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Similarly, artificial intelligence (Al) may seem
simple when using a chatbot, but there is a
complex value chain that allows anyone with

a device to access capabilities that would have
seemed like science fiction less than a decade ago.
This has made generative Al and large language
models (LLMs) one of the most important themes
driving financial markets and the economy. This Sources Clarmomice,Consus Sureau Lt sty
also means it’s important to have a broader view of

Al that goes beyond a few technology stocks.
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While there is little doubt that Al is transformational, it remains difficult to forecast demand or determine how it will
affect businesses, workers, and productivity in the years ahead. For investors, this uncertainty can make it difficult
to value companies, sectors, and the overall stock market. How can investors better understand Al’s impact while
maintaining a long-term perspective?

One of the most important insights for investors is that “Al” is not a single type of investment. While it’s natural to
think of the model providers at the heart of these capabilities, such as OpenAl, Anthropic, Google, and more, they only
represent one piece of the puzzle. There is a full supply chain that covers a range of activities, industries, and business
models, each with its own characteristics and risks, including hardware, data centers, software providers, and more.

At the foundation is the semiconductor hardware that makes this all possible. There are two stages where hardware
like GPUs and memory chips are needed. The first is model training to build LLMs, a process that uses huge amounts
of data across thousands of connected servers, taking weeks or months to complete.

The second is known as “inference,” which is the actual use of these models by individuals and businesses. Each

prompt requires computational and memory resources to generate an answer. The combination of training and
inference is why demand and prices for this hardware have surged, leading to high market valuations.
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Over time, this hardware needs to be scaled up to meet demand, which is where data centers come in. Imagine a data
center as a large warehouse packed from floor to ceiling with servers. These machines run 24/7, requiring security,
electricity, and cooling. Altogether, these represent the enormous resources devoted to making Al applications
possible.

Spending on data centers has become a significant contributor to economic activity. The chart above shows the
amount spent on data center construction, not including the IT hardware. It’s clear that this spending has accelerated
since the launch of ChatGPT in late 2022, and has surpassed all other types of office construction. It’s also important
to note that not all of this growth is strictly due to Al. General adoption of technology and automation, especially since
2020, have also led to greater demand for computational resources.!

Finally, there is the use of Al by businesses, both internally as well as new Al applications by software providers.

At the moment, this is perhaps the hardest to evaluate, since it depends on how effectively companies can turn Al
capabilities into productivity gains and product enhancements. For instance, how Al interacts with existing software,
and whether these companies will evolve, has been one source of market uncertainty over the past year.
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A central question facing investors right now is whether the hundreds of billions being spent on Al infrastructure will
eventually generate sufficient returns. This is challenging due to the scale of these investments, particularly from the
largest technology companies. On the one hand, the demand for computing power to train and run Al models has
been substantial, supporting the companies that provide hardware and data center capacity. On the other hand, as
models continue to improve, they may also become more efficient, potentially requiring less computing power for a
given task over time.

This uncertainty helps explain some of the volatility in Al-related stocks. As the accompanying chart shows, mega-cap
technology stocks have experienced strong returns over the past several years, but with large swings. Since it takes
time to build new data centers, periods of optimism about infrastructure spending have been followed by periods of
concern about whether there will be sufficient demand.

INVESTMENTS@KINGSVIEW.COM | 312.870.6701 | KINGSVIEWIM.COM (Continuedon netiage) 2



Wl KINGSVIEW

INVESTMENT MANAGEMENT

Since early 2025, for example, investors have been worried about more efficient Al models that might mean less
computing power is required. However, history shows that the efficiency gains that come with new innovations do
not always reduce overall demand, a phenomenon that is commonly referred to as the “Jevons paradox.” In some
cases, cheaper and more capable technology leads to broader adoption and completely new use cases. For instance,
electricity today is not just for light bulbs, and computers are not just for large companies.

At the same time, markets have a long track record of overestimating the speed at which new technologies generate
profits, even when the long-term potential is real. The enthusiasm investors showed for internet stocks in the

late 1990s and early 2000s took decades to truly play out. This is why it’s important to maintain not just a broader
perspective on the companies involved in Al, but also a long-term perspective as the technology and demand evolve.

As Al has captured investor attention, valuations for many technology companies have risen steadily. As the chart
above shows, Information Technology sector valuations, at 21.4x, are high relative to their own history and the
broader market. The same is true for sectors such as Communication Services and Consumer Discretionary which also
contain large tech companies. At the same time, these valuations also reflect strong earnings growth as demand for Al
capabilities grows.?

It’s important to remember that valuations are not a tool for predicting what markets will do tomorrow. Instead,
valuations can help us decide the appropriate mix of assets in a portfolio, especially when aligning it to financial goals.
So, while Al trends provide potential opportunities for growth, many other sectors are attractively valued and have
expected strong earnings growth as well. As always, the key is to maintain perspective, balancing the Al theme and
other parts of the market to work toward your financial goals.

The bottom line? The trends driving Al go beyond a few technology companies. While these themes are driving
markets, it’s important to maintain a broader perspective and longer time horizon with a focus on long-term financial
goals.
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