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Key Takeaways:
•	 AI success does not guarantee investor success. AI can raise productivity, but competition can push those benefits 

to customers through lower prices rather than higher profits for shareholders. The scale and speed of the AI 
buildout raise the stakes. 

•	 The next phase of AI investing will require greater selectivity. AI exposure alone is not enough. What investors pay 
for growth, profitability and quality matters.

•	 KIM’s Active Equity strategies take a more selective approach to AI. They have less meaningful AI exposure than 
their benchmarks, while generally owning AI-exposed companies with lower valuations and equal or better quality 
and growth.

AI can be a truly revolutionary technology while the companies that enable it still face setbacks. Jensen Huang’s sudden 
departure from Nvidia is the latest reason to question the risks surrounding the AI boom, but it is actually not the most 
important one. 

Investors should instead focus on whether AI businesses will earn enough to justify trillions of dollars in planned 
investment. The technology may improve productivity while competition pressures prices and profits. The next phase 
of AI investing should be focused on what investors are paying for the growth and profits that exposure ultimately 
produces.

Better Technology Can Mean Lower Profits
AI promises to help businesses produce more at a lower cost. Investors may assume that means higher profits. But what 
happens when competitors all get the same technology? A simple example shows why the answer matters.

Consider a town’s bakeries. Give one bakery an oven that makes twice as much bread at the same cost, and it gains an 
advantage over its rivals. Give every bakery that oven, and that advantage disappears. If they all double production, 
people aren’t twice as hungry. Unsold loaves pile up, bakeries cut prices, and profits can fall.

The ovens have delivered exactly what they promised. Customers get cheaper bread. Yet the bakery owners may earn 
less.

The same risk applies to AI. When competitors can use the same tools, competition can pass the savings to customers 
rather than leave them as extra profits for shareholders.

The reality is that higher productivity does not guarantee higher profits or higher margins.



AI Could Put Software – and Other Firms’ Profits – Under Pressure
AI can make useful software cheaper to build. Competitors may then offer similar products for less, or even for free.

An October 14, 2026, Futurism article reports that developers used Anthropic’s AI tool Claude to create free alternatives 
to Adobe products, including Photoshop, Lightroom and Premiere. It also reports that ArtCraft announced free 
alternatives to Microsoft Word, Excel and PowerPoint, called WordCraft, GridCraft and DeckCraft. ArtCraft charges for 
optional AI image and video services.1

If free alternatives become good enough, established providers may have to cut prices or lose customers. That raises 
a serious question for businesses such as Adobe and Microsoft 365: how much will customers keep paying? The article 
does not show that the alternatives match every feature, that customers are switching in large numbers, or that profits 
have collapsed.

Examples beyond software show how AI can put profits under pressure:

•	 IFIS Japan: AI brought translation in-house; division operating profit fell 24.1% (Jan–Sep 2026).2

•	 Chegg: AI weakened paid-study demand; adjusted net profit fell 59% (Q2 2025).3, 4

•	 Straker: AI squeezed translation prices; gross profit fell 18.8% (FY2026), amid other pressures.5

•	 Reach: AI search hurt readership; adjusted operating profit fell about 4% (H1 2026); print also fell.6, 7

•	 Japanese translators: net profit fell 70.7% (FY2022–25) amid AI-driven price competition.8

AI can be a spectacular success for its users without being a spectacular investment for its shareholders.

Projected AI Spending Exceeds Past Infrastructure Booms
Pressure on profits matters when companies are committing enormous sums. The Wall Street Journal cites projected US 
investment of $10.3 trillion in data centers and related AI infrastructure from 2025 through 2032. Annual spending would 
average 3.63% of US economic output (GDP), above all the historical booms shown.9

Source: The Wall Street Journal; estimates by Stijn van Nieuwerburgh. AI spending for 2025–32 is projected.10



AI Investment Is Rising Unusually Quickly
The Bank for International Settlements (BIS) compares how quickly investment grew during different booms. Spending by 
the major AI cloud companies reaches more than four times its starting level. The next biggest investment bubble, the 
canal boom, peaked after roughly five years. AI’s 2026 figure uses announced spending plans.11 Paul Kedrosky describes 
the pace as “about half the time” of earlier booms. He argues that capacity is being built ahead of demand, putting 
future returns at risk.12

Source: BIS Working Paper No. 1367, Figure 1(a), also reproduced by Paul Kedrosky. The 2026 AI figure uses announced spending plans.13

Debt and Shared Funding Can Spread Losses

A working paper from the BIS, which serves central banks, explains how this race could go wrong. Each company may 
spend heavily to avoid falling behind, even when the industry as a whole is building more than future revenue can 
justify.14 The paper’s full model puts early investment about 40% above the level it identifies as the best use of resources. 
A simpler version puts the excess at about 50%. These estimates depend on the model’s assumptions.15

If revenue disappoints, companies may stop expanding while still owing money on what they built. Selling specialized 
equipment at the same time can drive resale prices down and deepen losses.16 Funding ties can spread the damage. 
A large technology company may invest in an AI developer that promises to rent its computing power. If the developer 
fails, its backer could lose money and cut support for another developer.17

These deals can fund useful projects while making the companies more dependent on one another.18 The paper does not 
predict an inevitable crash. Strong demand and productivity gains could justify substantial investment. Its warning is that 
useful technology can still be financed and built in ways that produce heavy investment losses.19



KIM Active Equity Strategies and Their AI Exposure vs. Benchmarks

KIM’s Active Equity series participates in AI with less portfolio exposure to stocks that have meaningful20 AI exposure than 
each strategy’s respective benchmark. Simply put: KIM Active Equity series AI-exposed holdings are less expensive, 
higher quality companies that are typically growing faster than their AI exposed peers in their benchmarks. 

Each bold KIM row is paired with its benchmark directly underneath.

•	 Meaningful AI Exposure shows how much of the entire portfolio or benchmark is invested in AI-exposed stocks.

•	 The remaining five columns describe only those AI-exposed stocks.

Source: L2 Asset Management, LLC. Data as of October 31, 2026.21 *FCF/EV = Free Cash Flow to Enterprise Value.

Within those AI-exposed holdings, the figures show:

•	 Lower price-to-sales and price-to-earnings multiples in all four KIM strategies.

•	 Higher free-cash-flow yield in the three large-cap strategies, with Midcap matching its benchmark at 1%.

•	 Equal or higher return on equity in every strategy: Large Core matches its benchmark; the other three exceed theirs, 
denoting the holdings in the entire Active series are of equal or higher quality than their benchmark peers.

•	 Higher one-year sales growth in the three large-cap strategies. Midcap is the exception: 40% versus 45%.  So in 
all the KIM Active Equity Large Cap strategies you are paying less for higher quality and faster growing AI exposed 
companies than their benchmark.  In the one strategy where the growth is lower, Midcap, both the strategy and the 
benchmark have ~5% exposure to names with meaningful AI exposure
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investments linked to future computing purchases can help useful partnerships work, while shared financial exposures can transmit distress.

19.	 Phurichai Rungcharoenkitkul, The AI Investment Race, BIS Working Papers No. 1367, July 7, 2026, printed pp. 28–29 and 35–36 (PDF pp. 30–31 and 37–38). Numerical 
thresholds and probabilities are illustrative, not forecasts. Sufficiently large productivity gains may justify planned investment. The author’s views are not necessarily those 
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