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T. Bailey Weekly Update 1 September 2026

The Cost of the Al Boom

In this week’s Weekly Update, T. Bailey Fund Manager, Elliot Farley examines what Nvidia’s latest
results tell us about the continuing strength of the Al investment boom. He considers whether the
scale of infrastructure spending can ultimately generate adequate returns, and why the associated
demand for energy, equipment, construction and financing could also complicate the Federal
Reserve’s inflation challenge.

Nvidia’s latest figures last week showed that the artificial-intelligence investment boom remains
firmly with us. The more difficult question is whether that spending will ultimately generate
adequate returns. The scale of this investment also matters for the wider economy. Kevin Warsh’s
Jackson Hole speech was a reminder that, with US inflation still above target, the Federal Reserve
will remain focused on the inflationary consequences of strong demand and investment.

Nvidia once again delivered. Quarterly revenue reached US$96.2 billion, more than double the level
of a year earlier, while data-centre revenue rose 117% to US$89 billion. Its outlook for the current

quarter was also ahead of expectations.
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Technology companies, cloud providers and, increasingly, a wider range of businesses continue to
spend heavily on chips, servers, data centres, power capacity and networking equipment. Capital-
expenditure plans appear to be broadening as corporate profitability improves, potentially
extending the investment cycle beyond the handful of US technology companies that started it.

For now, at least, this is supporting economic activity, corporate revenues and equity-market
earnings. Nvidia is a major beneficiary because it supplies much of the core equipment required
for the build-out. The longer-term challenge is that infrastructure spending is not the same as a
proven economic return from that infrastructure. It remains uncertain whether customers will be
willing to pay enough for the services created, and how much of the resulting value will accrue to
the companies currently committing very large sums of capital.

The largest technology companies have the cash flows and balance sheets to fund this investment.
However, the returns required to justify their spending are also high. Model providers face intense
competition, software pricing remains uncertain, and demand for Al-enabled services has a long
way to catch up fully with the pace of infrastructure construction. Concerns around circular
financing in parts of the ecosystem add further reason for caution.

This is not an argument that the Al theme is a bubble, or that the technology will disappoint, but a
reminder that the investment case has moved into a more demanding phase. Investors have
already rewarded the companies building the infrastructure. The next phase will require evidence
that the customers using it can earn attractive returns too.

The extent of Al investment has also been of a scale to carry implications for the wider global
economy. That made the new US Federal Reserve Chair Kevin Warsh’s Jackson Hole speech at the
end of last week particularly relevant. With the US PCE price index still rising by 3.7% year-on-year
in July, and core PCE inflation at 3.3%, Warsh noted that price stability is “not self-executing” and
that inflation cannot simply be assumed to fall back to target without further policy action.

Warsh made clear that the Fed remains focused on returning inflation to 2%, although he did not
go as far as to commit it to a September rate rise. While Al could eventually raise productivity,
reduce costs and provide a disinflationary impulse, in the near-term, effects of the Al build-out
make the Fed’s task harder. Building the necessary infrastructure, however, is an investment boom
happening now creating demand for energy, equipment, construction, specialist skills and financing
at a time when US inflation has not yet returned to target.

This leaves markets in a more balanced position than the headline strength of Nvidia’s figures might
imply. Corporate earnings remain supportive and the potential economic benefits of Al are
considerable. Yet valuations in parts of the technology sector already reflect a great deal of
optimism, while the Fed has signalled that it will not disregard inflation simply because investment
is strong.

The appropriate response is not to abandon the theme, but to remain selective. A diversified
portfolio should participate in long-term technological change while avoiding excessive
dependence on a small group of companies, a single policy outcome or an investment cycle whose
ultimate returns are still being tested.
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Important Information

For professional investors or advisers only. This material is not suitable for retail clients.
e This document is issued by T. Bailey Asset Management Limited ("TBAM").

e This document has been produced for information only and represents the views of TBAM at the time
of writing. It should not be construed as investment advice. No investment decisions should be made
without first seeking advice. TBAM do not provide financial advice to private individuals.

e Full details of the TBAM funds, including charges and risk warnings, are published in the TBAM funds’
Prospectus. Investors should read the Prospectus, relevant Key Investor Information Document and
Supplementary Information Document prior to investing. Fund documentation is available at
www.tbaileyam.co.uk.

e TBAM products are exposed to global financial markets and are subject to market fluctuations and
other risks inherent in such investments. Investments in overseas markets may be affected by changes
in exchange rates, which could cause the value of your investment to increase or diminish. The funds
may enter into derivative transactions for efficient portfolio management purposes (including hedging).

e Past performance is not a reliable indicator of future results. The value of your investment and the
income derived from it can go down as well as up and you may not get back the money you have
invested.

e The total return or loss on equities may fluctuate significantly from year to year, you should therefore
regard your investment as medium-to-long term.

e The investment methodology and risk controls defined here stand as guidelines and not rules.
Occasional deviations from these parameters may occur.

e Every effort is taken to ensure the accuracy of the data used in this document, but no warranties are
given. Based on TBAM's understanding of current law and practice which could alter as a result of
future legislation. All sources TBAM unless otherwise stated.

e TBAM is authorised and regulated by the Financial Conduct Authority No. 190291 and is a member of
the Investment Association.

TBAM is registered in England & Wales Number 3720372.
Registered Office: Toll Bar House, Landmere Lane, Edwalton, Nottingham NG12 4DG.
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