&S has been independently verified by Ashland Partners & Company LLP for 
the periods October 31, 2005 through December 31, 2015, and ACA Performance Services for the periods from January 1, 2016 to December 31, 2024.  Upon request 
to Sy Lippman at slippman@lsadvisors.com.  L&S can provide the L&S Advisors GIPS Report which provides a GIPS compliant presentation as well as a list of all 
composite descriptions.  GIPS® is a registered trademark of CFA Institute.  CFA Institute does not endorse or promote this organization, nor does it warrant the 
accuracy or quality of the content contained herein.
L&S is a registered investment adviser with the U.S. Securities and Exchange Commission (“SEC”) and is notice filed in various states. Any reference to or use of the 
terms “registered investment adviser” or “registered,” does not imply that L&S or any person associated with L&S has achieved a certain level of skill or training. 
L&S may only transact business or render personalized investment advice in those states and international jurisdictions where we are registered, notice filed, or 
where we qualify for an exemption or exclusion from registration requirements. Information in this newsletter is provided for informational purposes only and 
should not be construed as a solicitation to effect, or attempt to effect, either transactions in securities or the rendering of personalized investment advice. Any 
communications with prospective clients residing in states or international jurisdictions where L&S and its advisory affiliates are not registered or licensed shall be 
limited so as not to trigger registration or licensing requirements. Opinions expressed herein are subject to change without notice. L&S has exercised reasonable 
professional care in preparing this information, which has been obtained from sources we believe to be reliable; however, L&S has not independently verified, or 
attested to, the accuracy or authenticity of the information. L&S shall not be liable to customers or anyone else for the inaccuracy or non-authenticity of the 
information or for any errors of omission in content regardless of the cause of such inaccuracy, non-authenticity, error, or omission, except to the extent arising 
from the sole gross negligence of L&S. In no event shall L&S be liable for consequential damages. L&S’ current disclosure statement as set forth in ADV 2 of Form 
ADV as well as our Privacy Notice is available for your review upon request.
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