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Al capex financing risks have risen, but
market sell-off may already reflect this

Last week’s equity and credit market weakness creates a temptation to view the
falls in prices of Al stocks, neocloud debt, and US banks as evidence that Al
infrastructure spending is indeed a bubble and that it is beginning to burst.
Nasdaq fell 5% last week while MSCI Korea dropped almost 16%. Prices for the
debt of a major neocloud company plunged into distressed territory pushing the
yield on its shortest dated public debt up 282bps to 14.95%. The KBW US bank
sector ETF dropped 1.4%, pushing the share prices of some leading banks back to
levels at the start of the year.

Our analysis suggests something different. We view markets as trying to
determine whether and how much current estimates for Al-related
earnings growth may need to be trimmed, not that earnings will not grow
or contract.

This uncertainty is mainly about the cost and availability of financing for Al capex
and not the demand. All data sources on token usage continue to show
exponential growth. Data from the largest US hyperscaler point to total token
usage across all surfaces rising from 480tn to a likely 3.2 quadrillion this year.
Token usage by APIs, which enable applications to access Al models, grew 37.5%
in Q2. The second largest hyperscaler reported token volume growth of 30% over
the same period, while token usage at the two largest private US Al model labs
was growing 11% - 30% per month.

Qualifications about the sources of token demand - agent context window reads
vs. inference - and spread across open source vs. frontier lab models matter for
pricing and profitability. Nonetheless, the broad picture continues to point to
exponential demand growth, with leading hyperscalers reporting data center
capacity constraints and rental rates for H100 and B200 GPU racks reaching new
highs in recent weeks. Leading semiconductor producers and equipment
manufacturers are also reporting capacity constraints that extend through 2027.

However, financing the build-out of Al infrastructure to meet this demand is
increasingly straining markets, as it coincides with large government
budget deficits, and, crucially monetary policy tightening.

Admittedly, the Al-financing requirements are huge. Debt financing by the four
leading US hyperscalers will rise to USD250bn this year and is projected to grow
to USD420bn in 2027, up from USD100bn last year. Once neoclouds and other Al
infrastructure developers are included, total Al-related financing requirements
across all sources are estimated to range between USD1.1tn to USD1.4tn in 2027.

A key problem is that renewed tension in the Middle East is forcing markets
to expect energy prices to remain higher for longer. No clear path toward
truce in either the Iran-US war or the Saudi-Houthi war yet exists. We now
expect Brent crude to remain in a USD100bbl - USD115bbl range into Q1
2027, roughly a quarter longer than we previously expected.
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This is forcing global central banks to raise policy rates with the US Federal
Reserve (Fed) central to this outlook. Higher and broader than expected US
core CPI inflation in September of 0.3%mom dashed market hopes that
continued disinflation would forestall further Fed hikes. Energy prices do not
appear to be passing through to core CPI prices - yet - but they have elevated
consumer inflation expectations creating risk for the Fed. We expect the Fed to
counter this with a 25bps hike in the Fed Funds rate in December and a further
25bps in Q1 2027.

The Fed is not the only central bank tightening. The European Central Bank is
expected to raise its policy rate 75bps over the next year. More important, in our
view, is that inflation pressure is pushing the Bank of Japan (BoJ) to tighten
sooner and by more. We expect the BoJ to hike 25bps in December and another
50bps next year, starting in April.

BoJ tightening is important for Al capex financing because it is contributing
to rising Japanese government bond yields. The chart below shows that the
rise in the 10y JGB yield to about 2.9% translates into a roughly 2.1% yield pick up
over Treasuries for Japanese investors on a currency- hedged basis. Although
this has not yet driven Japanese net selling of US debt, it has essentially
stalled new Japanese flows into Treasuries. This contributes to upward
pressure on Treasury yields, raising the all-in financing costs for Al capex.
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Whether higher financing costs will reduce growth in Al capex next year and by
how much remains highly uncertain. Some neocloud developers could be forced
to cut expansions, but financially stronger hyperscalers could step in to fill the

gap.

What is much clearer is that recent falls in equity prices have discounted much of
this risk in the leading Al-related markets. The chart below shows that P/E ratios
for the US, China, and Korea have fallen significantly from the start of the year.
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However, P/E ratios do not show the full extent of how much the market has
cheapened given still high earnings growth rates. The chart below of P/E to
growth ratios, commonly known as PEG ratios, shows that the US is trading close
to historic lows. Korea’'s PEG has collapsed even more to its lowest levels since
2000. This implies that a significant cushion to the risk of earnings downgrades
already exists in share prices.
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Meanwhile, the chart below shows that earnings estimates continued to be
revised up last week. We accept that the clear risk is that analysts are
underestimating the impact of higher financing costs on Al capex spending
and earnings. As such, Q3 earnings reports from the US hyperscalers and
Asia’s leading semiconductor firms will be crucial to determining whether
this risk materialises or it proves to be an unfounded worry that markets
recover from.

Our bias is to expect some trimming of forecasts for Al infrastructure
spending in 2027 and 2028, but less than the now quite bearish scenarios
that are in market prices. We remain constructive on

ecosystem.
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Market Review

Global equities were broadly weaker over the week, with the MSCI AC World Index declining 1.6%. US equities retreated, with the S&P 500
falling 2.0% and Nasdaq losing 4.5%. Emerging Markets lost 5.1%, while Asia Pacific ex Japan fell 4.9%. Japan was down 1.4%.

Gold slipped 0.1%, while the US dollar index weakened 0.4%. Bond markets were mixed with Global Corporate Bonds and Global Government
Bonds gaining 0.7% and 1.0%, respectively, while Global High Yield Bonds declined 0.2%.
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Market Data

1 week 1 month 3 month 1year YTD

Government Bonds
change (%) change (%) change (%) change (%) change (%)

52 week high 52 week low

US Treasury Yield (%)

10 Year 5.10 -2.78 1.88 11.58 28.22 22.75 5.31 3.95
10 Year Bond Yield (%)

Japan 294 -2.69 -2.10 8.22 77.13 41.79 3.1 1.63
China 1.64 -4.48 -2.43 -5.52 -7.12 -11.76 1.89 1.64
Australia 5.24 -1.95 -2.22 7.07 25.71 10.13 5.41 4.10
Singapore 2.35 -4.08 -6.47 5.50 32.16 5.58 2.62 1.75
Malaysia 3.85 -2.70 -8.00 5.59 10.62 10.02 4.19 3.43
Indonesia 7.7 -0.94 0.39 -0.94 21.02 17.16 7.48 5.92

Close chL:v;:Z’/o) c:iamncg):t(;;) crs:amncg):t(;;) ch;::ea;%) cha:;: (L) 52 week high 52 week low

Bond Indices

Bloomberg Global Aggregate USD 91.38 0.62 -0.05 -2.02 -4.35 -3.45 95.69 90.53
Bloomberg U.S. Aggregate USD 89.97 0.84 -0.37 -2.65 -5.06 -4.36 95.21 88.78

1 week 1 month 3 month 1year YTD
change (%) change (%) change (%) change (%) change (%)
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Disclaimer

This document is produced by Eastspring Investments (Singapore) Limited and issued in:
Singapore by Eastspring Investments (Singapore) Limited (UEN: 199407631H)

Australia (for wholesale clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in
Singapore, is exempt from the requirement to hold an Australian financial services licence and is licensed and regulated by the
Monetary Authority of Singapore under Singapore laws which differ from Australian laws.

Hong Kong by Eastspring Investments (Hong Kong) Limited and has not been reviewed by the Securities and Futures Commission of
Hong Kong.

Indonesia by PT Eastspring Investments Indonesia, an investment manager that is licensed, registered and supervised by the Indonesia
Financial Services Authority (OJK).

Malaysia by Eastspring Investments Berhad (200001028634/ 531241-U) and Eastspring Al-Wara’ Investments Berhad (200901017585
/ 860682-K) and has not been reviewed by Securities Commission of Malaysia.

Thailand by Eastspring Asset Management (Thailand) Co., Ltd.

United States of America (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is
incorporated in Singapore and is registered with the U.S Securities and Exchange Commission as a registered investment adviser.

European Economic Area (for professional clients only) and Switzerland (for qualified investors only) by Eastspring Investments
(Luxembourg) S.A., 26, Boulevard Royal, 2449 Luxembourg, Grand-Duchy of Luxembourg, registered with the Registre de Commerce
et des Sociétés (Luxembourg), Register No B 173737.

Chile (for institutional clients only) by Eastspring Investments (Singapore) Limited (UEN: 199407631H), which is incorporated in
Singapore and is licensed and regulated by the Monetary Authority of Singapore under Singapore laws which differ from Chilean laws.

The afore-mentioned entities are hereinafter collectively referred to as Eastspring Investments.

The views and opinions contained herein are those of the author and may not necessarily represent views expressed or reflected in
other Eastspring Investments’ communications. This document is solely for information purposes and does not have any regard to
the specific investment objective, financial situation and/or particular needs of any specific persons who may receive this document.
This document is not intended as an offer, a solicitation of offer or a recommendation, to deal in shares of securities or any financial
instruments. It may not be published, circulated, reproduced or distributed without the prior written consent of Eastspring
Investments. Reliance upon information in this document is at the sole discretion of the reader. Please carefully study the related
information and/or consult your own professional adviser before investing.

Investment involves risks. Past performance of and the predictions, projections, or forecasts on the economy, securities markets or
the economic trends of the markets are not necessarily indicative of the future or likely performance of Eastspring Investments or any
of the funds managed by Eastspring Investments.

Information herein is believed to be reliable at time of publication. Data from third party sources may have been used in the
preparation of this material and Eastspring Investments has not independently verified, validated or audited such data. Where lawfully
permitted, Eastspring Investments does not warrant its completeness or accuracy and is not responsible for error of facts or opinion
nor shall be liable for damages arising out of any person’s reliance upon this information. Any opinion or estimate contained in this
document may subject to change without notice.

Eastspring Investments companies (excluding joint venture companies) are ultimately wholly owned/indirect subsidiaries of Prudential
plc of the United Kingdom. Eastspring Investments companies (including joint venture companies) and Prudential plc are not affiliated
in any manner with Prudential Financial, Inc., a company whose principal place of business is in the United States of America or with
the Prudential Assurance Company Limited, a subsidiary of M&G plc (a company incorporated in the United Kingdom).

Sources

Asset performances: (bar charts) Eastspring Investments, Refinitiv, as of 16 October 2026. Equities: using MSCl indices in USD, United
States is using the S&P 500. Corporate Bonds: using ICE BofA indices in USD. Government Bonds: using the FTSE Global Sovereign
Bond index, in USD. Gold is London Bullion Market US Dollar per Metric Tonne. DXY is US Dollar Index. (line charts) Eastspring
Investments, Refinitiv, as at the end of the prior week, rebased to 100 as at 1 year ago. Equities: MSCl indices, in USD. Corporate Bonds:
using Bloomberg indices in USD. Government Bonds: using ICE BofA US 10 Year US Treasury and ICE BofA 7-10 Year Euro Government
indices. Commodities: Gold is London Bullion Market US Dollar per Metric Tonne Ounce. Copper is LME Copper Grade A Cash US
Dollar per Metric Tonne. Qil is Crude Oil WTI Spot Cushing US Dollar per Barrel. US Dollar is US Dollar Index.

Market data: Eastspring Investments, Refinitiv, as of 16 October 2026. Equities: MSCI indices in USD, other indices in local currency.
Other indices or assets as stated. Please note that there are limitations to the use of such indices as proxies for the past performance
in the respective asset classes/sector. The historical performance or forecast presented in this slide is not indicative of and should not
be construed as being indicative of or otherwise used as a proxy for the future or likely performance of the Fund.
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