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Market Performance

Source: Bloomberg, KGI Wealth As of 29 June 2026
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Source: Bloomberg, KGI Wealth, As of 26 June 2026
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Another Volatile Week for Tech as the Market Again Punishes AI Capital Raisers

• Over the past week, AI-related stocks were highly volatile, driven primarily by big tech. 
• In our view, this was due to two factors: (1) investors again turned cautious on AI capital raisers, and (2) rising memory chip prices raised 

concerns about whether major customers such as Apple can absorb higher costs.
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Performance of S&P 500 and Hyperscaler Index
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Source: WSJ, JP Morgan, Dealogic, KGI Wealth
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Markets Remain Concerned That Heavy AI Investment Will Generate Profits

• The Cause for Concern – Big Tech continues to ramp up AI investment with no sign of slowing. As capital needs increase, companies are 
increasingly relying on the bond market for funding. 

• SpaceX has also joined the wave with a planned $25 billion bond issuance.
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Hyperscaler and Neocloud CAPEX by Funding Source USD Hyperscaler Issuance ($bn) 
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Source: Goldman Sachs, KGI Wealth
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The Cause of Further Volatility: Big Tech's Shift Is Pressuring ROE

• Higher AI spending comes with trade-offs. 
• AI continues to drive revenue growth, but rising capital intensity is likely to pressure ROE, fewer buybacks, and lower asset efficiency.

• Given that investors have favored asset-light, high-FCF companies for the past two decades, the market need time to adapt.

6

ROE for Mega-cap Tech and The Rest of S&P 500 Sales-to-Assets and Depreciation-to-Sales of Mega-Cap 
Hyperscalers



Source: Exponential View, KGI Wealth 
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The Cause of Further Volatility: AI Commoditization Threatens Pricing Power

• Moreover, markets are no longer concerned only about heavy AI investment. Investors are increasingly worried that AI models are becoming 
commoditized, eroding pricing power and potentially reducing the returns on big tech's AI investments.
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AI Model Prices for the Same Capability

“The price of AI models with the 
same capability has fallen rapidly, 

fueling concerns that AI is 
becoming commoditized”



Source: Exponential, View, KGI Wealth 
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Lower AI Costs Are Driving Volume Growth, Supporting Hyperscaler Revenue

• AI costs (cost per token) pressure AI developers' pricing power, but benefit hyperscalers as lower prices stimulate AI usage and revenue (Jevons Paradox)
• The increase in AI usage despite falling costs is being driven by two key factors: (1) rapid AI adoption and (2) the rise of Agentic AI.

8

Google AI - Price Elasticity (Average Price vs. Volume) Combined Hyperscaler Backlog (Remaining Performance 
Obligation) 
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Source: JP Morgan, KGI Wealth 
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Despite Market Concerns, Hyperscaler Revenue Remains on the Right Trajectory

• Based on current cloud revenue growth of 30–40% per year, AI revenue could reach the $700 billion threshold by 2028. This suggests the target is 
both achievable and credible, supporting the case for continued AI investment despite the projected $5.5 trillion in cumulative AI capex
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Cloud Revenue and Forecasts for Major Cloud Providers AI Revenue Needed to Meet the Hurdle Rate
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“According to J.P. Morgan, AI revenue of approximately $700 billion 
represents the break-even level at which the projected $5.5 trillion of 

AI investment generates a 10% return on capital—the standard 
institutional hurdle rate.”



Source: BCA Research, KGI Wealth 
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Strong Balance Sheets and AI Demand Continue to Support AI Spending

• Not only can hyperscalers generate sufficient AI revenue to justify continued investment, but they also have the financial capacity to sustain it. 
• Despite increasing debt issuance, their balance sheets remain strong, with leverage well below the S&P 500 average
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Key Takeaways 

• Last week highlighted that elevated volatility in the technology sector is becoming the new 
normal.

This reflects two structural changes: 

(1) Big Tech is transitioning from an asset-light, high-ROE model to a capital-intensive AI 
investment cycle, 

(2) Concerns over AI commoditization are weighing on expectations for AI developers' future 
profitability.

• Nevertheless, we remain constructive on the AI CapEx cycle, supported by lower AI costs 
driving higher usage, continued AI revenue growth, and the strong balance sheets of 
hyperscalers, which should sustain AI investment.
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Source: Bloomberg; data as of 26 June 2026
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How to position the Barbell Strategy
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Growth Leg – Semiconductors
Defensive Leg – Utilities or Dividend

1) As market leadership rotate toward defensive sectors last week, Utilities
emerged as our preferred allocation

2) High dividend yields provide downside protection and help cushion portfolio 
during periods of heightened volatility



Source: Bloomberg; data as of 26 June 2026
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1. Utilities Are Preferred Over Other Defensive Sectors
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• Utilities outlooks backed by electricity demand seems favorable 
• Healthcare providers & Insurance faces Medicaid & Affordable Care Act coverage cuts
• Consumer staples faces margin compression from high input costs  
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Source: FactSet and AB. This analysis covers the period from August 1987 to January 2025.
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1. Utilities Show the Lowest Drawdown During Market Stress
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• The utilities sector's resilient cash flows and 3.1% average dividend yield (5-year) 
make it the most defensive choice during broad market drawdowns
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Source: FactSet. BCA research. Bloomberg; data as of 26 June 2026.
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1. Utilities Remain Top Defensive Pick - Cheapest Valuation Among Peers 
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• Utilities offer the cheapest PEG ratio among defensive sectors, with forward 12 
months EV/EBITDA near its 5-year average
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2. Dividend Stocks Show Lower Drawdown and Volatility Through Market Cycles  
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• High-dividend stocks typically deliver lower volatility and shallower 
drawdowns, as they are heavily represented by defensive and value sectors.
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Source: Morningstar and Hartford Funds, 2/26. Chart Data: 1940-2025. . * Total return for the S&P 500 Index was negative for the 2000s, but dividends provided a 1.8% 
annualized return over the decade. 
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2. Dividends Acted as a Cushion in Volatile Markets
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• During S&P 500 drawdowns of 10% or more, dividend-
paying stocks have held up better than non-payers

S&P 500 Index Annualized Total Return by decade (%)
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• In periods of limited or negative returns, dividend-paying 
stocks have cushioned portfolios through steady income



Source: Datastream, Goldman Sachs Global Investment Research

KGI Wealth Weekly

2. Global Dividends Preferred as U.S. Markets Become AI-Driven
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• With U.S. markets AI-driven, European equities provide the non-tech 
diversification that makes global dividends the better choice
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Source: Datastream, Goldman Sachs Global Investment Research
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• Blending in European equities enhances yield, with European payout ratios 
historically exceeding the U.S. — delivering a total yield of 3–4%
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2. Global Dividend Strategies, Led by Europe, Offer Higher Yield Potential



Source: Bloomberg; data as of 26 June 2026. *Semi = VanEck Semiconductors UCITS, Utilities = State Street Utilities, Dividend = Fidelity Funds – Global Dividend Plus 
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Two Blended Strategies, Both Beat S&P 500 on Risk-Adjusted Returns
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A. For consistent income, blend in high-dividend stocks
B. For lower volatility, blend in utilities
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• While both strategies outperform the S&P 500 on a risk-
adjusted basis, each suits a different investor profile
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