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AT’s next phase —
from capital spending
to capital returns

Bottom line up top

More mixed messaging for markets to digest. Resilient U.S. economic

data and the ongoing Middle East conflict remained key market drivers last week.
On the data front, Friday’s release of the Labor Department’s nonfarm payrolls
report showed the economy added +172,000 jobs in May, far exceeding consensus
expectations, while monthly totals for March and April were revised upward by

a combined +93,000. The unemployment rate held steady at 4.3%. This upbeat
report capped a week of labor market signals that, despite inflation and geopolitical
headwinds, continued to convey strength: ADP private payrolls rose by +122,000
jobs in May, an improvement over April’s +105,000, and the JOLTS (Job Openings
and Labor Turnover Survey) for April reported a better-than-expected 7.6 million
job openings. On a less favorable note, weekly first-time unemployment claims
ticked up to a 17-week high of 225,000, and layoffs as measured by the Challenger,
Gray & Christmas report surged 16% in May, to 97,006 — the most job cuts in a
single month since the depths of Covid.

Last week’s reported jump in job openings may be an inflationary signal with
respect to its impact on average hourly earnings (Figure 1). And though this wage
growth metric moderated to 3.4% year over year in nominal terms (not factoring in

inflation), it remains sufficiently elevated to reinforce the Federal Reserve’s hawkish

policy posture. Real (i.e., after inflation) wage growth, however, remained negative
in May for the second month in a row as the spike in energy prices continued to
erode purchasing power.

Even with Trump appointee Kevin Warsh now at the helm, market odds currently
see a higher probability of a Fed rate hike by year-end, rather than the cuts

previously hoped for. A further pickup in consumer prices, especially combined with
robust job growth, could cement expectations for the federal funds rate to reach 4%.

Uncertainty around inflation and interest rates has investors focusing sharply
and more selectively on artificial intelligence (AI) as a catalyst. Markets are

rewarding capital-intensive companies that are successfully monetizing AI demand,

while backing away from heavily indebted firms or those deemed vulnerable to
Al disruption.
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Figure 1

An increase in job openings could rekindle ‘ ‘
wage inflation concerns
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Data source: U.S. Federal Reserve and Bureau of Labor Statistics as of 05 Jun 2026. Job openings reflects April 2026 Job Opening and Labor
Turnover Survey (JOLTS), whichis reported on a one-month lag. Average hourly earnings depicts change from one year prior through May 2026.

Portfolio considerations

The AI investment cycle is evolving. What began as a race to build foundational
models, fund data centers, acquire specialized chips and expand scale is now
entering a trickier phase: determining the winners in a highly competitive field.
Which companies can actually convert their capital spending on Al into durable
earnings growth and shareholder value? The answer is far from obvious.

As shown in Figure 2, Al capital expenditures by hyperscalers (massive cloud
computing and data management providers including Amazon Web Services,
Google Cloud and Microsoft Azure) — have surged dramatically relative to the
broader universe of S&P 500 Index companies. And management commentary
from hyperscalers gives no indication that such spending will slow.

But capital deployment alone isn’t a guarantee of success — it’s a means to an end,
and not every company will get there. The real and potential disruption caused by
Al is already creating a divide between industry sectors and subsectors that stand
to benefit from the transformative technology and those that face daunting or
even existential threats from it. We think cybersecurity and infrastructure-related
investments are generally more insulated from AI disruption risks, while certain
traditional software and IT services companies appear more vulnerable. Overall,
the businesses best-positioned to win the next leg of the AT marathon will likely
share some defining characteristics:

 Proprietary data advantages. Whether sourced from health care records,
financial transactions, enterprise workflows or demonstrated customer behavior,
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unique data sets can create protective barriers (often called data “moats”) that
competitors cannot breach — or easily replicate.

+ Scale and dynamic “ecosystems.” Leading cloud platforms and other large
tech companies with interconnected hardware, software, services and platforms
can spread research and development costs across expansive customer bases while
reinforcing the efficiency, convenience and cost benefits of brand loyalty versus
switching to multiple providers.

In contrast, risks are mounting for companies that cannot demonstrate a credible
path to monetizing AI. Increased spending on Al infrastructure, power generation
and related needs puts pressure on margins and returns on invested capital if that
spending doesn’t translate into meaningful revenue growth.

Financial markets have, by and large, rewarded the Al narrative generously in

the past few years, with the Magnificent Seven and other large cap growth stocks
often driving the bulk of equity benchmark index gains. Sustaining that kind

of investment performance going forward will require companies to show they
can do more than raise their AI budgets. Investor focus is shifting increasingly
toward measurable AI productivity gains, margin expansion and earnings quality.
In our view, success will be led not by businesses that have laid the structural
groundwork for AI, but by those who can profit most from its continued advances.

Figure 2

Surging Al capex is a means, not an end
“Magnificent 7” capex versus the S&P 500
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Data source: Data source: Strategas, FactSet, data as of 31 Dec 2025. The Magnificent 7 companies refer to Apple, Microsoft, Alphabet,
Amazon, Nvidia, Meta Platforms and Tesla. LTM capex refers to aggregate capital expenditures reported over the previous 12 months. For
illustrative purposes only. References to specific company stocks should not be construed as recommendations or investment advice.
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Not all AI
investments
are created
equal. We are
increasingly
seeing
differentiation
between Al
winners and
likely laggards.



For more information, please visit nuveen.com.

Endnotes

Sources
All market and economic data from Bloomberg, FactSet and Morningstar.

This material is not intended to be a recommendation or investment advice, does not constitute a
solicitation to buy, sell or hold a security or an investment strategy, and is not provided in a fiduciary
capacity. The information provided does not take into account the specific objectives or circumstances
of any particular investor, or suggest any specific course of action. Investment decisions should be
made based on an investor's objectives and circumstances and in consultation with his or her financial
professionals.

The views and opinions expressed are for informational and educational purposes only as of the date
of production/writing and may change without notice at any time based on numerous factors, such
as market or other conditions, legal and regulatory developments, additional risks and uncertainties
and may not come to pass. This material may contain “forward-looking” information that is not purely
historical in nature.

Such information may include, among other things, projections, forecasts, estimates of market returns,
and proposed or expected portfolio composition. Any changes to assumptions that may have been

made in preparing this material could have a material impact on the information presented herein by
way of example. Performance data shown represents past performance and does not predict or
guarantee future results. Investing involves risk; principal loss is possible.

Allinformation 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. For term
definitions and index descriptions, please access the glossary on nuveen.com. Please note, it is not
possible to invest directly in an index.

Important information on risk

Allinvestments carry a certain degree of risk and there is no assurance that an investment will provide
positive performance over any period of time. Equity investing involves risk. Investments are also subject
to political, currency and regulatory risks. These risks may be magnified in emerging markets.

Nuveen, LLC provides investment services through its investment specialists.
This information does not constitute investment research as defined under MiFID.
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