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We might all be fed up with the
amount of time spent discussing the
potential of artificial intelligence (Al)
and the number of column inches
given over to speculation about the
Al endgame. But this is a trend that
isn’t going away in 2026. In fact, it’s
only likely to grow. In my view, the
fate of Al will very much continue

to dictate the performance of the
world’s stock markets and corporate
behaviour in the coming year.

This fact is inescapable when we look at the
current state of the market. At the time of
writing, all of the top ten stocks by market
capitalisation in the MSCI All Country

World Index are plays on Al in some form.
These include the chip makers powering the
revolution, such as Nvidia and Broadcom,
and household names like Amazon, Apple and
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Microsoft, which are at the forefront of Al
usage to drive innovation and productivity.
In short, if Al continues to perform, the
stock market continues to perform. If Al
does deliver, US equities will probably

do better than the UK and Europe. But

if Al starts to disappoint, this could be a
significant problem at some point next year.

Artificially inflated?

Given the rapid pace of growth in Al, there is
certainly a chance that growth will moderate.
Since the public unveiling of OpenAl’'s GPT
models in November 2022, the speed of

Al adoption has been phenomenal. OpenAl
alone has reached 800 million users in

less than two years, a pace that dwarfs

the early growth of the internet and other
transformative technologies. This rapid
rollout has been enabled by the infrastructure
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such as smartphones, cloud platforms and
global connectivity. Ironically, much of this
infrastructure is a result of the vast amounts
investors ploughed into technology over the
last 80 years. Similar to the original late-90s
tech boom that spurred this splurge, could
we see a bust of a similar magnitude again?

To answer this question, it’s probably worth
looking outside the ‘Magnificent seven’
stocks and assessing how Al will affect
companies such as the other 493 members
ofthe S&P 500. Sectors ranging from
industrials and healthcare, to retail and
financials are rapidly integrating Al into their
operations, seeking productivity gains, cost
efficiencies, and new avenues for growth.
Morgan Stanley estimates that Al adoption
could translate into annual net benefits

of $920 billion for S&P 500 companies,
representing about 28% of consensus pre-
tax earnings for 2026." And according to
the Stanford Al Index, 78% of organisations
globally now report using Al in at least one
business function, up from 55% in 2023.?

Sectors ranging
from industrials and
healthcare, to retail
and financials are
rapidly integrating Al
into their operations.

Silicon stimulus

Looking at the effects of the Al industry on the
wider economy, data centre construction in the
US is estimated to account for almost all the
country’s GDP growth in the first half of 2025.%
Encouragingly, the longer-term benefits
across the economy should prove inherently
deflationary. As companies reduce costs and

do more with less, productivity benefits should
widen out from the economic boost that is
coming from the Al sector itself.

So, with Al making our daily lives easier,
boosting corporate profits, supporting
markets, and lifting global economic growth,
perhaps this time it really is different?

Of course, in reality there are always reasons
not to be completely bullish. We are already
seeing that there will be winners and losers
from the Al boom. After all, one firm’s cost
savings often equals another’s revenue losses.
Al tools can now perform tasks that once
commanded high fees at a fraction of the

cost. At the moment the collapse in pricing

is most acute among certain knowledge-
based services. As one finance director put it,
“What used to cost $1,000,000 now costs
$200,000 with Accenture, and ChatGPT can
probably do it for $10,000.”* This year we
have seen share prices of various consultancies
and software providers prove vulnerable and
this trend is likely to broaden across sectors in
the coming year.

"Morgan Stanley Research: Al Could Affect 90% of Occupations *Stanford HAI 2025 Al Index Report (official) *Nearly all US growth in 2025 tied to Al and data center-related capital spending |
TechSpot “Al sets up Kodak moment for global consultants | Reuters
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https://www.morganstanley.com/insights/articles/ai-workplace-outlook-2H-2025
https://hai.stanford.edu/ai-index/2025-ai-index-report
https://www.techspot.com/news/109794-tech-investments-lift-us-gdp-amid-broader-economic.html
https://www.techspot.com/news/109794-tech-investments-lift-us-gdp-amid-broader-economic.html
https://www.reuters.com/commentary/breakingviews/ai-sets-up-kodak-moment-global-consultants-2025-10-24/
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Farewell to freeware?

From the perspective of investors, the question
most will be asking is ‘how soon will we see a
return? The ability to monetise Al is its biggest

We are alr'eady Seelng uncertainty. While Nvidia and Broadcom have
that ther‘e Wi" be found profitable niches in hardware, most Al

. applications and services remain loss-making,
winners and losers with unclear revenue models. The emergence
fr.om the AI boom_ of Chinese models such as DeepSeek, which

offer advanced capabilities at lower cost and
are often given away for free, has further
complicated the outlook. At some point
somebody’s going to have to pay for all of this
investment, but who and how isn’t clear yet.
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At some point somebody’s going to have to pay for all
of this investment, but who and how isn’t clear yet.

Outside the Al industry, there appears to be a
growing scepticism about business leaders’
ability to foresee the ways in which Al will
affect their operations, and to direct investors’
capital accordingly. In the UK, estate agency
Rightmove was recently punished when it
announced a large-scale uptick in Al spending.
Its shares lost a quarter of their value due to
doubts that Al would enhance the experience
of house buyers sufficiently to create the

kind of returns forecast by management.®

From an economic perspective, the energy
consumption required to power data centres
is driving up electricity prices, particularly in
the US, where they now consume about 4% of
total electricity generated - a figure expected
to rise sharply by 2028.° Labour costs are
also increasing, as the construction and
maintenance of data centres require skilled
workers, many of whom are in short supply.

For 2026, investors must weigh the
optimistic case - of productivity gains, new
products, and value creation - against the
challenges of monetisation, inflationary
pressures, and sectoral disruption. If the
positives outweigh the negatives, then the
‘Magnificent seven’ could once again leave
the rest of the market in their wake.

But what seems more likely is that there will
be something of a shakeout, both among

Al companies and in the wider economy, as
we get more clarity around the Al winners
and losers. During this period, investors
will have to position portfolios accordingly
and stock picking is likely to come to the
fore. Companies best positioned to harness
Al’s potential or adapt to its disruptive
effects are likely to become more obvious.
But the avoidance of certain areas will

be as critical as finding the winners.

I'm afraid the only thing that is certain is
that you’re going to carry on reading at
least as much about Al in the coming year.

°Al’s awfully exciting until companies want to use it: Rightmove edition °Data Center Energy Demand Could Triple by 2028, Government Report Warns - Newsweek
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https://www.ft.com/content/74e31d3e-4b50-43b2-9aa2-e53f41b776a8
https://www.newsweek.com/data-center-energy-demand-could-triple-2028-government-report-warns-2004468
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Important information

Investment risks

Past performance is not a guide to future performance. The value of investments and the income
from them is not guaranteed and may go down as well as up and investors may not get back the amount originally
invested. Changes in currency exchange rates may affect the value of these investments.

Important information

For professional clients/qualified investors/wholesale investors only, not suitable for retail investors.
This is a marketing communication.

This is a financial promotion and is not investment advice. Telephone calls may be recorded.
For further information please see our Privacy policy at www.rlam.com

The views expressed are those of Royal London Asset Management at the date of publication unless otherwise indicated,
which are subject to change, and is not investment advice.

This document is private and confidential and only for use by “permitted clients” in Canada. This document is for information
purposes only and is not intended as an offer or solicitation to invest. This document does not constitute investment advice
and should not be relied upon as such. Royal London Asset Management Limited is authorized to provide investment
services in Canada under the International Adviser Exemption. Royal London Asset Management'’s principal place for
business is in the United Kingdom, and it is not registered as a manager in the provinces of Alberta, British Columbia,
Ontario, and Québec.

Issued in December 2025 within Europe (ex-Switzerland) by FundRock Distribution S.A. (“FRD”) the EU distributor for
Royal London Asset Management Limited. FRD is a public limited company, incorporated under the laws of the Grand
Duchy of Luxembourg, registered office at Airport Center Luxembourg, Level 2, 5 Heienhaff, L-1736 Senningerberg,
Luxembourg, and registered with the Luxembourg trade and companies register under number B253257. FRD is
authorized as distributor of shares/units of UCIs without making or accepting payments (within the meaning of Article
24-7 of the 1993 Law), as updated from time to time. FRD is authorised and regulated by the Commission de Surveillance
du Secteur Financier (CSSF). Portfolio management activities and services are undertaken by Royal London Asset
Management Limited, 80 Fenchurch Street, London, EC3M 4BY, UK. Authorised and regulated by the Financial Conduct
Authority in the UK, firm reference number 141665. A subsidiary of The Royal London Mutual Insurance Society Limited.

For Switzerland: Copies of the Memorandum and Articles of Association,the Prospectus, KIIDs and the annual and semi-
annual reports of the fund may be obtained free of charge from the fund’s representative

in Switzerland, ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich. The Paying Agent

in Switzerland is Banque Cantonale Vaudoise, Place St Frangois 14, CH-1003 Lausanne.

For Australia: For Wholesale clients only. Royal London Asset Management Limited is exempt from the requirement to
hold an Australian financial services licence under the Corporations Act (as a result of the operation of ASIC Class Order
03/1099 as amended by the ASIC Corporations (Repeal and Transitional) Instrument 2016,/396 and extended by ASIC
Corporations (Amendment) Instrument 2020,/200) in respect of the financial services it provides to wholesale clients in
Australia and is regulated by the Financial Conduct Authority under UK laws which differ from Australian laws.

Issued in December 2025 within Switzerland, Australia and the UK by Royal London Asset Management Limited,
80 Fenchurch Street, London, EC3M 4BY. Authorised and regulated by the Financial Conduct Authority,
firm reference number 141665. A subsidiary of The Royal London Mutual Insurance Society Limited.
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Contact us

For more information about our range of products and services, please contact us.
Royal London Asset Management, 80 Fenchurch Street, London, EC3M 4BY

Contact us

UK

For advisers and wealth For institutional client
managers queries
bdsupport@rlam.co.uk institutional@rlam.co.uk
+44(0)20 3272 5950 +44(0)20 7506 6500
Switzerland

For all investors:

john.parkin@rlam.com
+44(0)20 32725912

Germany
For all investors:

immo.gatzweiler@fundrock.com
+49 15154725296

FundRock provide EU Management Company services to RLAM.

Spain
For all investors:

mrona@altamarcam.com|
+34 9129007 28

Proud to partner with Altamar Capital to serve clients in Spain.

All other EEA investors

For all investors:

arnaud.gerard@fundrock.com
+352 691992 088

FundRock provide EU Management Company services to RLAM.

Australia
For all investors:

kevin.haran@rlam.com
+61(0)413 138055
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