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DATA CENTERS, SEMICONDUCTORS
& THE AI VALUE CHAIN

Al trends have driven markets in recent years, but this is not just about a few technology companies. How can investors maintain a
broader perspective on these developments?

Artificial intelligence (Al) may seem simple when using a chatbot, but there is a complex value chain that allows anyone with a device to
access capabilities that would have seemed like science fiction less than a decade ago. This has made generative Al and large language
models (LLMs) one of the most important themes driving financial markets and the economy. This also means it's important to have a
broader view of Al that goes beyond a few technology stocks.

While there is little doubt that Al is transformational, it remains difficult to forecast demand or determine how it will affect businesses,
workers, and productivity in the years ahead. For investors, this uncertainty can make it difficult to value companies, sectors, and the overall
stock market. How can investors better understand Al's impact while maintaining a long-term perspective?

The Entire Al Supply Chain Is Supporting Markets

One of the most important insights for investors is that "Al" is not a single type of investment. While it's natural to think of the model
providers at the heart of these capabilities, such as OpenAl, Anthropic, Google, and more, they only represent one piece of the puzzle.
There is a full supply chain that covers a range of activities, industries, and business models, each with its own characteristics and risks,
including hardware, data centers, software providers, and more.

At the foundation is the semiconductor hardware that makes this all possible. There are two stages where hardware like GPUs and memory
chips are needed. The first is model training to build LLMs, a process that uses huge amounts of data across thousands of connected
servers, taking weeks or months to complete.

The second is known as “inference,” which is the actual use of these models by individuals and businesses. Each prompt requires
computational and memory resources to generate an answer. The combination of training and inference is why demand and prices for this
hardware have surged, leading to high market valuations.

Over time, this hardware needs to be scaled up to meet demand, which is where data centers come in. Imagine a data center asa large
warehouse packed from floor to ceiling with servers. These machines run 24/7, requiring security, electricity, and cooling. Atogether, these
represent the enormous resources devoted to making Al applications possible.

Data Center Construction Spending

Annual pace of data center construction (excluding hardware costs) versus all
other construction (seasonally adjusted)
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Sources: Clearnomics, Census Bureau. Latest data point is May 2026.

Spending on data centers has become a significant contributor to economic activity. The chart above shows the amount spent on data
center construction, not including the IT hardware. It's clear that this spending has accelerated since the launch of ChatGPT in late 2022
and has surpassed all other types of office construction.
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Finally, there is the use of Al by businesses, both internally as well as new Al applications by software providers. At the moment, this is
perhaps the hardest to evaluate, since it depends on how effectively companies can turn Al capabilities into productivity gains and product
enhancements. For instance, how Al interacts with existing software, and whether these companies will evolve, has been one source of
market uncertainty over the past year.

Investors Are Weighing Whether Large Investments Will Pay Off

A central question facing investors right now is whether the hundreds of billions being spent on Al infrastructure will eventually generate
sufficient returns. This is challenging due to the scale of these investments, particularly from the largest technology companies. This
uncertainty helps explain some of the volatility in Al-related stocks. As the accompanying chart shows, mega-cap technology stocks have
experienced strong returns over the past several years, but with large swings. Since it takes time to build new data centers, periods of
optimism about infrastructure spending have been followed by periods of concern about whether there will be sufficient demand.

Magnificent 7 Performance

Meta, Amazon, Apple, Alphabet, Nvidia, Microsoft, and Tesla; equal-weighted
performance versus the S&P 500 and Nasdaq Composite (since 2020)
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Sources: Clearnomics, Standard & Poor’s, Nasdaq, LSEG. Latest data point is August 6, 2026.

Since early 2025, for example, investors have been worried about more efficient Al models that might mean less computing power is
required. However, history shows that the efficiency gains that come with new innovations do not always reduce overall demand. In some
cases, cheaper and more capable technology leads to broader adoption and completely new use cases. For instance, electricity today is not
just for light bulbs, and computers are not just for large companies.

At the same time, markets have a long track record of overestimating the speed at which new technologies generate profits, even when
the long-term potential is real. The enthusiasm investors showed for internet stocks in the late 1990s and early 2000s took decades to truly
play out. This is why it's important to maintain not just a broader perspective on the companies involved in Al, but also a long-term
perspective as the technology and demand evolve.

Valuations Reflect High Expectations

As Al has captured investor attention, valuations for many technology companies have risen steadily. As the chart above shows,
Information Technology sector valuations, at 21.4x, are high relative to their own history and the broader market. The same is true for
sectors such as Communication Services and Consumer Discretionary which also contain large tech companies. At the same time, these
valuations also reflect strong earnings growth as demand for Al capabilities grows.

It's important to remember that valuations are not a tool for predicting what markets will do tomorrow. Instead, valuations can help us
decide the appropriate mix of assets in a portfolio, especially when aligning it to financial goals. So, while Al trends provide potential
opportunities for growth, many other sectors are attractively valued and have expected strong earnings growth as well. As always, the key
is to maintain perspective, balancing the Al theme and other parts of the market to work toward your financial goals.
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Disclosure

Legacy Capital Wealth Partners, LLC (“Legacy Capital”) is a registered investment advisor. Advisory services are only offered to clients or prospective clients
where Legacy Capital and its representatives are properly licensed or exempt from licensure.

The information provided is for educational and informational purposes only and does not constitute investment advice, nor should not be relied on as
such. It should not be considered a solicitation to buy or an offer to sell a security. It does not take into account any investor's particular investment
objectives, strategies, tax status or investment horizon. You should consult with your attorney or tax advisor.

The views expressed in this commentary are subject to change based on market and other conditions. These documents may contain certain statements
that may be deemed forward looking statements. Please note that any such statements are not guarantees of any future performance and actual results or
developments may differ materially from those projected. Any projections, market outlooks, or estimates are based upon certain assumptions and should
not be construed as indicative of actual events that will occur.

All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the
current accuracy, reliability, or completeness of, nor liability for, decisions based on such information and it should not be relied on as such.
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