
AI at a Crossroads: Concentration, Capex, and
What Comes Next
Arti icial intelligence (AI) is reshaping markets, with the Magni icent 7 dominating but adding
concentration risk. Beyond the leaders, investors can focus on enablers, adopters, and active
management to help navigate risk while maintaining exposure.
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Key takeaways

Since 2022, investors have seen both sides of concentration risk. So far in 2026, breadth has
improved, but individual stock volatility is higher and dispersion has widened.

Investors should know how much of their equity risk is coming from the Magni icent 7 and
how much exposure they want to AI builders, adopters, and enablers.

Stock selection matters. In an environment of higher single-stock volatility, active
management has the potential to earn its keep, helping with execution and risk control.

When ChatGPT launched in November 2022, the Magni icent 7 made up roughly 22% of the
S&P 500 Index. Just over three years later, they’ve risen to about 32% of the index, as the
arti icial intelligence (AI) theme has dominated headlines and helped concentrate more of the
index into a small group of mega‑cap winners.

As we move through 2026, the picture is more complicated. AI remains the dominant theme,
but leadership is wobbling, market breadth is improving, and investors are asking a sharper
question: How do I participate in AI without overly relying on a handful of stocks? Our goal is
not to call a turning point but to help investors keep exposure to AI’s long‑run potential while
managing concentration risk and a maturing capital expenditure cycle.

Years of whiplash

Since 2022, investors have seen both sides of concentration risk (Figure 1). First came the sell-
off: Several marquee names dropped 50–70% in a single year. Then came the snapback: In
2023–2024, many of those same companies more than doubled, and some did far better.
During that rebound, owning the leaders was essential—avoiding them meant lagging the
benchmark.



This year, returns of the Mag 7 basket are softer, while the equal‑weight S&P 500 is positive.
Breadth has improved; more individual stocks are outperforming the index. That’s healthy, but it
also hides an important reality: Individual stock volatility is elevated, and dispersion between
winners and losers has widened. In this environment, we believe selection matters. Crucially, a
period of broadening leadership can coexist with a durable multiyear AI trend.

The AI buildout: From spend more to prove more

What’s driving this investing crosscurrent is the AI infrastructure race. The largest U.S. tech  irms
and a growing list of enablers are building data centers, buying advanced chips, expanding
networks, and securing power at a breathtaking pace. For much of 2023–2025, markets treated
larger AI capex as a leadership signal and often rewarded it.

In 2026, that link seems to have weakened (Figure 2). Investors are starting to separate capex
from outcomes. Companies that translate spend into adoption, earn recurring revenue, and
demonstrate durable margins continue to be rewarded. Those that scale investment without a
clear monetization path are seeing more muted reactions—even if they remain central to the AI
story. The focus has shifted from “How much are you spending?” to “What is the return on that
spend?” We also believe ambition still matters, but execution e iciency, unit economics, and
capital discipline are back in charge. One practical implication: Formerly “asset‑light” platforms
are increasingly capital intensive. Sustaining margins now depends on very large, recurring
revenue streams to cover depreciation, energy, and refresh cycles.



Bubble or transformation: Two plausible stories

The bear view: Fragility beneath the surface

Financing risk: Parts of the AI boom rely on complex funding structures that may not age
well if conditions tighten.

Asset life risk: Core hardware, especially graphics processing units (GPUs), can become
obsolete quickly, raising the odds of stranded capital if demand or technology turns.

Ecosystem concentration: A relatively small group of  irms drives a large share of AI
spending and usage, creating dependencies.

Expectations risk: For some leaders, valuations still imply near‑perfect execution over
multiple years.

Business‑model shift:Moving from an asset‑light to a high‑capex pro ile raises the bar for
maintaining margins and returns through cycles.

The bull view: Early days in the structural shift

Real adoption: AI is moving from pilots to embedded work lows—coding, customer service,
analytics, design, marketing, and more.

Productivity gains: Companies report tangible time savings and faster iteration; early
bene its are already visible.

Financial resilience: The largest AI investors have fortress balance sheets and cash  lows to
sustain multiyear build-outs.



Broader ecosystem: Opportunity extends beyond the headliners to chips and tools,
equipment and networking, data center operators, software platforms, and cybersecurity.

Both stories can be true at once. AI is transformative, and markets are becoming more selective
about who will monetize it, when, and at what return on capital.

Practical guidance for portfolios

Investors don’t need to choose between going all in on mega caps or avoiding them. We believe
the smarter move is to participate and be intentional about where portfolio risk is likely to arise.
Markets are shifting from “spend more” to “prove returns.” That’s a constructive setup for
long‑term AI exposure that balances leadership with breadth.

Two key questions remain, with three important insights to consider:

How much of your equity risk is coming from seven stocks?

Do you want AI exposure mainly through builders (capex) or adopters
(productivity/earnings), and where do enablers  it?

We believe investors should consider three approaches: maintaining but limiting exposure to
mega caps, broadening exposure to other AI-related companies, and incorporating active
management.

1) Keep the AI leaders but cap concentration.

Mega caps still sit at the center of the AI ecosystem. Their scale, data advantages, and cash  low
resilience make them important long‑term bene iciaries. Consider keeping them as a core
allocation, rightsized so they don’t dominate total portfolio risk.

2) Broaden exposure beyond the U.S. mega caps (where the next leg of breadth can come
from).

Beyond the headliners, there are companies enabling and applying AI across the stack:

Semiconductors and equipment—top-line “pick and shovel”  irms powering AI compute

Data center and power infrastructure—where capacity, e iciency, and energy access are
becoming bottlenecks

Enterprise software and cybersecurity—turning AI into recurring revenue and work low
stickiness

And don’t overlook diversi ication. Small- and mid-cap stocks and non-U.S. equities may offer
exposure to innovation while reducing dependence on one U.S. mega-cap cycle. Investors
should know how their portfolio is positioned:

Concentration: What percent of equity exposure sits in the top 10 holdings and the
Magni icent 7?

Factors: How much recent return came from mega‑cap growth or momentum?

AI map: Are you tilted more toward builders, enablers, or adopters?

3) Use active management to harness dispersion.

In an environment of higher single-stock volatility and wider spreads between winners and
laggards, active management has the potential to earn its keep. We believe the next phase is



likely to reward execution, cash  low visibility, and capital discipline and punish undifferentiated
spend.

Bottom line

AI has changed markets quickly, but the next phase will be more selective. Not every  irm that
spends will win, and not every “AI bene iciary” will deliver. Concentration remains high, breadth
is improving, and the market is separating capex from outcomes.

For investors, the objective may be simple: Stay in the AI game, broaden the bench, and
rebalance the risks. In our view, the answer may be to keep core exposure to the leaders, add
the right enablers and adopters across the value chain, and use active management to focus on
execution and risk control. In a market with elevated dispersion, how you own AI matters as
much as whether you own it.
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