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10 Questions About Artificial Intelligence: Part 2

Artificial intelligence (Al) has been and remains one of
the fastest-growing technology developments in history. Just
a few years after becoming broadly known, Al represents
a significant portion of the global economy and is now the
preeminent focus among investors. Developments in Al
have progressed and continue to unfold rapidly, and new
revelations on one day — say, the release of Meta Platforms
Inc.’s Muse model — can make preconceptions about Al
seem out of date.

Based on input from clients, investors, industry experts,
and our own analytic team, Argus has put together what we
see as 10 current key and enduring questions about Al, along
with our responses. We’ve broken these 10 questions into
Parts 1, 2, and 3.

Part 2, presented below, addresses three key questions
including risks that white-hot growth at the GPU makers
might slow, key adjacencies benefiting from Al infrastruc-
ture build-outs, and a discussion of companies best and
worst-positioned amid Al disruption. Following publica-
tion of Part 2, we will be publishing Parts 3. We welcome
feedback from clients and will continue to refine our 10
questions about Al in real time in response to this exciting
and ever-changing opportunity.

QUESTION 4: At the heart of the artificial intelligence (Al)
revolution are the graphics processing unit (GPU) develop-
ers, led by Nvidia Corp. and Advanced Micro Devices Inc.
and followed by a host of others. What is the risk that these
companies’ white-hot growth slows or stops?

ANSWER 4: Al infrastructure investment has broadened
out from an initial focus on hyperscaler data centers to a
broader set of customers, including enterprises, sovereigns,
and neoclouds. Wider adoption is being driven by the much
more diverse range of use cases driven by agentic Al. This

broadening of the market has benefited the makers of GPUs,
which represent the foundational piece in massive clusters
required for model training, deep learning, and inference.

Nvidia is the tentpole company of the Al revolution,
initially repurposing its GPU gaming cards for early Al
tasks. The company was also subject to fluctuations in the
crypto market and consumer cycles in gaming demand.
Nvidia’s revenue declined 7% in fiscal 2020, rebounded to
mid-50% annual growth in FY21 and FY22, and was flat
in FY23 on softening in crypto and consumer end markets.
After two years of triple-digit growth in FY24 and FY25,
growth moderated to 6% in FY26 before reaccelerating to
87% in the January 2027 fiscal year. Although growth is on
a path to “moderate” to the 70% range in FY28, note that
growth in dollars remains robust: rising from $216 billion
in FY26 to an estimated $410 billion in FY27 and to $680
billion in FY28, according to the consensus. If not for supply
constraints, according to CEO Jensen Huang, FY28 top-line
growth would be meaningfully higher. Nvidia has teamed
up with Wall Street giants (Apollo Global Management Inc.,
Blackrock Inc., Goldman Sachs Group Inc., and others) to
raise $500 billion in capital for Al infrastructure. Nvidia
anticipates multiple years of strong growth ahead.

AMD is No. 2 in GPUs and is also benefiting as inference
drives demand for industry standard servers (ISSs) using
AMD’s central processing units (CPUs). AMD generated
$6.6 billion in revenue in 2010 but did not get back above
that number until 2019. After three years of mid-double-digit
growth in 2020-22, revenue declined in 2023 and grew 14%
in 2024. Fueled by both its CPU and GPU franchises, growth
accelerated to 34% in 2025 and is on a path to accelerate
from 47% in 2026 to 73% in 2027. In dollar terms, AMD’s
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revenue is forecast to rise from $35 billion in 2025 to $51
billion in 2026 and $88 billion in 2027.

Companies including Broadcom Inc. and Marvell
Technology Inc., which make application accelerators and
XPUs (both of which are task-specific GPUs), are report-
ing similar growth trajectories as customer and market
opportunities broaden. Al infrastructure spending grew
about 60% annually to $320 billion in 2025, according to
industry analysis firm IDC. Al infrastructure spending is
on a path to exceed $1 trillion in 2029, the firm estimates.
IDC noted that Al infrastructure investment is accelerating
at a pace that signals a clear shift away from experimen-
tation to a sustained, multiyear capital commitment cycle
by end customers. Based on these and other forecasts and
guidance from the major GPU providers, we expect GPU
and related semiconductor growth to sustain and in many
cases accelerate from high levels in coming years.

QUESTION 5: What are some the key adjacencies that
are benefiting from Al development? And which of these
companies are best positioned to thrive?

ANSWER 5: The initial gold-rush phase of Al was char-
acterized by intense activity among hyperscalers to build
massive GPU clusters and support infrastructure as they
sought to develop and train their own large language models
(LLMs). But this focus on Al data centers also represented
one of the key bottlenecks in Al infrastructure. Al content,
in the words of rock singer Meat Loaf, was “all revved up
with no place to go.”

Late in 2024 and early in 2025, Argus noted that the Al
revolution had primarily been focused within hyperscalers
(major cloud service providers) and was concentrated in
GPU compute at massive cloud data centers. Argus forecast
that in coming years, the Al revolution would spread out
from this initial concentration at hyperscalers to include
customers in other categories including major enterprises,
sovereigns, and neoclouds. We further forecast that the need
to accommodate Al-generated data would trigger massive
business growth at data storage and memory companies.
And we forecast that the need to disseminate Al data to
these new classes of customers would trigger massive
business growth at data networking companies.

Those forecasts began to play out during 2025, as data
storage and memory companies had huge business growth
and were among the best stocks in the S&P 500. During
2026, data networking companies have reported strong
double-digit growth rates, and their stocks are leading the
Information Technology sector and broad market. The
first phase of generative Al, dominated by the training of
LLMs, is giving way to the age of agentic and physical Al,
which requires much more compute-intensive inference in
multimodal and frontier models. This is further contributing
to Al-related data growth.

Technology segments benefiting from the need to
deliver Al-as-a-system include data storage and memory,
networking, and traditional enterprise infrastructure. In these
segments, Argus has identified multiple companies best
positioned to benefit from the broadening in AI demand.

In the networking space, Argus favors optical-net-
working leader Ciena Corp., “cloud titan” network provider
Arista Networks Inc., and enterprise industry leader Cisco
Systems Inc. as three companies well positioned to deliver
Al services to customers. In the data storage and memory
space, Argus favors Seagate Technology Holdings plc and
Western Digital Corp., which form a duopoly in nearline
hard disk drives for Al data centers; Sandisk Corp. in the
nonvolatile memory space; and Micron Technology Inc.,
the leading U.S.-based provider of DRAM and NAND
memory. Data storage systems providers including NetApp
Inc. are subject to higher input costs for their solutions, but
NetApp has driven revenue acceleration with successful
cost pass alongs and higher prices.

Dell Technologies Inc. is a good example of the
fast-developing market opportunity in the legacy enterprise
infrastructure space. As of mid-2026, Dell had thousands
of customers for its Al servers and related IT infrastructure
including storage arrays, industry standard servers, and
networking gear. None of these customers included the
major hyperscalers.

As of August 2026, Dell expected at least $74 billion
in Al-optimized server revenue in FY27, almost triple
the $25 billion in FY26. Dell’s traditional x86-based ISS
revenue grew more than 120% annually in the most recent
quarter. In 1H27, Dell generated as much revenue from ISS
and networking than it generated in any full prior year in
company history.

Outside the Information Technology sector, industrial
companies providing power, cooling, electrical, and related
solutions are also experiencing extraordinary growth. Top
beneficiaries include Caterpillar Inc., Emerson Electric
Co., Honeywell International Inc., Rockwell Automation
Inc., and others. As Al demand continues to broaden out,
we expect strong and even accelerated growth for providers
of the adjacent infrastructure enabling the Al revolution.

QUESTION 6: Which incumbents are most vulnerable to
Al disruption? And which are best positioned to integrate
Al defensively?

ANSWER 6: The Al revolution has been so consistently
strong and inclusive that it initially swept along much of
the Information Technology sector. But as the Al revolution
moves beyond year three, several significant developments
have revealed risks to industry incumbents across the tech-
nology landscape. These developments primarily relate to
Al displacement and the impact of soaring component costs
in a supply-constrained environment.
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Fears of Al displacement have been mainly centered
in the enterprise application software space. The trajec-
tory of these fears is expressed in the iShares Expanded
Tech-Software Sector ETF (IGV). The software ETF hit
an all-time closing high around 117 in September 2025.
The release of certain highly capable frontier models,
most notably Anthropic PBC’s Claude Code, showed that
many formerly proprietary software tasks could be done
quickly and cheaply with AL. IGV declined gradually into
year-end 2025 and then its decline accelerated in the new
year, reaching bottom at a closing low of 74 in April 2026.
IGV has since rebounded to a low-100s level, as software
companies counter displacement fears by highlighting their
proprietary products, deep customer engagements, and de-
fense against “weakest link” cybersecurity vulnerabilities.

Component prices and particularly memory prices have
soared due to voracious hyperscaler appetites for hardware
to support infrastructure investment. Companies with high
personal computer exposure such as HP Inc. report that
memory is now up to 70% of the bill of materials cost of
building a PC. In releasing its newest iPhone family in
September 2026, Apple Inc. raised iPhone prices by approx-
imately $100 per device and more for high-memory-content
phones. These rising costs and the urgency to invest in Al
are causing chief information officers to reshape their IT
budgets in some cases away from long-standing customers.

International Business Machines Corp., which in April
2026 warned of a decline in 2Q26 infrastructure revenue,

reported a steeper-than-expected demand decline in July
2026. Customers shifted purchases away from IBM’s
mainframe computers and its complementary transactional
software stack. These customers redirected spending to
ISS servers, a market in which IBM no longer competes,
and data storage in order to secure supply-constrained IT
hardware ahead of further price increases.

IBM shares declined sharply on the 2Q26 revenue
miss and are down 22% year-to-date. But the stock is up
sharply from pre-Al days. IBM Watson playing Jeopardy
against a past champion helped popularize the concept of
Al years before ChatGPT. IBM, like the software compa-
nies and makers of Al PCs, should ultimately benefit from
positioning within the Al ecosystem. We expect creative
disruption to continue to challenge industry incumbents.

As to which companies are best positioned to integrate
Al defensively, no company is in a position to sit on the
sidelines and watch its competitors bring Al practices into
their everyday operations and into customer interactions.
Market sectors at the forefront of Al adoption, for both
offensive and defensive reasons, include Healthcare, In-
formation Technology, and Financial. Even in regulated
sectors such as Utilities, which would seem to have less
urgency to integrate Al into their operations, sector com-
panies are adding smart meter technology and using Al to
upgrade their internal operations. In short, nearly every
company inside and outside of the Al ecosystem will need
to integrate Al both offensively and defensively.

Jim Kelleher, CFA,
Director of Research
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KEY ECONOMIC FORECASTS

The $33 trillion U.S. economy remains on course for productive long-term growth, powered by corporate in-
vestments in artificial intelligence (Al). Nvidia Corp. CFO Colette Kress estimated in May that Al infrastructure
spending is on track to reach $3 trillion-$4 trillion annually by the end of this decade.

Real potential gross domestic product (GDP) — the sustainable speed limit of the US economy — is poised to
increase to 2.1%, on average, through 2030, according to the Congressional Budget Office. Al is likely to raise
productivity, offsetting slower growth in the labor force from an aging population and reduced immigration.

We raised our 2026 GDP growth forecast to 2.4% from 2.2%. We also boosted our 2027 forecast to 2.4%, up
from 2.2. We initiated an estimate for growth of 2.2% in 2028. In an August 2026 speech, Tom Barkin, president
of the Federal Reserve Bank of Richmond, cited the low unemployment rate and a record 59 months with un-
employment below 4.5% as keys to the economy’s resilience. President Barkin added that “consumers aren’t
feeling as much pressure to cut back” when they have jobs.

Argus expects S&P 500 earnings per share (EPS) to rise almost 25% to $340 in 2026 and increase about 15% to
$390 in 2027. EPS are helped by an increase in operating margins to about 19% this year. Growing tech giants
such as Microsoft Corp. and Nvidia have higher margins than Dow stalwarts such as Walmart Inc. and Cater-
pillar Inc. Argus expects the S&P 500 to trade in a range of 6,900-8,450 over the next 12 months. Our year-end
2026 price target for the S&P 500 is 8,000, based on a multiple of 20.5-times our 2027 EPS estimate.

The Misery Index, which is the Consumer Price Index (CPI) inflation rate plus the unemployment rate, is 7.9%,
below the average of 9.1% since 1949, but up from 6.7% in January. Unemployment is low, at 4.2%. Inflation
remains elevated at 3.7% in September, but it is below the recent peak of 4.2% in May.

Gasoline prices at $4.35 a gallon are straining consumers’ preholiday spending. Inflation will be a key issue in
fall elections for control of Congress. Looking ahead to 2027, the Energy Information Administration outlook calls
for a recovery in oil supply and ultimately a surplus. If that’s the case, West Texas Intermediate likely will resume
its secular downtrend. Our preliminary 2027 outlook is $70 a barrel, down from $80 in 2026.

The yield on the 10-year Treasury bond has jumped to about 5.25%, up from 3.95% before the escalation of the
conflict with Iran. The 10 year has a bigger and more direct effect on the economy than an equivalent move in
the Federal Funds rate. We expect the 10 year to end 4Q27 in a range of 4.0%-5.0%.

Gold, the ancient safe-haven asset, is likely to remain at high levels, in a range of $4,000-$6,000 an ounce in
2026, amid buying by central banks, global uncertainty, and concerns about the U.S. budget deficit.

The Federal Open Market Committee voted 12-0 in September to raise the Fed Funds target by a quarter point
to 3.75%-4.0%. Argus Fixed Income Strategist Kevin Heal expects another hike in December before the Fed
moves to the sidelines in 2027. We expect the dollar to be to be flat to firmer over the next year, helped by higher
rates and demand for shares of innovative U.S. companies.

What could go right? Low unemployment, strong S&P 500 earnings, ongoing innovation, spending by wealthy
consumers, massive capital investment in Al, and productivity gains.

Risks: Higher interest rates, a pause in investment by Al companies, a weak housing market, inflation/strains on
affordability, hostilities with Iran, and U.S. budget deficits raising the national debt.




CURRENT ECONOMIC RELEASES

Current Economic Releases

Previous Argus Street
Release Report Estimate Estimate Actual
8-Oct Wholesale Inventories August 5.8% 6.6% NA 6.4%
9-Oct U. Michigan Sentiment October 48.1 47.0 47.8 46.3
13-Oct Existing Home Sales September 3.93 Min. 4.00 Min. NA 3.99 Min.
14-Oct Consumer Price Index September 3.4% 3.6% 3.6% 3.7%
CPI ex-Food & Energy September 2.4% 2.4% 2.5% 2.6%
15-Oct PPI Final Demand September 5.4% 5.5% 5.4% NA
PPI ex-Food & Energy September 4.6% 4.5% 4.4% NA
Retail Sales September 5.4% 5.6% NA NA
Retail Sales ex-autos September 6.2% 6.5% NA NA
Business Inventories August 3.8% 5.5% NA NA
16-Oct Industrial Production September 1.4% 1.7% NA NA
Capacity Utilization September 76.3% 76.4% 76.5% NA
Import Price Index September 7.0% 7.5% NA NA
20-Oct Housing Starts September 1,275K 1,305K 1,300K NA
22-Oct Leading Index September -0.1% 0.2% NA NA
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