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Reality check – AI opportunity meets real-world constraints 
Nearly four years have passed since ChatGPT brought Artificial Intelligence (AI) into the mainstream. 
Since then, AI has become one of the dominant investment themes in global equity markets, with 
significant capital flowing into semiconductors, data centre infrastructure, component suppliers and the 
hyperscalers. 

As with the internet after the technology bubble burst in the early 2000s, AI is likely to expand across 
the economy over many years, suggesting a multi-year cycle still in its early stages.  However, a powerful 
theme does not automatically translate into an attractive investment at any price.  Markets are often 
effective at identifying the right long-term direction, but less reliable at judging when expectations, 
valuations and earnings assumptions have moved too far ahead of reality. 

This Quarterly Outlook takes a reality check on the AI theme, with a focus on the physical, financial 
and regulatory constraints shaping the delivery of AI infrastructure.   

The question is no longer simply whether AI demand exists.  It is whether the infrastructure required to 
meet that demand can be delivered on time, funded sensibly and translated into earnings that justify 
current valuations. 

Execution challenges are already emerging.  In the first quarter of 2026, at least 75 data centre projects 
in the U.S --- the data centre capital of the world --- were delayed or blocked, representing circa US$130 
billion of investment, according to Data Centre Watch.  This matched the scale of all 2025 project delays.   

Sightline Climate estimates that up to 60% of the cumulative 102GW U.S. data centre pipeline announced 
since 2024 may be at risk, with uncertainty most acute for 2027 and 2028.  Even for 2026, around half 
of the announced pipeline remains on paper.  

We are therefore allowing for a slower and more uneven deployment profile than markets may currently 
be assuming.  We expect further delays to occur, given four emerging constraints to the AI buildout:  

 

Currently, AI-related company valuations assume smooth execution, whereby announced capacity will 
translate into revenues with limited disruption.  This assumption should be tested.  If capacity is delayed, 
revenue and earnings may disappoint.  In areas of the market where expectations remain high, even 
modest setbacks may have a meaningful impact on earnings expectations and share prices.    

Recent market performance suggests investors are becoming more selective, with AI-related companies 
beginning to diverge.  Those demonstrating clear earnings leverage from AI investment are being 
rewarded, while those facing questions around monetisation, capital intensity and prospective returns 
are coming under greater investor scrutiny.  This reinforces the importance of active management and 
intentional diversification across asset classes as the AI cycle evolves.  Within international equities, our 
approach combines long-term conviction, fundamental research and valuation discipline with a broader 
yet selective assessment of opportunities across the AI ecosystem.   
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Four growing constraints on data centre growth 
Our recent research trip to the U.S. highlighted four constraints now shaping the pace and cost of the AI 
data centre build-out: power availability, component shortages, funding appetite and regulatory hurdles.  
Some constraints are cyclical and may ease with time.  Others, particularly power and permitting, are 
more structural and harder to resolve. 

1. Power: the key constraint to solve 
The most important bottleneck is no longer chips.  It is power.  The U.S. remains the data centre capital 
of the world, but it is facing a host of power-related issues, namely, the lack of power (often creating 
powerless data centre shells) and the lengthy timeline to be connected to the grid.   

Connection timelines to the power grid have more than doubled from around two years to as long as 
five, based on our discussions with various companies.  In many cases, developers are being told, 
explicitly or implicitly, to bring their own power. 

Speed to power is crucial.  As a result, hyperscalers are increasingly becoming power generation 
owners, taking the power shortage issues into their own hands.  This is a significant shift.  The AI build-
out is no longer just a question of securing chips, land and data centre capacity.  It increasingly depends 
on securing quick access to reliable, affordable and scalable electricity. 

As a result, completion of a large-scale data centre construction has extended from approximately two 
years to as long as six years.  These delays matter, as the ability to convert announced capacity into 
revenue postpones the return on capital to investors. 

2. Component shortages: solvable, but inflationary 
The second constraint is component availability driving significant cost inflation, which is difficult to 
sustain in any industry.  Shortages are appearing across several parts of the data centre supply chain, 
from transformers to large gas turbines, where wait times can exceed two to three years, based on 
company discussions.  Caterpillar Inc. CEO Joe Creed recently noted that demand for power generation 
equipment remains very strong with ‘‘orders extending into 2029 and 2030’’, pointing to multi-year lead 
times for some critical equipment.  These bottlenecks are not necessarily permanent but contribute to 
project delays and higher construction costs. 

Memory chips are another constraint, although more cyclical and likely to ease over time as new supply 
is added.  Memory prices have increased significantly since 2025, with anecdotal evidence of doubling 
and tripling for some chips.  This adds to the cost of data centre construction and contributes to rising AI 
capital expenditure (capex), while also impacting consumer electronics.  Apple Inc. recently noted that 
memory costs and supply constraints are expected to continue rising.   

History offers a cautionary lesson.  Memory chip markets have been highly cyclical: periods of strong 
demand and rising prices can encourage aggressive capacity expansion, only for oversupply and falling 
prices to follow if demand slows.  The 2018-19 
downturn is a useful reminder: after strong 
demand from cloud computing and 
smartphones, memory chip makers added 
capacity aggressively.  As demand softened 
and inventories rose, prices fell sharply, 
weighing on earnings and share prices, as 
illustrated by Micron and SK Hynix.  

Discipline is needed when assessing memory 
chip exposure.  In July, Micron, Samsung 
Electronics and SK Hynix share prices fell 
39%, 41% and 52% respectively from their 
June peaks, suggesting fragility of sentiment. 
With new supply potentially arriving in 2028-
2029, and data centre deployment at risk of 
slowing, earnings expectations may prove too 
optimistic if shortages give way to oversupply.
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3. Funding appetite: the market is becoming more selective 
The third constraint is funding.  For much of the past decade, major technology companies were able to 
fund growth largely through internally generated cash flows, while being among the market's leading 
providers of shareholder capital through dividends and buybacks.  The scale of AI infrastructure 
investment is changing this dynamic.   

Hyperscaler capital intensity has risen materially 
over the past five years.  Consensus forecasts 
2026 capex of close to US$800 billion by 
Amazon, Microsoft, Alphabet, Meta and Oracle, 
which is close to double that of 2025.  Capital 
intensity refers to the amount of capital 
spending required to generate a dollar of 
revenue --- businesses with higher capital 
intensity allocate a larger share of cash flow to 
investment, leaving less available for dividends, 
buybacks or debt reduction.   

This shift is already evident, with declining 
buyback activity across many hyperscalers this 
year. 

On top of this, AI-related debt issuance reached approximately US$236 billion by the end of May 2026, 
around four times the level from a year earlier, according to Morgan Stanley.  Issuance is forecast to 
approach US$570 billion for the full year.  Access to capital markets is becoming increasingly important, 
even for companies with substantial balance sheet strength.  Hyperscalers are broadening their investor 
base by raising debt across international markets, including euro, sterling, Swiss franc, Canadian dollar 
and yen markets, reflecting the scale of funding required and the need to access deeper pools of 
capital.  

Alphabet, one of the world's largest companies with a market capitalisation of ~US$4.2 trillion, recently 
reported its first negative free cash flow since its public offering in the 1990s.  The company has raised 
approximately US$76 billion of debt across six currencies this year, including the largest ever yen-
denominated bond issued by a non-Japanese borrower.  This is in addition to US$50 billion of equity 
raised during 2026 and a further US$40 billion equity distribution agreement already in place.   

Financing is increasingly drawing on a broader range of credit markets, including secured and 
unsecured debt, structured finance and private capital sources, with new and complex financing 
structures emerging.  In August, NVIDIA announced partnerships with Apollo, BlackRock, Blackstone, 
Brookfield, Goldman Sachs and KKR to establish compute financing platforms intended to mobilise over 
US$500 billion of third-party capital to support projects across Nvidia’s ecosystem.  The circular nature 
of this and many similar financing deals, including special purpose vehicles, warrants close attention. 

While capital raisings are becoming a persistent feature of this phase, investors are more discerning 
around balance sheet strength, capital discipline and clear monetisation pathways, while demanding 
more compensation (refer: Still Waters Run Deep). 

4. Regulation and permitting: the hardest constraint to predict 
The fourth constraint may prove the hardest to forecast: regulation and permitting.  Unlike component 
shortages, which can often be resolved through investment and time, regulatory constraints reflect 
broader community and political concerns, including energy availability, grid reliability, water use, land 
use, local infrastructure pressure and data sovereignty. 

New York has already approved the first statewide moratorium on data centre construction, and other 
states are considering various forms of restriction or opposition to new development.  This does not 
mean data centre growth stops, but it introduces a political and permitting bottleneck that could slow 
capacity growth, extend delivery timelines and increase development costs.  
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Most recently, Texas, amongst the largest data centre markets in the U.S., has called for a pause on new 
data centres as the state audits on energy and water usage.  

This adds another layer of execution risk --- regulation is uncertain, can change quickly and may vary 
materially by region, making it harder to assess how quickly announced capacity can be delivered. 

Investment implications: moving from promise to execution 

While AI remains a powerful long-term investment theme, we believe markets may be underestimating 
the practical challenges associated with deploying the infrastructure required to meet demand.  

For investors, the key risk is not that AI demand fails to emerge, but that deployment proves slower, 
more capital intensive and less predictable than anticipated.  In parts of the AI value chain where 
valuations already reflect optimistic assumptions and strong execution, even modest delays, cost 
overruns or funding pressures could result in earnings disappointments and share price volatility. 

Recent second quarter results illustrate this shift.  Microsoft share price rallied after the company 
reported strong revenue and profit growth, accelerating cloud business momentum, and maintained 
both its capex expectations and positive free cash flow guidance.  In contrast, Meta and Alphabet shares 
fell sharply after both companies raised their capex guidance.  The market is not rejecting AI investment, 
but it is becoming more selective about the scale, funding and expected returns. 

It is no longer sufficient for a company to be simply exposed to AI.  The more important question for 
investors is whether that exposure can be monetised, funded sensibly and converted into durable 
earnings. 

Looking beyond the obvious AI exposures – portfolio examples  
As the AI cycle matures, we believe the opportunity set will broaden beyond the most obvious 
technology leaders.  This does not imply avoiding the large technology companies altogether.  Rather, it 
reinforces the importance of being deliberate about where exposure is held, what role it plays in the 
portfolio and whether the investment case is supported by cash generation, balance sheet strength, 
durable competitive advantages or solving for infrastructure bottlenecks.  

Mutual Trust portfolios are positioned for this shift by taking a broader and selective approach across the 
AI ecosystem.  The best opportunities may not always be the companies most directly associated with 
the AI narrative; they may include businesses with less visible but critical roles in enabling the 
infrastructure behind it and solving the hardest bottlenecks. 

Our international equity portfolio includes direct and indirect exposures to energy, networking 
equipment helping to move data efficiently, industrial components supporting data centre power 
requirements, and key commodities such as steel and copper.  We prefer companies with diversified 
revenue streams and strong balance sheets, rather than those purely leveraged to AI enthusiasm or the 
pace of data centre rollout.  

Intentional diversification remains critical for risk management, with each exposure playing a distinct and 
complementary role in portfolio construction.  Our approach balances the need to own high-quality 
business with discipline around valuation and entry points.  We continue to actively rebalance portfolios, 
including trimming positions that have materially benefited from the recent rally.   

The following examples illustrate how we are expressing exposure across different parts of the AI 
ecosystem: 

Cisco Systems Inc. (CSCO):  
Cisco is not the first company investors associate with AI, but networking is essential to the AI buildout.  If 
data centres are the factories of the AI economy, then networking is part of the conveyor belt allowing 
the factory to operate.  As individual data centres reach physical and power limitations, AI training  

‘‘From an investment perspective, there will be winners and losers, and while exposure is sought, we 
believe it should be done with a careful eye on ensuring and maintaining portfolio resilience.’’ 
 

FUTURE FUND, POSITION PAPER --- PORTFOLIO RESILIENCE: AI, AUGUST 2026 
 



 

                                                         Quarterly Outlook --- Reality check --- AI opportunity meets real-world constraints  
                                                         Written by Simone Rouse and Stella Ng | 26 August 2026   5 

workloads are increasingly being distributed across clusters of data centres located far apart, effectively 
operating as one mega-sized supercomputer.  Cisco provides the optical networking solutions to help 
enable this data to move efficiently. 

Cisco meets several of our portfolio criteria.  Its revenue base is diversified beyond hyperscaler 
customers, with exposure to telecommunication, education, healthcare, large enterprise and government 
clients.  This reduces reliance on any single part of the AI trade, while still providing exposure to one of 
the critical infrastructure layers required for AI adoption.  Cisco recently reported fiscal fourth quarter 
earnings, upgrading its revenue and earnings guidance for the full year 2027 (FY27).  Specifically, AI 
infrastructure revenue is forecast to nearly double from FY26 levels while other segments of revenue 
are expected to grow strongly, driven by a ‘‘networking supercycle’’.  

ExxonMobil Holdings Corp. (XOM):   
Energy remains essential to the AI infrastructure cycle, and the focus on bottlenecks supports our 
ongoing conviction in selected exposure to the sector.  This is true regardless of when the Strait of 
Hormuz returns to normal functioning.  Data centres need reliable, resilient and affordable energy, and 
traditional energy companies remain important to meeting that demand as global electricity consumption 
rises (refer to: The world needs energy).  

Energy also provides useful 
diversification for portfolios.  
With technology now 
representing around 38% of the 
S&P 500 Index, portfolios may 
be more exposed to a single 
theme than they appear.  Over 
the past five years, the S&P 500 
Energy Index had a correlation 
of just 0.08 with the Information 
Technology sector --- the lowest 
correlation of any S&P 500 
sector --- indicating it moved 
largely independently of 
technology sector.   

In an environment where AI exposure is increasingly crowded, lower-correlated exposures may help 
provide portfolio resilience, acting as a form of portfolio insurance.  This makes energy a useful 
complement rather than a substitute for technology exposure.   

The Energy sector is also supported by strong earnings momentum, with FactSet data estimating 
earnings growth of more than 77% this year, ahead of Information Technology at 50%.  At its recent 
second quarter results, ExxonMobil (XOM) reported a doubling of earnings and a nearly threefold 
increase in free cash flow compared with a year earlier.  The company is working to supply energy 
solutions integrated with natural gas and carbon capture to technology hyperscalers.  We view 
ExxonMobil as well-managed, while also offering strong cash generation, dividend support (one of the 
top absolute dividend payers in the S&P 500 Index) and diversification benefits within portfolios. 

 

As the AI story moves from excitement to execution, portfolio resilience will depend on identifying 
companies able to translate AI demand into durable earnings, while avoiding areas where 
expectations may have moved too far ahead of realistic delivery.  Mutual Trust portfolios are well 
positioned with this discipline in mind. 

Please reach out to your Mutual Trust Advisor with any questions.   
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Helping families achieve what matters most. 
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