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Q U A R T E R L Y  M A R K E T  N O T E  ·  O C T O B E R  2 0 2 6  

The AI Industrial Complex. 

For three years the AI buildout was financed out of profit. This year it is being paid for with borrowed money. 
 

 
 

M A R K E T  S U M M A R Y  
 

Manufacturing the Intelligence of AI. 

-  WHAT CHANGED  

The five largest AI Hyperscaler companies now plan to spend more on building AI capacity this year 
than their businesses make in cashflow. Borrowing now covers the difference.  

-  THE  NUMBERS  

The companies plan to spend about $800 billion in 2026 against about $707 billion of cash from 
operations. It is the first year the spending has raced ahead of cashflow. 

-  WHY  I T  MATTERS  

The spending has been a tailwind for economic growth and a contributing factor to rising inflation. 
The new borrowing is increasing supply of bonds to the market, a contributor to rising interest rates 

-  WHAT WE  ARE  DOING  

We own the growth in the stock market, sized to your plan. We do not hold the riskier parts of the 
lending market (private credit) that are increasingly exposed if AI growth slows down. 

This note answers three questions. What is being built, who is paying for it and where it could break. 
It closes with our views and how we are managing your portfolio, which is less dramatic than the 
headlines. 



L A K E W O O D  F I N A N C I A L  G R O U P               

Lakewood Financial Group  ·  lakewoodfg.com  ·  For informational purposes only  ·  Not tax or legal advice  ·  Past performance is not indicative of future results     Page 2 

0 1  –  W H A T  I S  B E I N G  B U I L T  
 

Intelligence Factories. 

Software scaled without spending more. AI scales only by spending more. 
 

The demand for AI is strong, we do not argue otherwise. What has changed is the shape of the 
business. Capital expenditure is the money a company spends on buildings and equipment. It has 
become the central focus of these companies and its spending boom. An “intelligence factory” is the 
better comparison for these new business models: data and electricity come in, a transformation 
happens, an answer goes out to the customer.  

Hyperscaler is the industry term for companies large enough to build this infrastructure on a national 
scale. In this note it means Amazon, Microsoft, Alphabet, Meta and Oracle. 

“A new type of manufacturing has emerged — the production of intelligence. And the data centers that produce it are 

AI factories,” - Jensen Huang, NVIDIA CEO1 

 

 

 
1NVIDIA Press Release, "NVIDIA Partners With Foxconn to Build Factories and Systems for the AI Industrial Revolution", October 2023, LINK 

https://investor.nvidia.com/news/press-release-details/2023/NVIDIA-Partners-With-Foxconn-to-Build-Factories-and-Systemsfor-the-AI-Industrial-Revolution/default.aspx
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The capital spent by the five large hyperscalers has grown rapidly for this build-out. The estimated 
spending for 2026 is expected to be double last year’s figure, from $412 billion in 2025 to an 
estimated $806 billion for 2026.2 To put these numbers in context, between 2015 and 2021, Amazon 
spent a cumulative $157 billion on capital expenditures to build their massive retail fulfillment 
centers and AWS data center expansion. In 2026, Amazon alone is expected to spend $220 billion on 
capital expenditure. 3  

H Y P E R S C A L E R  C A P I T A L  E X P E N D I T U R E  

■ Capital Expenditures        ■ Goldman estimates 

 
Source Bloomberg, "Goldman Sees Hyperscaler AI Capex Rising 50% to $1.2 Trillion", September 2026, (LINK) 
 

 

Housing still accounts for the largest share of what American builds. But housing is shrinking and 
data centers are not. Over the past year, spending on data centers rose 57% while spending on 
homes fell 7%, factories fell 22%, and conventional offices fell 11%. The only other category that grew 
was power generation, which is largely being built to feed the data centers.4  

“The flood of money spent on the build-out of data centers has represented a bright spot in an otherwise dark time 

for the construction industry.” – Wall St Journal5 

 

P R I V A T E  C O N S T R U C T I O N  S P E N D I N G  

Change over the past year, seasonally adjusted annual rate 

 
Source US Census Bureau, private construction, seasonally adjusted annual rate, September 1, 2026 release (link). 
 

 
2Data Source: Bloomberg, Lakewood analysis 
3Census.gov, "Value of Private Construction Put in Place - Seasonally Adjusted Annual Rate". September 2026, LINK 
4Census.gov, "Value of Private Construction Put in Place - Seasonally Adjusted Annual Rate". September 2026, LINK 
5Wall St Journal, "The AI Build-Out is Becoming the Biggest Economic Bet in U.S. History", September 2026, LINK 
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https://www.bloomberg.com/news/articles/2026-09-25/goldman-sees-hyperscaler-ai-capex-rising-50-to-1-2-trillion
https://www.brookings.edu/wp-content/uploads/2026/09/4c_Van-Nieuwerburgh.pdf
https://www.census.gov/construction/c30/pdf/privsa.pdf
https://www.census.gov/construction/c30/pdf/privsa.pdf
https://www.wsj.com/economy/the-ai-build-out-is-becoming-the-biggest-economic-bet-in-u-s-history-c60716dd
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0 2  –  W H E R E  T H E  M O N E Y  I S  C O M I N G  F R O M  
 

The Funding Source Changed. 

The spending story is three years old. What is new this quarter is where the money is coming from. 
 

For most of the past three years, the hyperscalers funded their AI buildout from their own profits, as 
strong margins comfortably covered rising capital spending. But the cost of that buildout has climbed 
so quickly that cash flow alone is no longer enough. As a result, the hyperscalers have begun 
borrowing to finance their ever-increasing AI infrastructure costs. 

 

S P E N D I N G  O V E R T A K E S  C A S H  F L O W  

Five largest technology companies, $ billions per calendar year, 2020 to 2026 

 
Source: Stijn Van Nieuwerburgh, Financing the AI Buildout, Brookings Papers on Economic Activity, September 2026, (link). 
 

 
 

Major U.S. technology companies are borrowing heavily as they ramp up spending on their artificial intelligence 

buildout, and at steadily higher yields as investors become more selective about absorbing the growing supply. 

Goldman Sachs expects bond issuance by the five hyperscalers to reach roughly $250 billion this year and $400 billion 

in 2027. 6 

 

 

 
6Reuters, "Hyperscaler debt binge pushes yields up as investor demand cools," July 29, 2026, LINK 
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https://kfgo.com/2026/07/29/hyperscaler-debt-binge-pushes-yields-up-as-investor-demand-cools/
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Here is why that matters beyond the technology sector. The hyperscalers are financing their AI 
buildout with long-term bonds, the same kind of long-dated debt the US Federal Government sells. 
The pool of investors willing to lend for 10, 20, or 30 years is limited, so every long-term bond a 
hyperscaler issues competes directly with Treasuries for those same buyers. Michael Cembalest of 
J.P. Morgan puts this year's long-term borrowing by these companies at close to half the size of the 
government's own new long-term borrowing. The government now has a private-sector twin 
competing for the same lender.7 This is not the only reason borrowing costs have risen. Oil prices 
have pushed up inflation worries, and the government was already borrowing heavily before any of 
this started. But all of it lands in the same place, on buyers of long-term bonds, at the same time. 

H Y P E R S C A L E R  B O N D  I S S U A N C E  

US corporate bonds sold by the five largest hyperscalers, in billions of dollars 

 
Source: Bloomberg, Lakewood analysis 
 

 

The result is visible in the ten-year Treasury yield, the benchmark rate for long-term US government 
borrowing. It rose from a low of 3.96% in February to 5.30% by the end of September, in a year when 
most investors expected rates to fall rather than rise. For you, that shows up in two places. Mortgage 
rates and other long-term borrowing costs follow this rate closely. And when rates rise, existing 
bonds fall in price, which is why a conservative bond fund can lose money in a year like this one. 

U S  1 0 - Y E A R  T R E A S U R Y  Y I E L D  

Daily, percent, September 2025 to September 2026 

 
Source: Federal Reserve Bank of St. Louis (FRED), series DGS10, 10-Year Treasury Constant Maturity Rate, daily. 
 

 
7Michael Cembalest, "Rear Window," Eye on the Market, J.P. Morgan Asset Management, September 1, 2026, LINK 
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https://cdn.jpmorganfunds.com/content/dam/jpm-am-aem/global/en/insights/eye-on-the-market/rear-window-amv.pdf
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0 3  –  T H E  R I S K  
 

Where It Could Break. 

The lending is spread across many balance sheets. The repayment depends on very few customers. 
 

These "intelligence factories" cost a great deal to build and maintain. The spending has created an 
economic boom, and the entire investment ecosystem of stocks, bonds and private markets is 
aligned around one theme: AI infrastructure. The payments on the debt are fixed. Revenue is not. 
That is the risk, and the big question we are watching is how much revenue the finished buildout has 
to produce. 

Stijn Van Nieuwerburgh, Professor of Real Estate and Professor of Finance at Columbia University’s 
Graduate School of Business ran this calculation. To earn a normal return on the capital investments 
expected to be completed between 2025 and 2032, the industry would need about $3.7 trillion of 
revenue a year by 2032.8 Bain & Company reaches a similar conclusion on a wider basis, measuring 
the global AI market rather than US capital alone, and puts the requirement at about $6 trillion of 
annual revenue by 2031, of which roughly $4.2 trillion would have to come from products that do not 
yet exist.9 Combined annual revenue at OpenAI and Anthropic today is roughly $140 billion. Demand 
for AI will need to continue to grow exponentially.  

 

R I S K S  T O  T H E  A I  T H E M E  
 

1 / Demand does not arrive on time 

The spending is being borrowed with debt. These debts will need to be repaid on schedule out of 
future revenue that must grow rapidly to keep up.  
 

2 / Demand arrives; profit does not 

Capacity can meet the demand on schedule and still disappoint. This AI race has global 
competition and that could push prices down. Investors are repaid out of revenue, not usage. 
 

3 / Lawsuits arrive first 

Reports this quarter described AI models behaving outside their intended limits during testing, 
including systems that concealed errors or reached into computers they were not authorized to 
touch. The companies building those models have asked Washington for protection from lawsuits 
arising from how their systems are used, and Treasury Secretary Scott Bessent said in 
September they will not get it.10 That exposure is uncapped and does not require the AI thesis to 
be wrong. 

 

 

 

 
8Stijn Van Nieuwerburgh, "Financing the AI Buildout," presentation slides, Brookings Papers on Economic Activity, September 2026, LINK 
9Bain & Company, "Global AI market could hit $6 trillion annually by 2031," September 29, 2026, LINK 
10Fortune, "Scott Bessent: Government will not be 'liability shield' for AI labs amid safety standoff," September 22, 2026, LINK 

https://www.brookings.edu/wp-content/uploads/2026/07/4c_BPEA_AIbuildout_slides_09072026.pdf
https://www.bain.com/about/media-center/press-releases/2026/global-ai-market-could-hit-$6-trillion-annually-by-2031-through-unlocking-value-and-innovation--bain--cos-7th-global-technology-report/
https://fortune.com/2026/09/22/bessent-ai-labs-responsibility-government-liability-shield/


L A K E W O O D  F I N A N C I A L  G R O U P               

Lakewood Financial Group  ·  lakewoodfg.com  ·  For informational purposes only  ·  Not tax or legal advice  ·  Past performance is not indicative of future results     Page 7 

H O W  T H I S  W O R K S  
 

THE  TENANT  

OpenAI has contracted to pay $300 billion for data center capacity from Oracle over 5 years, starting 
in 2027. 11 That’s $60 billion per year average to one landlord against OpenAI’s $70 billion of revenue 
on an annualized basis as of September 2026. 12 

THE  LANDLORD  

Oracle borrowed money to build the data centers OpenAI will occupy. On July 9, S&P Global Ratings 
cut Oracle's credit grade to BBB minus. That is the lowest rung still considered safe enough for 
conservative lenders, one step above the tier investors call junk. The agency named OpenAI as the 
reason. Oracle has roughly $638 billion of contracted future business on its books. S&P estimates 
about half of that is OpenAI. Whether OpenAI can pay depends on the AI growth continuing. The 
agency's concern is what happens if it cannot. Oracle would be left holding data centers built for a 
single tenant, facilities S&P said it might be "unable to exit" or would have to rent to someone else 
on worse terms.13 

THE  LENDER  

Investors in public bond markets, private credit funds and vehicles financing a single data center hold 
much of this lending. Many of those loans rarely trade and are not priced daily, so stress would 
surface slowly, as difficulty refinancing rather than a falling price. If OpenAI's growth slows and it 
cannot pay its leases in full or on time, investors would see these credit investments take material 
write-downs. 

 

 

 
11WSJ, "Oracle, OpenAI Sign $300 Billion Cloud Deal" September, 2025, LINK 
12Axios, "OpenAI’s annual recurring revenue nears $70B" September, 2026, LINK 
13S&P Global Ratings action of July 9, 2026 lowering Oracle to BBB-, LINK 

https://www.wsj.com/business/openai-oracle-sign-300-billion-computing-deal-among-biggest-in-history-ff27c8fe
https://www.axios.com/2026/09/29/scoop-openais-annual-recurring-revenue-nears-70b
https://www.spglobal.com/ratings/en/regulatory/article/-/view/sourceId/101695609


L A K E W O O D  F I N A N C I A L  G R O U P               

Lakewood Financial Group  ·  lakewoodfg.com  ·  For informational purposes only  ·  Not tax or legal advice  ·  Past performance is not indicative of future results     Page 8 

0 4  –  O U R  V I E W  
 

Own the Growth. Sized to Your Plan. 

The economic pull runs well past the current spending schedule. 
 

 

W H A T  I T  M E A N S  F O R  S T O C K S  

On the equity side, exposure shows up as concentration. Goldman Sachs Research attributes close to 
half of this year's growth in S&P 500 earnings per share to AI investment and expects that 
contribution to fade as the pace of capital spending slows.14 A broad index fund is carrying more 
exposure to this AI theme. Valuations tell a mixed story. One common valuation measure, the share 
price divided by the earnings analysts expect over the coming year, has fallen to about 19 times from 
23 a year ago. On that measure, the market is cheaper than it was. And now the big question is if 
those expected earnings will materialize on time. 

W H A T  I T  M E A N S  F O R  B O N D S  

A bond fund holds loans to many companies and passes you the interest. Technology and related 
borrowers now make up about 12% of the market for the safest corporate bonds, the ones held in 
most conservative bond funds. At the current pace the sector may become the largest single weight 
in the index, passing the banking sector that has held that position for nearly two decades.15 We 
review our core bond allocations continuously, watching how much sits in any one industry and how 
sensitive the whole allocation is to a further rise in interest rates. 

That is why Lakewood’s two allocation architecture exists. Lifestyle Protection is sized against your 
needs rather than against market opportunity, which is why it does not rely on timing this cycle. Risk 
Capacity is where exposure to structural growth belongs, sized deliberately to capital your plan can 
absorb. 
 

 

W H A T  T H I S  M E A N S  F O R  Y O U R  P O R T F O L I O  

Lakewood has NOT invested client portfolios in private credit funds or other investment 
strategies primarily exposed to AI infrastructure or data center construction. However, if this 
theme experiences stress, we anticipate the global financial markets will react negatively. We 
continue to diversify our client portfolios using our Lifestyle and Risk Capacity architecture. 
Lifestyle allocations, capital required to fund long-term spending goals will maintain a 
conservative posture with hedged equity exposures. 

0 5  –  P E R F O R M A N C E  
 

Market Snapshot. 
 

 
14Goldman Sachs Research, "Can AI Investment Drive S&P 500 Earnings Even Higher?", September 23, 2026, LINK 
15J.P. Morgan Private Bank, "Here is why we see opportunities in rising AI debt," September 11, 2026, LINK 

https://www.goldmansachs.com/insights/articles/can-ai-investment-drive-s-and-p-500-earnings-even-higher
https://privatebank.jpmorgan.com/nam/en/insights/markets-and-investing/ideas-and-insights/here-is-why-we-see-opportunities-in-rising-ai-debt


L A K E W O O D  F I N A N C I A L  G R O U P               

Lakewood Financial Group  ·  lakewoodfg.com  ·  For informational purposes only  ·  Not tax or legal advice  ·  Past performance is not indicative of future results     Page 9 

End of September 2026 

R E T U R N S  B Y  M A R K E T  S E G M E N T  
Quarter to date and year to date, percent 

As of 09/30/2026. These are unmanaged funds shown to illustrate the market environment discussed in this note. They are not Lakewood strategies and do not represent any 
Lakewood account, composite, or actual client performance, which will vary materially. Returns are gross of advisory fees. Source: Bloomberg. US Aggregate Bond [AGG ETF], 
Multi-Strat/Market Neutral [QDSRX MF], Defined-Outcome / Buffered Equity [FDEC ETF], Global Equity [ACWI ETF], Option Overlay Equity [SPUC ETF], Diversified Income [BINC ETF], 
S&P 500 [SPY ETF], Core 60/40 Balanced Allocation [AOR ETF]. 
 

 

0 6  –  L A K E W O O D  P O S I T I O N I N G  
 

Tactical Allocation Changes. 
 

Positioning:  Increased our upside cap on Hedged Equity allocation during this stock market 
consolidation period. 

Within Lifestyle Protection we are reviewing the core bond allocation for the reason described 
in section 05. Our portfolios have been positioned to better absorb this rise in interest rates. 

We plan to adjust portfolios to benefit greater if interest rates fall from these elevated levels. 

▲  Increased: Equity-Linked Fixed Income, inside our Alternative Income allocation 

▼  Decreased: Floating-Rate strategies including corporate loans, structure credit, asset-backed 
lending, Emerging Market debt, Inflation Protected Bonds 

0 7  –  Y O U R  T E A M  A T  L A K E W O O D  
 

The Partners. 
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Former Executive Director, 
JPMorgan Equity Derivatives 
Michigan State, BA Finance 
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I N D E P E N D E N T  R I A   -   F E E - O N L Y  F I D U C I A R Y   -   N A P F A  M E M B E R  

C R D  # 3 3 9 5 6 8   -   L A K E W O O D F G . C O M  

D I S C L A I M E R  

This document is provided for informational purposes only and does not constitute investment, tax, or legal advice, a recommendation, or an offer or solicitation to buy or sell 

any security. The views expressed reflect the judgment of Lakewood Financial Group as of the date of publication and are subject to change without notice. 
 
Lakewood Financial Group is registered as an investment adviser with the Commonwealth of Pennsylvania, CRD #339568. Registration does not imply a certain level of skill or 

training. 
 
GENERAL INVESTMENT AND PERFORMANCE DISCLOSURES 
Nothing in this document should be construed as a recommendation to purchase or sell any security or to adopt any investment strategy. Any strategy referenced may not be 

suitable for all investors and requires an individual suitability evaluation. All securities are subject to market fluctuation and may lose value, including the potential loss of 

principal. There can be no assurance that any investment strategy will achieve its objectives or avoid losses. Past performance does not guarantee future results. 
 
DATA SOURCE AND BENCHMARK DISCLOSURES 
Market data, company financial figures, and economic statistics are obtained from sources believed to be reliable, including company filings, rating agency publications, and 

third-party data providers, but accuracy and completeness are not guaranteed. Figures in this document are drawn from publicly available sources as cited and remain subject to 

Bloomberg confirmation. Where two cited sources measure the same quantity on different inclusion bases, each is stated on its own basis and the difference is disclosed rather 

than reconciled. Forward-looking issuance and capital spending figures identified as forecasts are the estimates of the cited third parties, not observed totals, and actual results 

may differ materially. Index and fund figures shown are unmanaged benchmark proxies presented to illustrate the market environment under discussion. They are not 

composites of Lakewood client accounts, do not reflect the deduction of advisory fees, and are not indicative of the results of any Lakewood strategy. Indices are unmanaged 

and cannot be invested in directly. 
 
SPECIFIC INVESTMENT RISKS 
Concentrated positions carry substantially greater risk than diversified holdings, including the risk of significant permanent loss. Fixed income is subject to interest rate, credit, 

inflation, and reinvestment risk, and longer-duration securities are more sensitive to changes in interest rates. Corporate credit is subject to issuer default and to rating 

migration, which can force sales by mandate-constrained holders irrespective of price. Structured and asset-backed exposures depend on collateral values and on the 

performance of a limited number of tenants or counterparties, and residual values for specialized computing equipment are untested. Private credit and other private funds 

involve limited liquidity, redemption restrictions, higher fees, valuation uncertainty, and reduced transparency. Hedged equity and options-based strategies involve risks distinct 

from long-only equity exposure, including leverage, counterparty risk, liquidity constraints, potential underperformance of unhedged exposure in rising markets, and the 

possible expiration of positions without value. Absolute return and market-neutral strategies may employ short selling and leverage, may underperform equity markets for 

extended periods, and are subject to manager risk. Tax-aware strategies may defer rather than eliminate tax liability, and their benefit depends on individual circumstances and 

on tax law that may change. Coordination with a qualified tax professional is required. 
 
REGULATORY AND COMPLIANCE DISCLOSURES 
Lakewood Financial Group is registered as an investment adviser with the Commonwealth of Pennsylvania and is not registered with the Securities and Exchange Commission. 

Additional information about the firm, including its Form ADV Part 2A, is available upon request and at lakewoodfg.com. Lakewood Financial Group and its employees may hold 

positions in securities discussed. Lakewood Financial Group does not provide legal or tax advice. 

mailto:kline@lakewoodfg.com
mailto:panos@lakewoodfg.com
mailto:alippitt@lakewoodfg.com

