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Finding Value in the Crowded AI Trade 
Intrinsic Value Analysis Shows a Mix of Buys and Sells 
After a wild last 12 months in a technology stock boom - and more recent 
volatility - the question du jour, in our view, is not whether AI is 
transformative. The significant increases in economic productivity and huge 
corporate cash flows generated by AI-related hardware companies confirm 
this, as both have accelerated since the release of Chat-GPT in late 2022.  
Across the Technology sector, we are seeing the most optimistic cash flow 
outcome from our 2026 Outlook  come to pass so far this year. 

CHART: TECH CASH FLOW TRENDING TOWARDS ‘AI EUPHORIA’  

So, the question, at least for now, is not whether there will be big earnings 
growth – there already is, and we are trending towards “AI Euphoria”.   The 
more important question for investors now is whether all these positive 
fundamentals and future earnings have already been fully priced into the 
return.  

We approach investment questions like these using a framework we call 
‘Intrinsic Value’.  Looking at the AI trade through this lens, we see five themes, 
each with very different earnings trajectories and current valuations.  Sorting 
through it all, we see opportunities in a number of segments – hyperscalers, 
some semiconductors, and industrial components all seem to have enough 
upside if the earnings materialize as we expect. However, AI model providers 
and some of the recent high-profile stock offerings in AI-related names have 
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SUMMARY 

• Our ‘Intrinsic Value’ framework 
helps us to avoid overpaying for 
growth or falling into value 
traps. 

• In the AI trade, price 
appreciation has outrun 
earnings for some names — and 
lagged badly for others.  

• While prices for recent IPOs are 
likely too high, there remain 
buying opportunities in AI-
related stocks, in our view. 

 

Source: LSEG Datastream, RiverFront; data weekly as of 6/24/26. Chart shown for illustrative purposes 
only. Past performance is no indication of future results. 

 

https://www.riverfrontig.com/insights/the-ai-jobs-apocalypse-that-isnt/
https://www.riverfrontig.com/insights/why-we-remain-overweight-technology/
https://simplebooklet.com/riverfront2026outlookcapitalmarketassumptions
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prices that far exceed realistic growth scenarios, in our view.  This week we are diving deep into our Intrinsic Value 
framework to divine what it is telling us about some of the major themes in the market right now.  

Intrinsic Value: A Framework to Avoid Overpaying for Growth…and to Avoid Value Traps  

We believe that a traditional ‘value’ discipline – simply looking at relative valuation multiples in isolation- can underestimate 
the future earnings power demonstrated in an established growth theme like AI.  We also know that a pure ‘growth’ mindset – 
assuming the current momentum will persist without any regard to valuation - could leave us overpaying for strong earnings 
that, even if realized, were already reflected in the current prices.  

Our preferred method, therefore, is our Intrinsic Value process - our best estimate of what a company is worth today, based 
on its likely future earnings trajectory. We formulate our view of Intrinsic Value in four steps in order to decide whether to add 
to a position, hold and monitor, or trim and exit. 

1. Assess the Macro Backdrop: Interest rates, credit availability, fiscal policy, and the economic growth backdrop 
help determine what any company can realistically earn, and what multiple the market may pay for it.   

2. Analyze the Competitive Framework: This involves assessing durable earnings quality, capital allocation 
decisions, and competitive threats in order to determine the level of profitability achievable for the company. 

3. Project Earnings and Identify Catalysts: This consists of identifying the precise growth driver(s) for your thesis, 
as well as the evidence that would prove it wrong. If the thesis cannot be validated in earnings or corroborated by 
analysts, it is a hope, not a thesis. 

4. Assess Valuation Relative to Earnings: Does today’s price already reflect the earnings scenario? If not, it may be 
a buying opportunity. If fully reflected, hold and monitor the position. If the price implies more than the scenario 
can deliver, trim or exit. A theme can be fundamentally intact, and the stock can still have appreciated too much. 
Walking away from a party still going strong is the hardest call in active management…this framework helps give 
us the discipline to do that.  

Applying the Framework to Five Themes Within One Overarching ‘AI’ Trade 

We are focused on five key themes (listed and summarized below) within the AI ecosystem.  The macro environment is 
favorable for all the themes, so the table lays out the case for each of the other parts of our Intrinsic Value framework.  We are 
generally seeking opportunities where valuations are not elevated, and our view of earnings is more positive than the 
markets.  

Theme Examples Valuation Earnings Our View
AI Model Providers Recent high profile IPOs, AI 'all in' adopters High Negative Unattractive
Hyperscalers & Semiconductors Some semis and AI infrastructure companies Reasonable Positive Attractive
AI Physical Infrastructure Industrial Components, Utilities and Power Reasonable Consistent Attractive
Enterprise Software Well-establilshed, mega-cap enterprise software Cheap Positive Attractive
Early Non-Tech AI Adopters Industrial, health or consumer firms using AI to cut costs Cheap Positive Attractive  

 

Theme 1: AI Model Providers: Great Companies, Wrong Price. Many of the recent high-profile listings and outsized market 
movers carry compelling narratives but less clear earnings history.  They have either been the companies that are the primary 
engines of AI (such as Anthropic or OpenAI), or quick adopters that have gone ‘all in’ on AI (like Palantir and SpaceX).  Price 
discovery is at the mercy of sentiment, as the earnings and growth rates necessary to justify the valuations will take years or 
even a decade to materialize. The opportunity cost of not owning them as benchmarks reprice upward is real — as is the 
absolute downside when sentiment shifts. We will lean on intrinsic value to signal when to leave the party. 

Theme 2: Hyperscalers and Semiconductors: The Sweet Spot for Stock Pickers.  Hyperscalers and semiconductors have 
delivered revenue growth and consistently strong earnings guidance.  We see this segment as having the most durable 
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earnings, making many of them still attractive, in our view. However, this is precisely where complacency becomes a risk.  
There are many semiconductors and hyperscalers whose price appreciation has recently begun to outrun the pace of their 
earnings growth.  We also have seen companies in this space experience significant price slowdowns even as their earnings 
have continued to come through.  So, while we consider this sector to be a sweet spot for investors, we caveat that with the 
understanding that security selection will become increasingly important as the AI Trade unfolds.  We think there are some 
companies in this theme that might not ultimately have the capital discipline to earn profits sustainably, and others where the 
prices simply outgrow the earnings. We also expect there to be a lot of volatility in this theme – even if earnings ultimately 
come through, we think the market will express its views on these companies through rapid multiple compression and 
expansion along the way. We will be sizing up our positions as best we can to accommodate this volatility. 

Theme 3: AI Physical Infrastructure: Still Attractive. Industrial components, utilities, and power infrastructure are the 
physical backbone of the AI buildout, providing the grid capacity, cooling systems, and equipment that data centers require. 
Valuations are elevated but not extreme, especially with supply constraints being structural. The earnings case is visible and 
tangible, not narrative-driven. You cannot add power generation or transmission capacity overnight, and the demand signal 
from hyperscalers is locked in for years. Key risks are a sudden capex pivot by the hyperscalers, a faster-than-expected 
easing of supply constraints, or an unforeseen regulatory backlash on AI or on the power usage itself. This theme is directly 
exposed to macro credit and rate shocks as well as sentiment shifts, making stock selection and position sizing especially 
important. 

Theme 4: Early Disrupted Industries: The Hidden Opportunity (and Risk) in Software. Since we wrote our original piece, 
companies that have been threatened existentially by AI have emerged as a distinct category. The first industry to acutely 
feel this pressure is Software companies, and they have been broadly de-rated on AI disruption fears. What the 'dot-com' era 
taught us is that many of the businesses targeted for extinction successfully incorporated the Internet as a core part of their 
model. Many of the Software companies in the cross hairs today are embedding AI into durable models with proven revenue 
and customer relationships a new entrant cannot easily replicate. A lot of the “AI Hype” in our minds is the underestimation of 
the complexity of enterprise software. This leads us to believe that the disruption thesis is overpriced. Neither analyst 
earnings estimates nor management guidance have confirmed a slowdown in earnings. Our watch signal will be a broad 
decline in earnings expectations, or a pattern of earnings misses and weakening guidance. 

Theme 5: Early Non-Technology Enterprise Adopters. Industrial, healthcare, and consumer companies using AI to expand 
margins, cut costs, or accelerate revenue represent the next potential wave as the earnings impact could be significant. 
While some anecdotes exist, the aggregate earnings data has not confirmed it. Broad margin expansion has not yet 
manifested itself, and our general view is that layoffs attributed to AI could be related to post-COVID over hiring. If the data 
confirms the trend or the narrative shifts, the entry point could prove attractive.  

Conclusion: Key Takeaways  

• Intrinsic value is not a one-time screen. It is an ongoing assessment of price against realistic earnings potential. This 
provides the most important edge an active manager can apply when enthusiasm and macro risk are rising together. 

• The AI trade is not monolithic. Some names, including recent high-profile listings, are running on an optimistic narrative 
with no earnings anchor. Others have genuinely grown into their premium valuations, while others still have arguably been 
overly punished for expected future earnings issues that have yet to manifest. Knowing the difference is the entire game. 

• Software incumbents are our most intriguing opportunity. The market has priced in disruption that the earnings data has 
not confirmed. That gap between narrative and reality is where patient capital finds its return opportunities. 

• We will be wrong about parts of this. A macro shift, earnings miss, a competitive threat moving faster than expected: any 
of these can upend a well-founded thesis. The framework does not eliminate errors in judgment, but it does clarify their 
source. It forces us to define in advance what evidence would change our mind and to act on it. 

• Active management means freedom to rotate between growth and value, into defensive instruments, or into lower-risk 
asset classes when the environment deteriorates. As AI names grow in benchmark weight, passive investors absorb 
concentration without choosing to. Intrinsic value provides the signal to act. 
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Risk Discussion: All investments in securities, including the strategies discussed above, include a risk of loss of principal 
(invested amount) and any profits that have not been realized. Markets fluctuate substantially over time, and have experienced 
increased volatility in recent years due to global and domestic economic events. Performance of any investment is not 
guaranteed. In a rising interest rate environment, the value of fixed-income securities generally declines. Diversification does 
not guarantee a profit or protect against a loss. Investments in international and emerging markets securities include exposure 
to risks such as currency fluctuations, foreign taxes and regulations, and the potential for illiquid markets and political 
instability. Please see the end of this publication for more disclosures. 
 
Important Disclosure Information  
The comments above refer generally to financial markets and not RiverFront portfolios or any related performance. Opinions expressed are current as of the date 
shown and are subject to change. Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 
investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  
 

Information or data shown or used in this material was received from sources believed to be reliable, but accuracy is not guaranteed.  
 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision. This report does not take into 
account the specific investment objectives, financial situation or need of any particular client and may not be suitable for all types of investors. Recipients should 
consider the contents of this report as a single factor in making an investment decision. Additional fundamental and other analyses would be required to make an 
investment decision about any individual security identified in this report.   
 

The comments above are subject to change and are not intended as investment recommendations. There is no representation that an investor will or is likely to 
achieve positive returns, avoid losses or experience returns as discussed for various market classes. 
 

Chartered Financial Analyst is a professional designation given by the CFA Institute (formerly AIMR) that measures the competence and integrity of financial 
analysts. Candidates are required to pass three levels of exams covering areas such as accounting, economics, ethics, money management and security analysis. 
Four years of investment/financial career experience are required before one can become a CFA charterholder. Enrollees in the program must hold a bachelor’s 
degree. 
 

All charts shown for illustrative purposes only. Technical analysis is based on the study of historical price movements and past trend patterns. There are no 
assurances that movements or trends can or will be duplicated in the future. 
 

Stocks represent partial ownership of a corporation. If the corporation does well, its value increases, and investors share in the appreciation. However, if it goes 
bankrupt, or performs poorly, investors can lose their entire initial investment (i.e., the stock price can go to zero).  Bonds represent a loan made by an investor to a 
corporation or government.  As such, the investor gets a guaranteed interest rate for a specific period of time and expects to get their original investment back at 
the end of that time period, along with the interest earned. Investment risk is repayment of the principal (amount invested). In the event of a bankruptcy or other 
corporate disruption, bonds are senior to stocks.  Investors should be aware of these differences prior to investing.  
 

In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As interest rates rise, bond prices usually fall, and vice versa). This 
effect is usually more pronounced for longer-term securities). Fixed income securities also carry inflation risk, liquidity risk, call risk and credit and default risks 
for both issuers and counterparties. Lower-quality fixed income securities involve greater risk of default or price changes due to potential changes in the credit 
quality of the issuer. Foreign investments involve greater risks than U.S. investments, and can decline significantly in response to adverse issuer, political, 
regulatory, market, and economic risks. Any fixed-income security sold or redeemed prior to maturity may be subject to loss.  
 

Technical analysis is based on the study of historical price movements and past trend patterns. There are no assurances that movements or trends can or will be 
duplicated in the future.  
 

Dividends are not guaranteed and are subject to change or elimination. 
 

Technology and internet-related stocks, especially of smaller, less-seasoned companies, tend to be more volatile than the overall market.  

Artificial intelligence, or AI, refers to the simulation of human intelligence by software-coded heuristics. Nowadays this code is prevalent in everything from 
cloudbased, enterprise applications to consumer apps and even embedded firmware. 
 
Definitions:  
The MSCI GICS Technology Cash Flow refers to the classification of technology companies within the Global Industry Classification Standard (GICS). The GICS 
structure includes various sectors and sub-industries, with technology being one of the largest sectors, accounting for approximately 22% of the world’s 
capitalization. 
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RiverFront Investment Group, LLC (“RiverFront”), is a registered investment adviser with the Securities and Exchange Commission. Registration as an investment 
adviser does not imply any level of skill or expertise. Any discussion of specific securities is provided for informational purposes only and should not be deemed as 
investment advice or a recommendation to buy or sell any individual security mentioned. RiverFront is affiliated with Robert W. Baird & Co. Incorporated (“Baird”), 
member FINRA/SIPC, from its minority ownership interest in RiverFront. RiverFront is owned primarily by its employees through RiverFront Investment Holding 
Group, LLC, the holding company for RiverFront. Baird Financial Corporation (BFC) is a minority owner of RiverFront Investment Holding Group, LLC and therefore an 
indirect owner of RiverFront. BFC is the parent company of Robert W. Baird & Co. Incorporated, a registered broker/dealer and investment adviser.   
 

To review other risks and more information about RiverFront, please visit the website at riverfrontig.com and the Form ADV, Part 2A and/or Form CRS. Copyright 
©2026 RiverFront Investment Group. All Rights Reserved. [ID 5696437]
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