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Cover Story

Improving Al Economics, Emerging Risks

Artificial intelligence (Al) remains a central force shaping
markets, but the narrative is evolving. While the direction of
travel continues to be strongly positive, recent
developments suggest we are entering a more complex
phase — one where improving economics are increasingly
matched by emerging risks around value distribution, cost
structure and the sustainability of the build-out.

A useful framework to understand this evolution is through
the structure of the Al stack itself. At its foundation are chip
providers, which convert energy into tokens. Hyperscalers
build and operate the infrastructure, turning capital
expenditure into usable computational power. Foundation
models convert tokens into intelligence, and applications
apply that intelligence to generate end-user value. To date, a
significant share of economic value has accrued to the chip
layer, while hyperscalers have carried the bulk of capital
investment, with returns only recently beginning to emerge.

Encouragingly, recent data points suggest a clear
improvement in underlying economics. While token prices
have declined, overall expenditure continues to rise,
reflecting strong demand elasticity and increased usage
intensity. After a period of plateauing late last year, activity
has inflected sharply, driven by the emergence of agentic
applications that require significantly more tokens per task.
This step-change in usage has been critical in pushing the
system into a more favorable economic regime, where
revenues are now running ahead of the depreciation costs
associated with hyperscaler investments — marking a clear
departure from the earlier phase of cost absorption.

Monetization is also evolving. The shift from seat-based to
consumption-based pricing aligns revenues more closely
with usage and has the potential to improve profitability
across the ecosystem. At the same time, advances in
hardware efficiency are reducing the cost of compute,
further supporting margins. Alongside this, the use of
routing technologies and open-source models is allowing
workloads to be allocated more efficiently, with simpler
tasks processed at lower cost. While this can reduce
expenditures for specific use cases, it also frees up capacity,
which can be redeployed elsewhere.

Source: Investment Strategy Insights (July 2026, PineBridge
Investments)
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Despite these improvements, uncertainty around value
distribution remains central. One potential outcome is that
open-source models continue to close the gap with frontier
systems, which could reduce pricing power at the model
layer and shift value toward infrastructure providers.
Alternatively, if frontier models maintain a technological
lead, they may capture a larger share of value currently held
by application-level companies. A third possibility is that
improvements in efficiency reduce overall compute
requirements, ither through smaller models or increased use
of edge computing, which would directly affect the scale
assumptions underpinning current infrastructure investment.
The eventual outcome may reflect a combination of these
scenarios, resulting in a redistribution of value across the
stack.

Cost dynamics represent an additional constraint. Memory is
becoming a larger component of hyperscaler capex, with
supply conditions expected to remain tight. This is placing
pressure on free cash flow and raising questions about the
sustainability of current investment levels. From a market
perspective, this dynamic matters: The largest beneficiaries
of the Al cycle by market capitalization are also the ones
most exposed to rising capital intensity, and investor
skepticism around spending discipline is already evident in
recent relative performance.

Beyond the economic structure, the risk environment is also
shifting in ways that are less quantifiable but potentially
more disruptive. Political and regulatory risks are rising,
driven by a growing perception that Al is advancing too
quickly and that its benefits may not be widely shared. This
creates a non-trivial risk of policy intervention — whether
through restrictions on model deployment, constraints on
data center expansion, or broader regulatory frameworks
that increase friction across the ecosystem. Historical
precedent suggests that such pressures can materially slow
adoption, even for technologies with clear long-term
benefits. In addition, the increasing capability of advanced
models raises concerns related to security and potential
misuse, which has already led to more controlled access and
restrictions on deployment. These factors introduce the
possibility of additional friction in the system, with
implications for both the rate of innovation and the
economics of the build-out.

Overall, Al continues to represent a significant structural
development, with improving economics supported by rising
demand and evolving pricing models. At the same time, risks
related to value distribution, cost structure and regulation
are becoming more visible. As the cycle progresses, these
factors are likely to play an increasingly important role in
shaping outcomes across the Al ecosystem. This calls for a
dynamic, active approach to maximize the value capture
while being mindful of shifting risks.

Source: Investment Strategy Insights (July 2026, PineBridge
Investments)
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Global Market Outlook

Equity Market Outlook
for the next 3 months as of 30 Jun 2026

North America Overweight
Europe Overweight
Japan Neutral
Hong Kong Neutral
Greater China Overweight
Other Asia Overweight
Fixed Income Market Outlook
for the next 3 months as of 30 Jun 2026
Global Neutral
Asia Overweight
Money Market Neutral

Global Macro

The Iran-US memorandum of understanding (MOU) has
reduced downside risks to growth and upside risks to
inflation. Energy prices have declined materially from their
peaks yet remain elevated on a year-over-year basis.
Despite the more positive outlook on geopolitics and
energy prices, the Fed’s hawkish shift has increased
market perception of hikes. US economic data remains
robust, with inflation steady. But we expect continued
unwinding in tariff-related inflation, weaker energy prices
and shelter effects, which should be supportive of a
disinflation profile in the year’s second half.

Kevin Warsh’s first Fed meeting as chair is already
bringing about institutional changes. The federal funds dot
plot showed a clear hawkish shift, with the median policy
rate moving up by 40 basis points (bps) for 2026 and 50
bps for 2027. Warsh opted not to submit a dot given his
opposition to forward guidance. Additionally, he
announced other institutional changes, including setting
out a range of working groups focused on areas including
communications, inflation strategy and balance sheet

policy.

Source: Investment Strategy Insights (July 2026,
PineBridge Investments)
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The Federal Open Market Committee (FOMC) shifted to a
balanced assessment of labor market risks from its
previous downside assessment. Labor market data
remains robust following another resilient non-farm
payroll print at 172,000, with the unemployment rate also
remaining stable at 4.3%. Job openings, according to the
most recent JOLTS report, rose to 7.62 million in April (the
highest since 2024), with layoffs declining. Initial and
continuing claims rose moderately, but partly reflected
seasonal volatility. Similarly, consumer strength remains
strong despite recent elevated gas prices. Retail sales (ex
gasoline) have now risen 7.3% on a three-month over
three-month basis, the most since the fourth quarter of
2024.

Headline inflation continued to rise, reaching 4.2% in May,
driven by energy and energy-linked sectors. Core inflation
was in line with expectations at 2.9% year over year, but
lower than expected on a sequential basis. Gasoline prices
have moved below $4 per gallon on lower oil prices, which
removes some pressure on the next inflation print.
However, Al-related spending is lifting computer
hardware prices given continued supply pressure on
memory production. The strike-down of the IEEPA tariffs
and replacement with other tariffs lowered the effective
tariff rate. Further unwinding effects should support lower
inflation in the second half, along with lower shelter and
gas prices.

The European Central Bank (ECB) hiked its base rate by 25
bps prior to the MOU, highlighting concerns around
second-round effects to inflation, with supply pressures
building. According to sentiment surveys, price pressures
declined in June, with inflation expectations also
declining. The market continues to price one more rate
hike, although that remains unclear at this point given
more certainty on the energy outlook. Nonetheless, Title
Transfer Facility (TTF) natural gas pricing remains elevated
year over year.

Credit

Higher all-in yields continue to support demand across
fixed income, but tighter spreads, narrower
differentiation, persistent inflation and geopolitical risks
argue for a more selective, diversified and valuation-aware
approach. Al-related investment is influencing issuance,
index composition and relative value, benefiting some
issuers while creating new concentration, correlation and
business-model risks.

While risk factors have declined since the peak Iran-
conflict uncertainty, market valuations appear to be
pricing in perfection, with credit spreads at ultra-tight
levels. Therefore, while our score has improved, it retains
a defensive bias. It is hard to see spreads tightening much
further from current levels, and total returns will more
likely be a function of yield and curve.
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Currency (USD Perspective)

Markets read the latest FOMC as hawkish, leading to a
stronger US dollar (DXY +2%). However, the US inflation
outlook in the second half of the year is set to improve on
lower oil prices and a deceleration of demand, which
should keep the Fed on hold.

Rate differentials are driving the euro weaker, with the
ECB hike fully priced going into the meeting but the
hawkish dot plot from the Fed providing a surprise. The
euro/US dollar pair reached its lowest since the mid-2025
tariff threat escalation.

The Japanese yen has broken 160 amid renewed talk of
intervention. While this could provide some short-term
relief, the medium-term trend still points to further
weakening given ongoing reflation amid still-subdued
growth.

While emerging market foreign exchange also has
weakened against the US dollar, it has outperformed
developed market currencies with some instances of
outright appreciation (i.e., the Egyptian pound and the
Colombian peso). High carry amid continued strong
growth continues to provide a buffer against dollar
strength.

Emerging Markets Fixed Income

We remain constructive on EM debt given our expectation
of a solid global growth backdrop, further boosted by the
recent decline in oil prices. Despite recent Fed repricing,
our base case continues to see no hikes, keeping financial
conditions supportive. We also expect that good
technicals and a high all-in yield will continue to provide a
tailwind.

For sovereigns, recent elections have yielded market-
friendly outcomes, which has supported bond prices in
Hungary, Peru and Colombia. Next on the election
calendar is Brazil in October, where incumbent Lula is
competitive and politics will increasingly drive price
action.

For corporates, first-quarter earnings were broadly
neutral. Primary issuance remains active, resulting in
positive net financings, which are being well absorbed by
a combination of scheduled cash flows, redemptions and
healthy cash balances.

For local debt, the decline in oil prices has reduced
pressure on rates, while the hawkish repricing of the
FOMC has led to a stronger US dollar. We continue to
favor high carry names in line with expectations of a
supportive growth environment.
Source: Investment Strategy
PineBridge Investments)
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Multi-Asset

The reopening of the Strait of Hormuz is progressing
faster than expected, with oil flows already back to
roughly 70% or more of pre-conflict levels, driving oil
prices lower and supporting a renewed disinflation trend.
While the agreement remains fragile and incomplete, with
ongoing geopolitical risks (notably in Lebanon) and a
costly second phase of negotiations still ahead, the clear
pathway to a longer-term resolution means the worst is
likely behind us, and the focus shifts back to secular
tailwinds.

In markets, the sharp selloff in large-cap tech was
primarily technical and positioning-driven, not due to
weakening fundamentals. Heavy retail and leveraged
positioning — especially in semiconductors — has
unwound, while market gains broadened into less
crowded sectors, which is a generally healthy
development. The Al investment cycle remains intact, with
constructive earnings expectations over the next 12
months. A key new dynamic is emerging: Al-driven
demand is creating short-term inflation pressure. Memory
and computing shortages have pushed input costs sharply
higher. This creates a temporary tension where Al is
inflationary in the near term but still expected to be
disinflationary in the longer term.

On inflation, the picture is mixed. Falling oil prices and
easing tariff effects are pushing goods inflation lower, but
services — especially housing — remain sticky, keeping
underlying inflation above target. This complicates the
Fed’s path. Under new leadership, the Fed is signaling it
will prioritize price stability and keep policy restrictive
longer, even as energydriven disinflation builds. Still, long-
term bond yields remain stable, suggesting markets are
comfortable with this stance.

Globally, conditions remain uneven. The U.S. is resilient
but tight on policy, Europe is stabilizing but weak, Japan is
still tightening, and China continues to struggle with soft
demand. The environment is near-term choppy but
structurally constructive. Disinflation is returning, markets
are rotating rather than breaking, and while Al is creating
short-term inflation noise, it remains a key driver of
medium-term growth and productivity.

Source: Investment Strategy (July 2026,

PineBridge Investments)
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Global Equity

Tech stocks have been volatile due to rates and
geopolitical risks, with those pressures amplified by
debates around token maxing and the durability of Al
monetization, as well as concerns about delays in
adopting 800-volt power infrastructure and co-packaged
optics (CPO). The market saw a sharp correction early in
June as positioning unwound before stabilizing and
rebounding later in the month, following signals of an Iran
deal. Despite the volatility, Al fundamentals have remained
strong, with demand continuing to outpace supply.

Industrial capex remains supported by hyperscaler
spending, though there are early signs that a short-cycle
recovery could begin to broaden beyond Al data centers.
Transport demand remains soft, while tighter supply
conditions are driving pricing higher.

Financials fundamentals have been stable, with net
interest income largely in line with expectations and credit
quality holding up, though there are early signs of stress
among lower-income consumers.

Healthcare demand has remained steady overall, with
some modest deceleration at the start of the vyear.
Procedure-related areas such as medical technology and
hospitals have lagged, while managed care has
outperformed as cost trends have evolved more favorably
for the industry. Life sciences demand has improved on
the pharma/biotech side, while academic markets and
China remain subdued. Broader sentiment toward the
sector remains muted given ongoing pressure from the
U.S. government on drug pricing and ACA enrollment.

Consumer spending continues to show resilience despite
higher inflation, particularly in the U.S., with a K-shaped
dynamic evident globally and supported in part by the
impact of equity market gains.

Global Emerging Markets Equity

We revised our score based on the benchmark’s favorable
valuation near the bottom of its historical range. Our view
is further supported by what appears to be progress
toward peace with Iran, although this is not the primary
reason. The score would be even more bullish if earnings
upgrades were not so heavily concentrated among two
sectors, IT and energy, while seven out of 11 sectors are
seeing negative revisions. We'd need to see better
financial reports from more segments of the market to
turn our score more bullish.

Source: Investment Strategy (July 2026,

PineBridge Investments)
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The last week of May saw large benchmark changes that
made it far more concentrated than before. The “big
three” (TSMC, Samsung and SK Hynix) jointly added 800
bps of weight. The top 20 index names now represent
45.47%, versus 37.7% previously. Taiwan and South Korea
each have a bigger allocation than China. The top five
countries (Taiwan, Korea, China, India and Brazil)
constitute 81.7% of the total. The changes have had a big
impact on portfolios, at least in terms of relative
positioning, and warrant a thoughtful response. While not
intrinsically fundamental in nature, the changes cannot be
ignored and will matter in the long run.

Quantitative Research

Our US Conviction Score improved last month, with credit
spread tightening of 9 bps and yield curve flattening of 10
bps each contributing.

The model’s global credit forecasts continue to favor EM
over DM. In developed markets, it favors energy,
technology and basic industry and dislikes finance
companies, utilities and other financials. In EM, our model
likes metals and mining, financials and diversified
companies. It dislikes real estate, consumer goods and
industrials.

Our global rates model forecasts lower yields for the UK
and Japan and higher yields for North America, Oceania
and most European countries. The model forecasts a
steeper curve in Norway, Spain, Italy and Switzerland and
a flatter curve for Japan, North America, Australia and
most European countries.

The rates view expressed in our G10 model portfolio is
overweight global duration. Specifically, it is overweight
the UK, New Zealand and Canada and is underweight the
US and Germany. Along the curve, it is overweight the 10-
year and 20-year and underweight the six-month, five-
year, seven-year Japan Government bond and the 30-year.

Source: Investment Strategy (July 2026,

PineBridge Investments)
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Important Information

FWD Life Insurance Co., (Bermuda) Ltd (“we”) or our affiliates or any
director or employee of us or our affiliates do not make any express or
implied representations or warranties as to the accuracy, timeliness or
completeness of the statements, information, data and content
contained in this document and any materials, information, images, links,
sounds, graphics or video (written, oral, visual or otherwise) provided in
conjunction with this document (collectively "Materials"). The Materials
have been prepared solely for informational purposes. The contents of
the Materials have not been reviewed by any regulatory authority in any
jurisdiction. All such Materials should not be relied upon and does not
constitute investment advice. We or our affiliates or any director or
employee of us or our affiliates may have a position in or with respect to
any securities mentioned in the Materials and will not be liable or
responsible to you or any other third parties for any and all liabilities
arising directly or indirectly from any reliance by any person or party on
the Materials.
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