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Two Sides of Different Coins 
Over the past several weeks, AI-related stocks have experienced a sharp deterioration in 
investor sentiment, resulting in meaningful price declines and underperformance relative to 
the broader S&P 500. One source of pressure has been rising interest-rate expectations, 
which increase discount rates and weigh on long-duration equities—particularly companies 
whose valuations depend heavily on future growth and capital appreciation. These concerns 
have been compounded by questions around AI monetization and whether the substantial 
capital being invested across the ecosystem will generate adequate returns. At the same 
time, recent warnings from AI researchers and industry leaders have intensified calls to slow 
or more tightly regulate AI development. The concern is that AI capabilities are advancing so 
rapidly that they could eventually become difficult to control, particularly as increasingly 
autonomous AI agents take on more complex tasks and potentially create broader safety 
risks. 

While the AI infrastructure trade and the investment case surrounding frontier-model 
development and increasingly autonomous AI systems are related, we believe they 
represent distinct investment stories. 

Our investment focus remains on the broader demand for computing power, data storage, 
networking, data centers, and electricity. From this perspective, the long-term infrastructure 
opportunity can remain attractive even if the most advanced AI models face tighter 
regulation, slower development, or lower-than-expected profitability. 

Developing the next generation of AI models is only one source of demand. Computing 
capacity is also needed to run existing AI applications, support businesses using AI, power 
cloud services, process data, develop software, run simulations, and handle many other 
digital workloads. In our view, the long-term opportunity is therefore less dependent on the 
success of any one AI model or company and more dependent on the continued growth in 
overall demand for computing and digital infrastructure. 

For example, Microsoft reported1 $175 billion of capital spending in 2026, with roughly two-
thirds of capex directed toward shorter-lived assets such as CPUs and GPUs. In addition, 
Alphabet2 expects to spend $195–$205 billion on capital investment in 2026, with roughly 
60% of that spend toward servers. 

We view the AI value chain in layers. As investors move higher in the stack toward frontier-
model developers, regulatory, competitive, and profitability risks increase. Lower in the 
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stack, demand is supported by a broader mix of AI and non-AI activity, making these 
businesses less directly exposed to AI-specific concerns. 

As shown in Exhibit 1, power, cooling, electrical equipment, and data-center construction 
sit at the lower end of the risk spectrum. Semiconductor companies sit in the middle, while 
frontier-model developers face the greatest regulatory and safety scrutiny. 

Exhibit 1: AI Supply Chain Stack 

 
Source: NEPCG 

From our perspective, the bigger long-term risk is not simply that AI development 
could slow because of regulation or industry caution. It is that the industry may 
eventually build more computing and data-center capacity than demand can 
support. If that happens, utilization, pricing, and investment returns could weaken. 
For that reason, we believe overbuilding is the more important long-term risk to the AI 
infrastructure story. 

Still, we admit the two risks are still connected. If progress in advanced AI models 
slows, businesses may adopt AI more gradually, which could eventually reduce 
demand for additional computing capacity. However, we believe investors may be 
treating these concerns as more immediate than they really are. Slower frontier-
model development does not necessarily mean weaker near-term demand across 
the broader AI infrastructure ecosystem. 

 
We’d love to hear your thoughts!  
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Disclosure:   

The information in this publication and references to specific securities, asset classes and financial markets are provided for 
illustrative purposes and do not constitute an offer to sell, or solicitation of an offer to purchase, any securities, nor do they 
constitute an endorsement with respect to any investment area or vehicle. This material serves to provide general information 
to clients and is not meant to be legal or tax advice for any particular investor, which can only be provided by qualified tax and 
legal counsel.  

Certain information contained herein is based on outside sources believed to be reliable, but its accuracy is not guaranteed. 
Investment products (other than deposit products) referenced in this material are not insured by the FDIC (or any other state 
or federal agency), are not deposits of or guaranteed by Northeast Private Client Group, and are subject to investment risk, 
including the loss of principal amount invested.  

Portfolios are subject to investment risks, including possible loss of the principal amount invested. In addition, foreign 
investments may be less liquid, more volatile and less subject to governmental supervision than in the United States. The 
values of foreign securities can be affected by changes in currency rates, application of foreign tax laws, changes in 
governmental administration and economic and monetary policy. Investors should consider the investment objectives, risks, 
charges, and expenses of ETFs carefully before investing. This and other information are contained in the fund's prospectus, 
which may be obtained from your investment professional. Please read it before you invest. Investments in ETFs are subject 
to risk, including possible loss of the principal amount invested.  

This information is being provided to current Northeast Private Client Group clients and should not be further distributed 
without Northeast Private Client Group's approval. S&P 500 Index is a market index generally considered representative of the 
stock market as a whole.  

The index focuses on the large-cap segment of the U.S. equities market. Dow Jones Industrial Average is a widely used 
indicator of the overall condition of the stock market, a price-weighted average of 30 actively traded blue chip stocks, 
primarily industrials, but also includes financial, leisure and other service-oriented firms. Russell 2000 Index measures the 
performance of the smallest 2,000 companies in the Russell 3000 Index of the 3,000 largest U.S. companies in terms of 
market capitalization. NASDAQ Composite Index is a market value-weighted index that measures all NASDAQ domestic and 
non-U.S. based common stocks listed on the NASDAQ stock market. Each company's security affects the index in proportion 
to its market value. This commentary contains forward-looking statements and projections.  

Actual results may differ from current expectations based on a number of factors including but not limited to changing market 
conditions, leverage and underlying asset performance. Northeast Private Client Group makes no representation or warranty, 
express or implied that this information shall be relied upon as a promise or representation regarding past or future 
performance.  

This material contains the current opinions of the author but not necessarily those of Guardian or its subsidiaries and such 
opinions are subject to change without notice. Past performance is not a guarantee of future results. Indices are unmanaged, 
and one cannot invest directly in an index. Data and rates used were indicative of market conditions as of the date shown.  

Opinions, estimates, forecasts, and statements of financial market trends are based on current market conditions and are 
subject to change without notice. Securities products and advisory services offered through Park Avenue Securities LLC 
(PAS), member FINRA, SIPC. OSJ: 200 Broadhollow Road Suite 405, Melville, NY 11747, 631-589-5400. PAS is a wholly-
owned subsidiary of The Guardian Life Insurance Company of America® (Guardian), New York, NY. Northeast Private Client 
Group is not an affiliate or subsidiary of PAS or Guardian.  9001877.1 Exp. 6/2028 


