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Executive	Summary
The	AI	industry	has	become	the	most	consequential	economic	force	of	the	2020s.	Global	AI
spending	is	projected	to	reach	$2.52	trillion	in	2026,	with	AI-related	capital	expenditure	now
driving	roughly	half	of	U.S.	GDP	growth.	The	Magnificent	Seven	tech	stocks	account	for	35%	of
the	S&P	500's	market	capitalization	—	the	highest	concentration	since	the	dot-com	peak.	The
S&P	500	trades	at	23x	forward	earnings,	and	the	Case-Shiller	P/E	ratio	has	exceeded	40	for	the
first	time	since	2000.

This	report	does	not	argue	that	AI	is	fake.	It	is	not.	The	technology	is	genuinely	transformative
and	will	reshape	industries	for	decades.	However,	a	critical	distinction	must	be	drawn:	the
technology	being	real	does	not	mean	the	valuations	are	rational.	An	MIT	study	found
that	95%	of	organizations	investing	in	generative	AI	have	achieved	zero	ROI.	OpenAI	has
burned	through	$150	billion	in	investment	to	generate	approximately	$15	billion	in	revenue.
Circular	financing	arrangements	between	Nvidia,	OpenAI,	Microsoft,	and	CoreWeave	have
created	an	interconnected	web	of	valuations	that	depends	on	perpetual	growth	in	AI	demand.

This	report	examines	what	happens	if	that	demand	falters	—	or	even	slows.	It	provides	a
sector-by-sector	breakdown	of	the	blast	radius,	identifies	specific	stocks	at	greatest	risk,
highlights	defensive	sectors	and	opportunities,	analyzes	the	IPO	pipeline,	and	delivers	a
strategic	playbook	for	investors	navigating	the	most	anticipated	potential	correction	in	market
history.

$2.52T
Projected	Global	AI
Spending	2026

95%
Organizations	with
Zero	AI	ROI	(MIT)

35%
S&P	500	Held	by
Top	7	Companies

K E Y 	 T H E S I S

The	AI	sector	simultaneously	represents	a	genuine	technological	revolution	and	a
capital	allocation	bubble	at	the	margins.	These	realities	coexist.	The	risk	is	not	that	AI
fails	—	it	is	that	expectations	have	dramatically	outrun	economics,	and	markets	have
never	been	kind	when	that	happens.
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Anatomy	of	the	AI	Bubble	—	Where	We
Stand	Today
To	understand	the	risk,	we	first	need	to	understand	the	scale.	Since	ChatGPT's	launch	in
November	2022,	AI-related	stocks	have	accounted	for	75%	of	S&P	500	returns,	80%	of
earnings	growth,	and	90%	of	capital	spending	growth,	according	to	JP	Morgan	Asset
Management.	The	AI	sector	has	essentially	become	the	U.S.	economy's	primary	growth	engine.

The	Numbers	That	Should	Concern	You

METRIC
CURRENT
STATE

DOT-COM	PEAK
(2000)

SIGNAL

S&P	500	P/E	Ratio
(Forward)

23x 25x ▲	Approaching

Case-Shiller	P/E 40+ 44 ▲	Critical

Top	7	Concentration	(S&P) 35% 35% ▲	Match

AI	CapEx	as	%	of	GDP
Growth

~50% N/A ▲
Unprecedented

U.S.	Equity	Mkt	Cap	vs
GDP

~200% ~150% ▲	Exceeds

VC	Allocation	to	AI ~65-70% ~60%	(internet) ▲	Elevated

Enterprise	AI	ROI	(%
positive)

~5% N/A ▲	Alarming

The	Circular	Financing	Problem

Perhaps	the	most	troubling	structural	feature	of	the	current	AI	boom	is	the	circular	financing
web	connecting	its	largest	players.	Nvidia	invested	$100	billion	into	OpenAI,	which	uses	that
capital	to	purchase	Nvidia	chips,	which	boosts	Nvidia's	revenue,	which	inflates	Nvidia's	stock
price.	Microsoft	owns	a	27%	stake	in	OpenAI	but	is	also	one	of	its	largest	customers.	OpenAI
took	a	10%	stake	in	AMD,	Nvidia's	competitor,	creating	another	circular	capital	loop.	Nvidia
holds	a	$6.3	billion	backstop	agreement	with	CoreWeave,	which	sells	AI	cloud	computing	back
to	Microsoft.

This	interdependency	means	that	a	failure	at	any	major	node	could	cascade	through	the	entire
system.	It	is	not	unlike	the	synthetic	CDO	structures	of	2006-2008	—	where	exposure	to	a
single	underlying	risk	was	disguised	through	layers	of	interconnected	financial	instruments.



The	Consumer	Adoption	Gap

Consumer	enthusiasm	for	AI	products	has	stalled.	Dell	relaunched	its	XPS	brand	at	CES	2026
with	a	conspicuous	absence	of	AI	branding	—	returning	focus	to	performance,	longevity,	and
design.	Microsoft	has	revised	its	AI	sales	targets	downward	due	to	poor	uptake	of	paid	AI
services.	The	gap	between	corporate	AI	spending	and	actual	consumer	demand	represents	a
fundamental	risk:	if	enterprises	cannot	monetize	AI	investments,	the	spending	spree	becomes
unsustainable.

A N A L Y S T 	 P E R S P E C T I V E

Jamie	Dimon,	CEO	of	JP	Morgan,	acknowledged	in	October	2025	that	while	"AI	is	real,"
he	believes	there	is	a	higher	probability	of	a	meaningful	market	drop	over	the	next	two
years	than	the	market	reflects.	He	warned	that	a	crash	could	destroy	significant
invested	capital,	comparing	it	to	the	auto	and	television	industries	where	the
technologies	succeeded	but	most	investors	lost	money.
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Dot-Com	Parallels	—	Lessons	from	the
Last	Tech	Crash
The	dot-com	bubble	and	the	AI	boom	share	structural	DNA:	transformative	technology,
frenzied	investment,	sky-high	valuations,	and	a	collective	belief	that	"this	time	is	different."
But	the	comparison	also	reveals	critical	differences	that	inform	how	a	correction	might	play
out.

Where	the	Comparison	Holds

THEN:	1999–2000

Adding	".com"	to	a	company	name	boosted	valuations.	Most	dot-com	companies	had	no
revenue,	no	path	to	profitability,	and	burned	VC	cash	on	Super	Bowl	ads.	NASDAQ	peaked	at
5,048	in	March	2000,	then	crashed	78%	over	30	months.	$6	trillion	in	equity	value	was	erased.

NOW:	2024–2026

Adding	"AI-powered"	to	a	company	description	multiplies	valuation.	95%	of	AI	adopters	show
zero	ROI.	VC	funds	allocate	65-70%	to	AI	startups.	U.S.	equity	market	cap	is	now	~200%	of	GDP
—	significantly	higher	than	the	dot-com	peak	of	~150%.

Where	It	Diverges

The	dot-com	bubble	was	driven	largely	by	speculative	startups	with	no	revenue.	Today's	AI
leaders	—	Nvidia,	Microsoft,	Meta,	Amazon	—	are	enormously	profitable	companies	with
diversified	business	lines.	Nvidia	generated	real	and	growing	earnings	from	chip	sales.
Microsoft's	Azure	cloud	business	and	enterprise	software	provide	foundational	revenue
independent	of	AI	hype.	This	means	the	floor	is	likely	higher	in	a	correction,	but	the	ceiling	of
overvaluation	is	also	higher.



FACTOR
DOT-COM
(2000)

AI	(2026) IMPLICATION

Leading
Companies

Mostly	startups,
no	revenue

Mega-caps	with
real	earnings

Higher	floor	in	correction

Infrastructure
Investment

Fiber	optic	+
servers

Data	centers,
power,	chips

Real	assets	with	residual	value

Debt
Financing

Primarily	equity-
funded

Massive	debt	+
private	credit

Greater	systemic	risk

GDP
Dependency

Moderate ~50%	of	GDP
growth

Recession	risk	if	AI	CapEx	slows

Stock
Ownership

~25%	of
household
wealth

~30%	of
household
wealth

Larger	wealth	effect	impact

Recovery
Time

NASDAQ:	15
years	to	recover

TBD Could	be	faster	(real	earnings)	or
slower	(debt	overhang)

H I S T O R I C A L 	 P A T T E R N

After	the	dot-com	crash,	the	NASDAQ	fell	nearly	80%	from	its	peak	and	took	15	years	to
recover.	However,	companies	like	Amazon	and	Nvidia	—	which	had	real	products	and
sustainable	business	models	—	not	only	survived	but	became	the	most	valuable
companies	in	the	world.	The	same	pattern	will	likely	repeat:	the	technology	wins,	but
most	investors	in	the	technology	lose.



S E C T I O N 	 0 4

Three	Burst	Scenarios	—	From	Soft
Landing	to	Full	Meltdown
Not	all	bubble	deflations	are	created	equal.	Based	on	current	market	conditions,	analyst
projections,	and	historical	precedents,	three	distinct	scenarios	emerge	for	how	an	AI	correction
could	unfold.	The	probability-weighted	outcome	sits	somewhere	between	Scenarios	1	and	2.

Scenario	1:	The	Controlled	Deflation	(40%	Probability)

AI	valuations	gradually	compress	over	12-18	months	as	enterprise	ROI	data	disappoints.	The
"Great	Rebalancing"	already	underway	in	early	2026	—	with	capital	rotating	from	tech	into
healthcare,	utilities,	and	small	caps	—	continues	in	an	orderly	fashion.	The	S&P	500	corrects
10-15%,	with	AI-heavy	names	dropping	20-30%.	No	systemic	credit	event	occurs.	The	Fed
provides	measured	support.	This	is	the	scenario	most	Wall	Street	firms	are	publicly	modeling.

S&P	500	Impact -15%

NASDAQ	Impact -25%

Mag	7	Impact -30%

Scenario	2:	The	Sharp	Correction	(35%	Probability)

A	catalyst	event	—	a	major	earnings	miss	from	Nvidia	or	Microsoft,	a	DeepSeek-style
disruption,	a	failed	high-profile	IPO	(OpenAI?),	or	a	geopolitical	shock	—	triggers	a	rapid	sell-off.
The	S&P	500	drops	20-30%	over	3-6	months.	AI-specific	stocks	face	30-50%	drawdowns.	The
Fed	intervenes	aggressively	with	rate	cuts	and	liquidity.	Some	neocloud	providers	and	AI
startups	fail.	The	IPO	market	freezes	for	6-12	months.	GDP	growth	turns	negative	for	one	or
two	quarters.

S&P	500	Impact -30%

NASDAQ	Impact -45%

Mag	7	Impact -50%

Scenario	3:	The	Systemic	Meltdown	(25%	Probability)

The	AI	correction	triggers	a	broader	credit	crisis.	The	$6+	trillion	in	projected	AI	infrastructure
debt	—	much	of	it	in	off-balance-sheet	vehicles	and	private	credit	—	begins	to	unravel	as	data
center	utilization	rates	disappoint.	Bond	spreads	blow	out.	Private	credit	markets	seize.	Banks
discover	concentrated	AI	exposure	they	didn't	realize	they	had	(echoing	2008	housing
exposure).	The	S&P	500	falls	40-50%.	A	severe	recession	follows	with	significant
unemployment	increases.	This	is	the	Oliver	Wyman	"hybrid	scenario"	—	and	while	least
probable,	it	would	be	the	most	devastating.

S&P	500	Impact -50%

Value	Destroyed $33T



Recovery	Time 5-10yr

C R I T I C A L 	 R I S K 	 F A C T O R

Oliver	Wyman's	January	2026	analysis	estimates	that	at	current	valuations,	a	dot-com-
scale	equity	crash	would	wipe	out	approximately	$33	trillion	in	value	—	more	than	the
entire	U.S.	GDP.	U.S.	equity	market	capitalization	is	now	nearly	double	GDP,	significantly
exceeding	the	ratio	at	the	dot-com	peak.
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Macroeconomic	Impact	—	GDP,
Unemployment	&	Recession	Risk
The	U.S.	economy's	dependence	on	AI-driven	investment	has	reached	a	level	that	makes	any
significant	pullback	in	AI	spending	a	recession	catalyst.	Harvard	economist	Jason	Furman
estimated	that	AI-driven	infrastructure	investment	accounted	for	92%	of	U.S.	GDP	growth	in
the	first	half	of	2025.	Deutsche	Bank	separately	found	that	absent	tech-related	spending,	the
U.S.	would	already	be	in	or	near	recession.

Transmission	Channels

Business	Investment	Contraction:	AI-related	CapEx	has	been	the	dominant	driver	of
business	investment.	A	pullback	would	directly	reduce	GDP	growth.	Companies	that	paused	or
canceled	AI	infrastructure	projects	would	create	a	ripple	effect	through	construction,	electrical
equipment,	cooling	systems,	and	semiconductor	supply	chains.

Wealth	Effect	on	Consumption:	U.S.	household	stock	ownership	is	at	record	highs,
accounting	for	30%	of	total	wealth	—	before	the	2025	run-up.	A	30%	decline	in	equities	would
erase	trillions	in	household	wealth,	reducing	consumer	spending.	Lower-income	households,
who	recently	gained	stock	market	access	through	fractional	shares	and	fintech	apps,	would	be
disproportionately	affected.

Employment	Shock:	The	AI	infrastructure	boom	has	created	hundreds	of	thousands	of	direct
and	indirect	jobs	—	from	data	center	construction	workers	to	GPU	designers	to	cloud	sales
teams.	A	spending	freeze	would	ripple	through	employment	in	technology,	construction,
energy,	and	professional	services.

Banking	Sector	Exposure:	Smaller	banks	that	have	lent	to	AI	companies	or	hold	AI
companies	as	key	depositors	face	elevated	risk.	The	World	Economic	Forum	specifically	warns
that	social	media	could	accelerate	speculative	bank	runs	—	a	pattern	seen	with	Silicon	Valley
Bank	in	2023.

92%
GDP	Growth	from

AI	Investment	(H1	2025)

30%
Household	Wealth
in	Equities	(Record)

$6T+
Projected	AI	Infra

Funding	Through	2030



F E D 	 R E S P O N S E 	 O U T L O O K

The	Federal	Reserve	would	be	expected	to	act	as	primary	liquidity	provider	in	a
correction.	However,	with	the	new	"hawkish"	Fed	Chair	Kevin	Warsh	(nominated	January
30,	2026)	and	rates	already	at	3.5-3.75%,	the	Fed's	room	to	maneuver	is	more
constrained	than	in	previous	crises.	A	massive	rate-cutting	cycle	would	risk	reigniting
inflation	—	creating	a	policy	dilemma	between	supporting	markets	and	maintaining
price	stability.
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Stocks	&	Sectors	to	Avoid	—	The	Blast
Radius
If	the	AI	bubble	deflates,	the	damage	will	not	be	evenly	distributed.	The	highest-risk	positions
share	common	characteristics:	extreme	valuation	multiples,	dependence	on	continued	AI
spending	growth,	high	debt	levels	to	fund	AI	infrastructure,	and	business	models	that	only
work	if	demand	expands	exponentially.

Highest	Risk:	Neocloud	Providers	&	Pure-Play	AI
Infrastructure

COMPANY
RISK
LEVEL

KEY	VULNERABILITY
POTENTIAL
DOWNSIDE

CoreWeave
(CRWV)

Existential 100%	AI-dependent	revenue;	key	customers
(Microsoft)	are	competitors	building	in-house
capacity

60-90%

Oracle
(ORCL)

Severe CapEx	jumped	200%	YoY;	$50B	planned	for
FY2026;	heavily	debt-financed	($18B	bond
sale);	doesn't	have	cash	flow	to	fund	buildout

40-60%

Nebius
Group

Existential Pure-play	neocloud;	no	diversified	revenue
base;	depends	entirely	on	AI	compute
demand	growth

70-90%

Super	Micro
(SMCI)

Severe AI	server	hardware	maker;	accounting
concerns	already	present;	revenue	collapses
if	data	center	buildout	slows

50-70%

C3.ai	(AI) Severe Enterprise	AI	software	with	thin	margins;
revenue	growth	dependent	on	continued
enterprise	AI	adoption

50-70%

Palantir
(PLTR)

High Trading	at	extreme	multiples;	benefited	from
AI	hype	premium;	government	contracts
provide	some	floor

35-55%

SoundHound
AI	(SOUN)

Severe Speculative	AI	pure-play;	minimal	revenue
relative	to	valuation

60-80%

High	Risk:	AI	CapEx-Dependent	Sectors

Semiconductor	Equipment:	Companies	like	ASML,	Applied	Materials,	and	Lam	Research
have	benefited	enormously	from	the	chip	manufacturing	boom.	A	slowdown	in	data	center



buildouts	would	reduce	orders	for	chip	fabrication	equipment.

Speculative	Quantum	Computing:	Companies	trading	on	AI-adjacent	optimism	with	zero
tangible	earnings	—	such	as	certain	quantum	computing	plays	—	face	severe	correction	risk	as
investors	distinguish	between	proven	AI	utility	and	speculative	future	technologies.

AI-Branded	Consumer	Products:	Companies	that	have	rebranded	as	"AI-powered"	without
fundamental	AI	capabilities	will	see	their	hype	premiums	evaporate	fastest.	The	Dell	CES	2026
pivot	away	from	AI	branding	signals	this	is	already	beginning.

R E D 	 F L A G

Any	company	whose	CapEx	growth	rate	substantially	exceeds	its	revenue	growth	rate
—	particularly	if	funded	by	debt	rather	than	free	cash	flow	—	is	at	elevated	risk	in	a
correction.	Oracle's	200%	CapEx	jump	funded	by	an	$18	billion	bond	sale	is	the	poster
child	for	this	vulnerability.
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Sectors	to	Double	Down	—	Where	the
Smart	Money	Moves
The	"Great	Rebalancing"	of	early	2026	is	already	signaling	where	capital	flows	when	AI
enthusiasm	wanes.	As	of	February	5,	2026,	the	Technology	sector	has	slipped	into	negative
territory	for	the	year	(-0.40%),	while	Basic	Materials	(+9.05%),	Consumer	Defensive,	and
Healthcare	sectors	are	surging.	This	rotation	mirrors	the	post-dot-com	pattern	where	defensive
and	value	sectors	outperformed	for	years.

Tier	1:	Highest	Conviction

SECTOR CONVICTION RATIONALE
KEY
ETFS	/
PLAYS

Healthcare ★★★★★ Underperformed	S&P	by	60%	since	2020.
Trading	below	long-term	P/B	averages.
Schwab,	Fidelity,	and	Nasdaq	all	rate
Outperform.	AI	actually	helps	margins	here.
Biotech	M&A	accelerating.

XLV,
VHT,
IXJ,
IBB

Utilities	&
Energy
Infrastructure

★★★★★ AI	needs	power	regardless	of	bubble	outcome.
Data	centers	require	constant,	reliable
electricity.	Natural	gas	demand	rising.
Independent	power	producers	(Vistra)	have
pricing	power.

XLU,
VPU,
IDU

Consumer
Staples

★★★★☆ Classic	defensive	play.	Demand	is	inelastic.
Products	(food,	beverages,	household	goods)
remain	essential	regardless	of	AI	sentiment.
Dividend	income	provides	downside	protection.

XLP,
VDC,
KXI

Small-Cap
Value

★★★★☆ S&P	600	trades	at	16x	trailing	P/E	—	below
long-term	norms.	Severely	neglected	as	capital
chased	mega-cap	AI.	An	AI	correction	would
push	capital	back	to	small	caps.

IWM,
SLYV,
VBR

Tier	2:	Strong	Conviction



SECTOR CONVICTION RATIONALE
KEY
ETFS	/
PLAYS

Defense	&

Aerospace

★★★★☆ NATO	agreed	to	5%	GDP	defense	spending	by
2035.	U.S.	FY2026	defense	budget	exceeds
$900B.	Spending	is	non-discretionary	and	AI-
independent.

ITA,
XAR,
PPA

Financials
(Select)

★★★☆☆ Banks	benefit	from	AI	CapEx	financing	demand.
European	banks	trading	below	long-term
averages.	Deregulation	tailwinds.	Avoid	banks
with	concentrated	AI	lending	exposure.

XLF,
KBE,
VFH

International
Equities

★★★★☆ MSCI	World	ex-U.S.	rose	~29%	in	2025,
outpacing	S&P	500's	16%.	European	equities	at
deep	discounts.	An	AI	correction	would
disproportionately	hit	U.S.-centric	portfolios.

VEA,
VXUS,
EFA

Gold	&
Bitcoin

★★★☆☆ Alternative	stores	of	value.	Bitcoin	increasingly
behaves	as	"digital	gold"	with	no	direct	AI
exposure.	Gold	benefits	from	safe-haven	bids.
Both	hedge	against	USD	weakness.

GLD,
IAU,
GBTC

T H E 	 B A R B E L L 	 S T R A T E G Y

Leading	investors	are	adopting	a	"barbell"	approach:	maintaining	selective	exposure	to
the	strongest	AI	companies	with	proven	earnings	(Nvidia,	Microsoft)	on	one	end,	while
loading	the	other	end	with	defensive	sectors	like	healthcare,	consumer	staples,	and
utilities.	This	positions	portfolios	to	benefit	if	AI	succeeds	while	providing	downside
protection	if	it	doesn't.
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The	Magnificent	7	—	Survivor	Analysis
The	Magnificent	Seven	(Apple,	Microsoft,	Amazon,	Alphabet,	Meta,	Nvidia,	Tesla)	accounted	for
44%	of	the	S&P	500's	total	return	in	2025	—	down	from	62%	in	2023,	signaling	early
broadening.	But	these	seven	companies	still	represent	~35%	of	the	index's	market	cap.	In	a
correction,	they	will	be	the	epicenter.	However,	not	all	face	equal	risk.

COMPANY
AI
DEPENDENCY

REVENUE
DIVERSIFICATION

CORRECTION
RISK

SURVIVOR
SCORE

Nvidia
(NVDA)

Very	High Low	—	GPU	sales	are	~80%
AI-driven

High	(20-
50%
drawdown)

⚡
Survives,
but
volatile

Microsoft
(MSFT)

Moderate-
High

High	—	Office	365,	Azure
(non-AI),	LinkedIn,	Gaming

Moderate
(15-30%)

✓	Strong
survivor

Apple
(AAPL)

Low Very	High	—	iPhone,
Services,	Wearables

Low-
Moderate
(10-20%)

✓	Best
positioned

Amazon
(AMZN)

Moderate High	—	E-commerce,	AWS
(non-AI),	Prime,	Advertising

Moderate
(15-30%)

✓	Strong
survivor

Alphabet
(GOOGL)

Moderate High	—	Search	advertising,
YouTube,	Cloud

Moderate
(15-30%)

✓	Strong
survivor

Meta
(META)

Moderate-
High

Moderate	—	Advertising
dominant;	massive	AI
CapEx	($27B	data	center
deal)

Moderate-
High	(20-
35%)

⚡	Survives
with	pain

Tesla
(TSLA)

Moderate Moderate	—	EVs,	Energy,
FSD/Robotaxi	ambitions

High	(25-
45%)

⚡	High
volatility,
survives

Key	Insight:	Monetizers	vs.	Manufacturers

The	critical	distinction	emerging	in	2026	is	between	companies	that	spend	on	AI	infrastructure
(manufacturers/builders)	and	those	that	monetize	AI	through	products	and	services
(monetizers).	As	Blue	Whale	Growth	Fund	CIO	Stephen	Yiu	noted,	the	smart	positioning	is	on
the	"receiving	end"	of	AI	spending,	not	the	spending	side	itself.	Companies	whose	P&L	already
reflects	AI-driven	revenue	growth	are	more	resilient	than	those	whose	AI	investments	haven't
yet	translated	to	earnings.



T H E 	 A M A Z O N 	 P R E C E D E N T

Amazon's	stock	dropped	93%	during	the	dot-com	crash	(from	$107	to	$7).	Yet	the
company	went	on	to	become	one	of	the	most	valuable	in	history.	In	a	severe	AI
correction,	Nvidia	could	follow	a	similar	pattern	—	experiencing	devastating	short-term
losses	while	ultimately	dominating	the	AI	infrastructure	market	for	decades.	The	key	for
investors	is	whether	they	can	withstand	the	drawdown.



S E C T I O N 	 0 9

The	IPO	Market	—	OpenAI,	Anthropic	&
the	Megacycle	at	Risk
2026	was	supposed	to	be	the	year	of	the	tech	IPO	megacycle.	Goldman	Sachs	predicted
"unprecedented	deal	volume	and	IPO	sizes."	Blackstone	described	"one	of	our	largest	IPO
pipelines	in	history."	The	marquee	names	—	OpenAI	(targeting	$1	trillion	valuation,	late	2026),
Anthropic	(reportedly	exploring	IPO	at	$300B+	valuation),	SpaceX	($800B	valuation)	—
represent	the	biggest	potential	public	market	debuts	in	history.	Over	800	unicorn	companies
sit	in	the	IPO	backlog.

What	Happens	to	the	IPO	Pipeline	If	the	Bubble	Bursts

SCENARIO
IPO
MARKET
IMPACT

KEY	CONSEQUENCE

Controlled
Deflation

IPOs
proceed
at
reduced
valuations

OpenAI	may	IPO	at	$500-700B	instead	of	$1T.	Some	smaller
companies	delay.	Investor	scrutiny	increases	dramatically	—
financial	disclosures	become	a	correction	catalyst	as	profitability
gaps	become	transparent.

Sharp
Correction

IPO
window
slams
shut	for
6-12
months

High-profile	postponements	cascade	through	the	pipeline.
Companies	that	need	capital	(OpenAI	burns	cash	rapidly)	face
private	funding	at	down-round	valuations.	Late-stage	VC	returns
crater.

Systemic
Meltdown

IPO
market
freezes
for	12-
24+
months

Echoes	2001-2003	and	2008-2009.	Many	unicorns	become
"zombiecorns."	Massive	down	rounds.	Some	fail	entirely.	VC
returns	for	2024-2025	vintages	are	severely	impaired.
Secondary	markets	for	private	shares	collapse.

The	Paradox:	IPOs	as	Both	Signal	and	Catalyst

Yale	economist	Owen	Lamont	argues	that	a	wave	of	high-profile	IPOs	could	itself	signal	the
bubble's	peak.	When	"smart	money"	insiders	rush	to	sell	overvalued	equity	to	the	public,	it
historically	marks	the	top.	The	Financial	Times	reporting	that	OpenAI	plans	a	late-2026	IPO
could	itself	be	the	warning	sign	Lamont	describes.

Conversely,	these	IPOs	could	serve	as	the	bubble's	correction	catalyst.	When	OpenAI	and
Anthropic	begin	disclosing	detailed	financial	information	to	public	markets	for	the	first	time,



investors	will	finally	have	concrete	data	to	evaluate	whether	these	companies	can	justify	their
valuations.	If	the	numbers	disappoint	—	and	given	that	OpenAI's	$15	billion	in	revenue	against
$150	billion	in	investment	implies	a	deeply	negative	ROI	—	the	revelation	could	trigger	exactly
the	sentiment	shift	that	pops	the	bubble.

S T R A T E G I C 	 T A K E A W A Y

For	investors	considering	AI	IPOs:	demand	financial	transparency	before	committing
capital.	The	first	2-3	quarters	of	public	financial	reporting	from	OpenAI	or	Anthropic	will
be	the	most	important	data	points	in	determining	whether	AI	valuations	are	justified	or
speculative.	Wait	for	the	data.
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The	Hidden	Debt	Bomb	—	AI's	$6	Trillion
Credit	Problem
Perhaps	the	most	underappreciated	risk	in	the	AI	boom	is	the	massive	shift	from	equity-funded
to	debt-funded	expansion.	JP	Morgan	estimates	that	more	than	$6	trillion	in	total	funding	will
be	required	through	2030	for	AI-related	data	centers,	energy	projects,	and	supply	chain
infrastructure.	An	increasing	share	of	this	investment	is	now	debt-financed,	often	in	complex,
off-balance-sheet	structures.

The	Credit	Landscape

Bond	issuance	by	hyperscalers	exceeded	$100	billion	in	the	last	six	months	of	2025	alone.
Spreads	on	these	bonds	have	already	widened	by	approximately	40	basis	points	relative	to
investment-grade	bonds	—	an	early	sign	of	investor	discomfort.	Over	$1	trillion	of	AI-related
debt	is	expected	to	come	from	private	credit	markets,	significantly	expanding	the	$3	trillion
global	private	credit	market.

The	structural	complexity	is	concerning.	Meta's	$27.2	billion	data	center	financing	with	Blue
Owl	combined	elements	of	asset-backed	securities,	commercial	mortgage-backed	securities,
and	investment-grade	debt	in	off-balance-sheet	structures.	Oracle	raised	$18	billion	in	one	of
the	largest	tech	bond	sales	in	history	and	plans	even	larger	raises.	These	structures	distribute
AI	risk	across	multiple	credit	markets	in	ways	that	may	not	be	fully	visible	to	regulators	or	even
to	the	institutions	holding	the	exposure.

The	2008	Echo

Oliver	Wyman's	analysis	draws	an	explicit	parallel	to	2008:	"In	2008,	banks	discovered	they
owned	far	more	US	housing	risk	than	their	internal	reports	suggested.	They	might	soon
discover	the	same	about	data-center	and	digital	infrastructure	risk	—	only	this	time,	exposures
are	spread	across	corporate,	real	estate,	and	structured	credit	markets	simultaneously."

If	half	of	the	projected	$6	trillion	in	AI	capital	spending	is	debt-financed,	this	would	create	a
credit	buildup	exceeding	all	broadband	infrastructure	investment	since	the	beginning	of	the
internet.	The	AI	debt-issuance	boom	is	still	in	its	early	stages,	which	means	the	risk	is	growing,
not	shrinking.

S Y S T E M I C 	 R I S K 	 A S S E S S M E N T

The	critical	question	is	whether	AI-generated	revenues	will	grow	fast	enough	to	service
this	debt.	If	data	center	utilization	rates	disappoint,	if	enterprise	AI	adoption	stalls,	or	if
cheaper	AI	models	(like	DeepSeek)	reduce	the	need	for	expensive	infrastructure	—	the
debt	becomes	unsustainable.	Unlike	the	dot-com	era,	which	was	primarily	an	equity
bubble,	the	AI	boom	has	a	significant	credit	component	that	could	amplify	losses	and
extend	the	recovery	timeline.
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Global	Contagion	—	Currency,	Bond	&
International	Markets
The	AI	boom	has	been	overwhelmingly	concentrated	in	U.S.	companies	and	U.S.	markets.	This
geographic	concentration	has	significant	implications	for	how	a	correction	would	propagate
globally.

Currency	Markets

The	World	Economic	Forum	analysis	suggests	that	the	U.S.	dollar	would	be	less	favored	as	a
safe	haven	than	is	traditional	in	a	crisis,	precisely	because	the	epicenter	of	the	bubble	is	the
U.S.	economy.	This	is	a	departure	from	historical	patterns	where	the	dollar	strengthened
during	global	sell-offs.	The	Korean	won	and	Taiwanese	dollar	could	face	temporary	pressure
due	to	their	semiconductor	industry	exposure,	but	this	would	likely	be	short-lived.

Bond	Markets

Government	bonds	would	benefit	from	traditional	safe-haven	flows,	but	with	a	twist:	U.S.
Treasuries	may	benefit	less	than	usual,	given	the	concentration	of	AI	risk	in	U.S.	markets	and
the	potential	fiscal	impact	of	reduced	AI-driven	GDP	growth.	European	sovereign	bonds	and
Japanese	government	bonds	could	see	relatively	stronger	safe-haven	demand.

International	Equity	Markets



REGION
IMPACT
LEVEL

KEY	DYNAMIC

U.S. Severe Epicenter.	35%	S&P	concentration	in	Mag	7.	AI	CapEx	drives
50%	of	GDP	growth.

Europe Moderate Less	exposed	to	AI	valuations.	European	equities	at	deep
discount	to	U.S.	Could	benefit	from	capital	rotation.	Defense
spending	tailwind.

Taiwan	/
South
Korea

Severe
(temporary)

TSMC,	Samsung,	SK	Hynix	directly	exposed	to	semiconductor
demand	reduction.	Recovery	likely	faster	as	these	are
foundational	tech	suppliers.

China Mixed Domestic	AI	ecosystem	(DeepSeek,	Huawei)	partially	insulated.
U.S.	trade	restrictions	create	separate	trajectory.	Could	benefit
if	U.S.	AI	correction	reduces	competitive	pressure.

Emerging
Markets

Low-
Moderate

Limited	direct	AI	exposure.	Risk	comes	from	global	growth
slowdown	and	commodity	demand	reduction	from	slower

infrastructure	build.

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

International	equities	—	particularly	European	markets	—	offer	one	of	the	strongest
hedges	against	a	U.S.-centric	AI	correction.	The	MSCI	World	ex-U.S.	outperformed	the
S&P	500	by	~13	percentage	points	in	2025.	European	bank	valuations	remain	below
long-term	averages	despite	positive	performance,	indicating	further	re-rating	potential.
Geographic	diversification	is	not	just	defensive	—	it's	opportunistic.
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The	Strategic	Playbook	—	Positioning	for
What	Comes	Next
Whether	the	AI	correction	is	gradual	or	sudden,	the	strategic	principles	remain	the	same.	This
playbook	draws	on	historical	precedent,	current	market	positioning,	and	analyst	consensus	to
provide	actionable	guidance.

Phase	1:	Pre-Correction	Positioning	(Now)

Phase	2:	During	the	Correction

Phase	3:	Post-Correction	Recovery

Reduce	concentration	in	AI	pure-plays.	Trim	positions	in	CoreWeave,	Oracle,	Nebius,
SMCI,	and	other	companies	whose	valuations	depend	entirely	on	exponential	AI	demand
growth.	Take	profits	where	available.

▸

Build	defensive	sector	exposure.	Initiate	or	increase	positions	in	Healthcare	(XLV),
Utilities	(XLU),	Consumer	Staples	(XLP),	and	small-cap	value	(IWM/SLYV).	These	sectors	are
historically	undervalued	and	positioned	to	absorb	rotating	capital.

▸

Add	international	diversification.	Allocate	to	European	and	international	equities	(VEA,
VXUS,	EFA).	European	markets	offer	compelling	value	at	a	deep	discount	to	U.S.	equities.

▸

Build	cash	reserves.	Hold	10-20%	cash	to	deploy	opportunistically	during	a	correction.
The	best	AI	assets	(Nvidia,	Microsoft)	may	become	genuinely	cheap	for	the	first	time	in
years.

▸

Establish	alternative	stores	of	value.	Consider	gold	(GLD)	and	Bitcoin	as	hedges
against	both	AI	correction	and	potential	dollar	weakness.

▸

Don't	panic	sell	quality.	Companies	like	Microsoft,	Amazon,	and	Alphabet	have
diversified	revenue	bases	and	will	recover.	Selling	during	the	drawdown	locks	in	losses.

▸

Selectively	buy	the	highest-quality	AI	names	at	discount.	If	Nvidia	drops	40-50%,	its
fundamental	position	as	the	dominant	AI	chip	provider	hasn't	changed	—	only	its	price.	This
is	where	generational	returns	are	made.

▸

Avoid	catching	falling	knives	in	speculative	names.	CoreWeave,	SoundHound,	C3.ai,
and	similar	pure-play	AI	stocks	may	not	recover.	Unlike	Amazon	post-dot-com,	many	of
these	companies	lack	the	revenue	base	to	survive	a	prolonged	downturn.

▸

Watch	the	IPO	market	closely.	If	OpenAI	or	Anthropic	IPO	during	or	after	a	correction	at
reduced	valuations,	they	could	represent	significant	opportunities	—	but	only	after	financial
disclosures	confirm	a	viable	path	to	profitability.

▸



Identify	the	survivors.	Just	as	Amazon	emerged	from	the	dot-com	crash	to	dominate	e-
commerce,	the	AI	companies	that	survive	a	correction	with	strong	balance	sheets	and
proven	products	will	dominate	for	decades.

▸

Shift	from	infrastructure	to	applications.	Post-correction,	the	market	will	reward
companies	that	use	AI	to	generate	returns,	not	companies	that	build	AI	infrastructure.	Focus
on	AI-enabled	healthcare,	fintech,	logistics,	and	enterprise	software.

▸

Rebalance	toward	growth.	Once	valuations	normalize	and	earnings	support	returns,
gradually	shift	back	from	defensive	positioning	to	growth-oriented	AI	investments.

▸

T H E 	 M & A 	 A N G L E

Post-correction	environments	historically	generate	massive	M&A	activity	as	cash-rich
survivors	acquire	distressed	competitors	at	pennies	on	the	dollar.	For	JJ's	M&A
background	specifically:	the	companies	best	positioned	to	make	transformative
acquisitions	during	an	AI	downturn	are	Apple	(massive	cash	reserves,	minimal	AI
exposure),	Alphabet	(diverse	revenue,	deep	AI	capabilities),	and	large-cap	pharma
companies	looking	to	acquire	AI-powered	biotech	at	depressed	valuations.	This	is	where
the	real	value	creation	happens.
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Conclusion	—	The	Technology	Is	Real,	the
Valuations	Are	Not
The	AI	revolution	is	genuine.	It	will	reshape	industries,	automate	workflows,	accelerate
scientific	discovery,	and	create	enormous	economic	value	over	decades.	This	is	not	in	dispute.
What	is	in	dispute	is	whether	the	current	pace	of	investment,	the	current	level	of	valuations,
and	the	current	market	structure	can	be	sustained	without	a	significant	correction.

The	evidence	is	sobering.	Ninety-five	percent	of	organizations	investing	in	AI	show	zero	ROI.
The	S&P	500's	concentration	in	the	top	seven	stocks	matches	the	dot-com	peak.	AI-related
CapEx	drives	half	of	GDP	growth,	creating	systemic	dependence	on	continued	spending.	Over
$6	trillion	in	projected	AI	infrastructure	investment	is	increasingly	debt-financed,	introducing
credit	risk	that	didn't	exist	in	the	dot-com	era.	Circular	financing	between	AI's	biggest	players
creates	interconnected	fragility.

The	question	is	not	whether	a	correction	will	occur	—	it	is	when,	how	severe,	and	whether
investors	will	be	positioned	to	survive	it	and	capitalize	on	the	opportunities	it	creates.

Real
The	Technology

Stretched
The	Valuations

Available
The	Opportunity

History	tells	us	that	every	transformative	technology	—	railroads,	automobiles,	the	internet	—
experienced	a	bubble-and-bust	cycle	before	delivering	on	its	ultimate	promise.	The	technology
won	every	time.	Most	investors	did	not.	The	AI	correction	will	follow	this	pattern.	The
companies	that	emerge	strongest	will	be	those	with	real	revenue,	sustainable	business
models,	and	the	financial	strength	to	weather	the	storm.

Position	accordingly.	Build	defensively.	Stay	patient.	And	when	the	correction	arrives,	be	ready
to	invest	in	the	future	at	a	fair	price.

Key	Takeaways
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The	AI	bubble	is	real	—	not	because	AI	isn't	transformative,	but	because	expectations
have	outrun	economics.	The	market	structure	closely	mirrors	the	dot-com	peak.

▸

Avoid	overexposure	to	AI	pure-plays,	neocloud	providers,	and	heavily	debt-financed	AI
infrastructure	builders	(CoreWeave,	Oracle's	AI	bets,	SMCI,	speculative	AI	startups).

▸

Double	down	on	Healthcare,	Utilities,	Consumer	Staples,	Small-Cap	Value,
Defense/Aerospace,	and	International	Equities	—	all	of	which	are	undervalued	and
positioned	for	capital	rotation.

▸

The	Magnificent	7	will	split	—	Apple,	Microsoft,	Amazon,	and	Alphabet	are	best
positioned	to	survive.	Nvidia	survives	but	faces	maximum	volatility.	Meta	and	Tesla	carry
higher	risk.

▸

The	IPO	market	is	both	opportunity	and	warning	sign.	OpenAI's	potential	$1T	IPO
could	mark	the	top.	Wait	for	financial	disclosures	before	investing.

▸

The	hidden	debt	bomb	is	the	most	underappreciated	risk.	Over	$6	trillion	in	AI
infrastructure	financing	could	amplify	losses	beyond	a	pure	equity	correction.

▸

Use	the	barbell	strategy:	selective,	high-conviction	AI	holdings	on	one	end;	defensive,
undervalued	sectors	on	the	other.	Maintain	10-20%	cash	for	opportunistic	deployment.

▸

https://bit.ly/jjshay

