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Over the past month the stock market has been driven more by changing stories than by
changes in company fundamentals. Investors have gone back and forth between feeling
confident about artificial intelligence and worrying that companies may be spending too
much, too fast. This internal debate has led to choppy markets, especially in technology
and software stocks.

Despite this volatility, markets outside of technology have held up well. The S&P 500 is
roughly one percent below its all-time high, while the Dow Jones Industrial Average has
reached new highs. A key positive is market breadth. Participation on the NYSE continues
to improve and is also at all-time highs, which we believe confirms that strength is
spreading beyond a narrow group of stocks.
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This is no longer a debate about whether Al is important. Most investors agree that it is.
The focus has shifted to whether today’s massive spending will lead to attractive returns,
and how long that process may take.

Company earnings were generally strong this quarter, but the market reacted differently
than it has in the past. Instead of focusing on sales and earnings growth, investors paid
closer attention to how much money companies are spending and what that means for free
cash flow. Many large technology companies raised their Al spending plans, which caused
some investors to pull back from higher-priced technology stocks and rotate toward areas
that feel less risky in the short term.

The scale of this spending helps explain the market’s mixed reaction. Capital spending by
the largest hyperscalers—namely Microsoft, Google, Amazon, and Meta—is expected to
approach well over $600 billion in 2026. At the same time, their combined free cash flow
has declined from about $237 billion in 2024 to roughly $200 billion last year and is
expected to fall to around $150 billion in 2026. Amazon is expected to generate negative
free cash flow as it invests heavily. Microsoft and Google are better positioned, while Meta,
though still positive, is expected to see a roughly 90% decline in free cash flow.

Hyperscaler Capex Explodes Higher
2026 estimates based on mid-point of guidance (META, GOOGL, AMZN),
Bloomberg consensus (MSFT)
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The good news is that this is a concern about cash flow, not a cash problem. These
companies collectively hold about $420 billion in cash. The issue is timing—spending is
happening now, while the returns are expected later.

Software stocks have been hit especially hard. Recent demonstrations showed Al tools
completing complex tasks, including building simple applications with very little human
input. This raised concerns that some software features could become less valuable. At the
same time, many businesses are actively using Al to improve productivity and work more
efficiently across existing tools. The market reaction has been broad and, in many cases,
overly aggressive. While Al will clearly impact software, we believe the greatest risk
appears to be in more generic products that lack domain expertise and have low switching
costs.

Despite widespread concerns about Al investment, there are several reasons this does not
yet look like the end of the cycle. Key bottlenecks are still being discovered, including
shortages in memory, data storage, and network capacity. Fixing these constraints will take
years, not months, suggesting this build-out is still underway.

According to an interview with Nvidia CEO Jensen Huang, demand has been so strong that
even six-year-old chips are currently being rented out. One of the first signs that demand is
slowing would be if these older chips are no longer fully utilized. For now, demand remains
strong.

The debate about whether we are in an Al bubble is an interesting one. Bubbles, by
definition, tend to fool investors at their peak, when participation is widespread, and
skepticism fades. Historically, markets do not peak when investors are actively debating
whether investments are too large. They peak when everyone agrees that the spending is
the right move and stops questioning it. Today’s market still reflects debate and caution.

Overall, we believe recent volatility reflects uncertainty about timing and returns, not
weakening business conditions. We have not made significant changes to our asset
allocation. Pullbacks and corrections are to be expected, and for now, we remain
optimistic.

For a full description of each strategy, please click here.
Best regards,

CHURCHILL MANAGEMENT GROUP at Focus Partners Wealth
877-937-7110
info@churchillmanagement.com
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https://www.churchillmanagement.com/investment-management/individual/

The information provided is educational and general in nature and is not intended to be, nor should
it be construed as, specific investment, tax, or legal advice. Individuals should seek advice from
their wealth advisor or other advisors before undertaking actions in response to the matters
discussed. No client or prospective should assume the above information serves as the receipt of,
or substitute for, personalized individual advice. This reflects the opinions of Focus Partners or its
representatives, may contain forward-looking statements, and presents information that may
change. Nothing contained in this communication may be relied upon as a guarantee, promise,
assurance, or representation as to the future. Past performance does not guarantee future results.
Market conditions can vary widely over time, and certain market and economic events having a
positive impact on performance may not repeat themselves. The charts and accompanying
analysis are provided for illustrative purposes only. Investing involves risk, including, but not limited
to, loss of principal. Asset allocation and diversification may be used in an effort to manage risk and
enhance returns. However, no investment strategy or risk management technique can ensure
profitable returns or protect against risk in any market environment. Focus Partners' opinions may
change over time due to market conditions and other factors. Because of the many variables
involved, an investor should not rely on this forecast alone.

Any index or benchmark shown or discussed is for comparative purposes to establish current
market conditions. Index returns are unmanaged and do not reflect the deduction of any fees or
expenses and assumes the reinvestment of dividends and other income. You cannot invest directly
in an index. This is prepared using third party sources considered to be reliable; however, accuracy
or completeness cannot be guaranteed. The information provided will not be updated any time after
the date of publication.

Services are offered through Focus Partners Wealth, LLC (“Focus Partners”), doing business as
Churchill Management Group. Focus Partners is an SEC registered investment adviser with offices
throughout the country. Registration with the SEC does not imply a certain level of skill or training
and does not imply that the SEC has endorsed or approved the qualifications of Focus Partners or
its representatives. Prior to January 2025, Focus Partners was named The Colony Group, LLC.
Focus Partners has been part of the Focus Financial Partners partnership since 2011. On
07/01/25, Churchill merged with and into Focus Partners Wealth. Clients of Churchill Management
Group assigned their advisory agreements to Focus Partners Wealth.
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