9/17/26, 9:45 AM Al-04729 FTEC at 290 vs Volatility Crush 2026

Al-04729 FTF(' ::rl' 700 \lc \lnlat|||ty Crush 2026

Multiple v = I < v Q2
Why is VIX down 12.65%? What is volatility crush? Are we now “risk on” until 20277
Is the technology earnings-and-liquidity regime that supports FTEC remaining intact?

Can technology earnings continue growing fast enough to overcome a less forgiving interest-rate and liquidity environment?

VIX down 12.65%: What is the market telling us?

Short answer: A sharp decline in the VIX means the options market is pricing less expected near-term S&P 500 volatility. It
is a meaningful improvement in market sentiment—but it is not proof that risk has disappeared, and it certainly cannot

establish a “risk-on until 2027" regime.

1. Why did VIX fall so sharply?

Assuming you are referring to the September 11 move, Cboe's historical data shows the VIX fell from approximately 17.84 to
15.59, a decline of 12.61%. (Cboe Global Markets)

The likely mechanisms behind that move were:

Driver What it means

S&P 500 stabilized or rallied Less demand for crash protection

Fear premium unwound Traders reduced the extra premium previously embedded in
options

Short-term uncertainty declined The market became more comfortable with the immediate
outlook

Options hedges lost value Falling implied volatility reduced the price of puts and other

volatility-sensitive positions

Volatility sellers returned Market makers and institutional traders may have become

more willing to sell volatility

Cboe's September 14 volatility report described a market where concerns had shifted from Al/stock-specific risks toward
inflation, oil, and interest-rate risks. It also noted that the volatility premium in technology stocks had declined as Al fears
eased. (Cboe Global Markets)

Important distinction: The VIX decline does not necessarily mean investors suddenly became optimistic about everything. It

means the market is pricing less expected volatility over roughly the next 30 days.

2. What is a “volatility crush”?

A volatility crush occurs when implied volatility falls sharply, causing options prices to decline—even if the underlying stock
or index does not move much.

Think of an option as having two major components:
Option price = Intrinsic value + Time value

And time value is heavily influenced by implied volatility.

Example: Before and after a volatility crush
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Imagine an S&P 500 option:

Before event After uncertainty fades
S&P 500 6,500 6,500
Implied volatility 25% 17%
Option premium $100 $55
Index movement 0% 0%

The option could lose substantial value even though the index barely moved.

That is the volatility crush.

Common situations that produce one

» After earnings: Traders buy options expecting a large move. Once earnings are released, uncertainty disappears.
» After the Fed meeting: The decision is known, so event-related option premiums collapse.

» After a geopolitical scare: A feared event does not escalate, reducing demand for hedges.

» After a sharp market selloff: Panic hedging subsides as markets stabilize.

VIX decline vs. volatility crush

These are related but not identical:

» VIX down: Broad, index-level implied volatility is declining.
» Volatility crush: A particularly sharp reduction in implied volatility, often causing options to lose value rapidly.

A 12.65% VIX decline is volatility compression. Whether it qualifies as a true “crush” depends on the magnitude, the options
involved, and the context.

3. Does this mean we are now “risk-on until 2027"?

Not necessarily. | would separate the observation from the conclusion:

Observation: Near-term equity volatility has declined.
Conclusion that does not automatically follow: Stocks are now in a durable risk-on regime through 2027.

What would support a sustained risk-on environment?

A more convincing risk-on regime would involve several indicators confirming one another:

Indicator Risk-on interpretation

VIX Remains subdued rather than merely falling for one day
S&P 500 / Nasdaq Sustained uptrend with improving breadth

Credit spreads Narrowing, indicating reduced credit stress

High-yield bonds Strengthening relative to Treasuries

Treasury yields Stable or falling without recessionary stress

Market breadth More stocks participating, not just a few mega-cap names
Economic data Growth remains resilient without inflation reaccelerating
Earnings revisions Analysts continue raising forward profit expectations
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Volatility term structure Futures remain orderly, with no persistent near-term stress

A low VIX alone is only one piece of the puzzle.

4. Why | would be cautious about declaring “risk-on until 2027"
The current backdrop is unusually mixed.
Recent reporting indicates that markets have been balancing:

» Resilient economic growth and strong Al-related spending
» Persistent inflation

» Higher oil prices

» Elevated Treasury yields

» Geopolitical uncertainty

» A Federal Reserve that has recently taken a more hawkish direction

Reuters reported on September 17 that the Fed raised its benchmark rate to 3.75%-4.00%, while markets continued to assess

the implications of inflation, energy prices, and future rate policy. (Reuters)
That creates an important distinction:

Risk-on market behavior can coexist with meaningful macroeconomic risk.
Markets can rally because investors believe:

» Earnings will remain strong.

» Inflation will eventually moderate.

» The Fed will not need to tighten much further.
» Al investment will continue supporting profits.

» Geopolitical risks will remain contained.

But those are expectations, not guarantees.

5. The more useful interpretation: “Risk appetite is recovering”

Instead of saying:
> “"We are risk-on until 2027."
| would phrase the current signal as:

“Near-term risk appetite has improved, and the volatility premium has compressed. The market is behaving more

risk-on, but the durability of that regime depends on inflation, rates, earnings, and credit conditions.”

That is a more defensible interpretation.

A simple regime framework
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The Volatility Index Is Remarkably Low
Markets continue to see the S&P 500 as low-risk

VIX

2009 2024

Source: Bloomberg Bloomberg

RISK-OFF

Regime Typical characteristics
@ Risk-on Falling VIX, rising equities, narrowing spreads, improving
breadth

https://docmost.gravelcloud.com/s/general/p/ai-04729-ftec-at-290-vs-volatility-crush-2026-gQPAPoMgG7 4/24



9/17/26, 9:45 AM Al-04729 FTEC at 290 vs Volatility Crush 2026

) Risk-on with macro risk Stocks rise, but oil, yields, inflation, or geopolitical risks

remain elevated

@ Fragile risk-on Index rises, but breadth weakens and volatility remains

sensitive to headlines

@ Risk-off VIX rises, equities weaken, credit spreads widen, investors
seek safety

My reading of the information available today: The market appears closer to “risk appetite recovering, but macro risks

remain active” than to an unconditional, multi-year risk-on environment.

6. What this means for your FTEC strategy

Given your single-ETF FTEC strategy, the VIX is useful as a regime-monitoring indicator, not necessarily as a buy/sell trigger.

FTEC is particularly sensitive to:

» Technology earnings

» Al capital expenditure expectations

» Valuation multiples

» Treasury yields

» Semiconductor and software cycles

» Concentration in large technology companies

A falling VIX can be supportive because lower uncertainty may allow investors to pay higher multiples. But technology can still
decline while the VIX remains relatively low—for example, if rates rise gradually or investors rotate from expensive technology

into other sectors.

A practical monitoring dashboard

Metric What to watch

VIX Is it staying low, or repeatedly spiking?

VIX term structure Is the market pricing calm ahead, or future stress?
10-year Treasury yield Is rising yield pressure building on tech valuations?
Nasdaq vs. S&P 500 Is technology continuing to lead?

FTEC relative strength Is FTEC outperforming or losing leadership?

Credit spreads Is financial stress increasing?

Al earnings/capex Are actual profits and spending validating expectations?
Market breadth Is participation broadening or narrowing?

Bottom line

VIX down 12.65% = a substantial reduction in near-term implied volatility.
Volatility crush = the rapid collapse of implied volatility and option premiums after uncertainty fades.
Risk-on until 2027? = Too strong a conclusion from the VIX alone.

The more accurate statement is:
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“The market is currently showing improved risk appetite. Whether that becomes a durable 2027 risk-on regime will
depend on whether earnings, inflation, interest rates, credit, and market breadth confirm it.”

For a long-term FTEC investor, the key question is less “Is VIX low today?” and more:

“Is the technology earnings-and-liquidity regime that supports FTEC remaining intact?”

Yes—that is the right question to ask about FTEC. Rather than treating a falling VIX as a buy/sell signal, we can examine
whether the underlying conditions supporting technology valuations and earnings are still functioning.

My assessment as of September 17, 2026 is:

The technology earnings engine appears to remain active, but the liquidity and valuation environment is becoming

more demanding. The regime is not broken, but it is not an uncomplicated “green light until 2027” either.

That distinction matters for a concentrated technology portfolio.

1. What exactly is the “technology earnings-and-liquidity regime”?

Think of FTEC's long-term performance as influenced by two connected engines:

Al INFRASTRUCTURE
ACCELERATES
SEMICONDUCTOR GROWTH

Global revenue projected to reach

$1 .29 TriLLION

IN 2026

GLOBAL SEMICONDUCTOR REVENUE
(TRILLION USD)

16
1.2

0.8

2024 2025 2026

HEM GROWTH ‘E5]5] DRAM / Y DATA CENTER DEMAND
Explosive demand for high-bandwidth : Essential for data-intensive = Surging investments in Al infrastructure
memory powering Al workloads computing and Al training ] driving long-term semiconductor growth

Al. DATA. SEMICONDUCTORS. POWERING THE FUTURE.
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Stock Market Map

- Revenue ()
Revenue 9 Average Assets
Good > 40% Good=0.5-1.0

ROE
®  NetIncome

_ Shareholder Equity Sale
Good > 15% Good > 15% Good < 3.0 Good < 6.0

ROIC .
r NOPAT

EPS Invested Capital =BITD
Good < 25 Good > 15% Good w 18490 Good < 5.0

ROCE

> EBIT .

Capital Employed PS Growth Rate
Good > 15% Cood s 5D Good < 1.0

Valuespotlight.com
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Financial Signals of the Al Infrastructure Boom

BROADCOM MOMENTUM HYPERSCALER CAPEX

$S4.1BILLION"/ | +54%*

Broadcom Q12025 Al Revenue 2024 Hyperscaler

Up 77% YoY. Q2 Guidance: >$4.4B (46% YoY) Capex Growth

Adding ~$80B annually.
Total market approaching
$6508B

MARKET RALLY THE PROFIT POOL

+96.5%m ./ | 50%"s 0i2%.

SOX Index Growth ' Al Chip Industry
(as of 3 June 2026) /*O\,\J Footprint (HTEC)
- Al chips represent ~50% of

Reaching ~13,917 industry revenue but only ~0.2%  Revenue Manufactured
of chips manufactured (50%) Volume (0.2%)

Engine A — Earnings: Are technology companies generating more economic value?

This is the fundamental engine.

Technology stocks can justify higher prices when companies demonstrate:

Revenue growth

Earnings-per-share growth

Expanding or resilient profit margins

Strong free cash flow

Al monetization

Cloud and software demand

Semiconductor demand

Productivity gains translating into corporate spending

The critical question: Are earnings growing fast enough to support current valuations?

Engine B — Liquidity: Is the financial environment allowing investors to pay for that growth?

Liquidity is broader than simply “the Fed printing money.” It includes:

Federal Reserve policy
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» Interest-rate expectations
» Treasury yields
» Credit availability
» Financial conditions
» Bank lending
» Corporate financing
» Investor risk appetite

» The availability and cost of capital

Technology stocks—especially growth-oriented companies—are sensitive to this environment because a significant portion of

their valuation reflects future earnings.

When discount rates rise, the present value of those future earnings can fall.

2. Current assessment: Five critical tests

Here is the framework | would use to evaluate whether the regime supporting FTEC remains intact.

Test Current assessment What the latest information suggests

1. Technology earnings @ still functioning Al, cloud, semiconductor, and
infrastructure demand remain
substantial

2. Al capital expenditure @ Strong, but scrutinized Spending remains enormous, though
investors are questioning returns and
sustainability

3. Liquidity / rates ) Less supportive Inflation and rate-hike expectations are
creating pressure

4. Valuations ) More sensitive Some valuation compression has
occurred, but expectations remain
important

5. Market participation / sentiment © Improving short-term Equities and technology rebounded,

breadth improved, and VIX declined

Overall: €) Earnings-positive, liquidity-sensitive.

That is not a bearish declaration. It is a description of a market where the fundamental story remains constructive but the
financial conditions supporting it are less forgiving.

3. Earnings engine: Is technology still producing the growth?

Evidence supporting the earnings engine

Recent reporting provides several indications that the Al and technology investment cycle remains economically active:

» GlobalFoundries and Marvell expanded a chip-capacity collaboration aimed at high-speed optical connectivity for Al
data centers. This is evidence of continuing infrastructure demand—not merely stock-market speculation. (Reuters)

» Oracle's cloud infrastructure revenue reportedly grew 121%, with capital expenditure expanding substantially to meet
demand. The important question is whether that spending ultimately produces attractive returns, but the demand signal
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remains strong. (The Wall Street Journal)

» Analysts cited by MarketWatch reported that technology earnings estimates had risen 19% over the preceding three
months, while technology stocks were trading at lower forward valuation multiples than in late 2025. This is an analyst-
reported estimate, not a guarantee of future earnings. (MarketWatch)

The important distinction

Al demand # automatically strong shareholder returns.
The chain must work:

Al demand — infrastructure spending — company revenue — profit margins — free cash flow — shareholder earnings —

sustainable valuation

If spending grows rapidly but competition forces prices down, or depreciation and power costs consume the gains, the

earnings engine can weaken even while Al adoption continues.

What would invalidate the earnings thesis?
Watch for:

@ Cloud revenue growth slowing materially

@ Al infrastructure orders being delayed or canceled

@ Semiconductor pricing weakening

@ Gross margins compressing

@ Al-related capital expenditure producing disappointing returns

@ Earnings estimates being revised downward across major technology companies

Current conclusion: There is evidence of continuing demand. The unresolved question is whether the extraordinary level of
investment will translate into equally extraordinary, durable profits.

4. Liquidity engine: This is where the environment has become
more complicated

This is probably the most important counterweight to the technology earnings story.

Recent reporting indicates:

» The Federal Reserve raised its benchmark rate to 3.75%-4.00% on September 16.
» Oil prices have remained above $100 per barrel amid geopolitical disruptions.
» Inflation concerns have contributed to expectations of further rate increases.

» The 10-year Treasury yield recently approached or exceeded 5%, increasing pressure on equity valuations. (Reuters)

Why this matters to FTEC

FTEC's holdings are heavily exposed to large technology companies, semiconductors, software, and other businesses whose
valuations can be sensitive to interest rates.

A simplified relationship:
Higher discount rate — lower present value of future earnings — pressure on growth-stock multiples
But there is an important nuance:
Higher rates do not automatically mean technology stocks must fall.
If earnings grow faster than the valuation multiple contracts, the stock can still rise.
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Example

Scenario Earnings growth Valuation multiple Potential effect

A +20% Unchanged Strong support

B +20% Falls 10% Earnings may offset much of
the multiple pressure

C +5% Falls 20% More significant valuation
pressure

D Negative Falls Double pressure

This is why | would monitor earnings growth relative to interest-rate pressure, rather than looking at rates in isolation.

Current conclusion: Liquidity is not necessarily collapsing, but the rate environment is less supportive and more restrictive

than a classic easy-money technology rally.

5. Al capex: The central question for 2027
The Al investment cycle is arguably the most important structural driver behind the technology sector.

Recent reporting cited expectations for Al spending to approach or exceed $1 trillion in 2027, while also highlighting

concerns that the scale of investment may be difficult to justify if monetization does not keep pace. (Financial Times)

That creates two competing possibilities:

@ Constructive scenario

Al spending continues — infrastructure demand remains strong — cloud revenue grows — productivity improves — profits

expand — technology earnings support valuations.

_) More difficult scenario

Al spending continues — supply increases — competition intensifies — pricing declines — margins disappoint — investors

reduce valuation multiples.

@ Adverse scenario

Al spending slows sharply — semiconductor and infrastructure orders weaken — earnings estimates fall = concentrated

technology portfolios experience a significant repricing.

The key is that Al can be a genuine technological revolution and still produce periods of disappointing investment

returns.

Those two statements are not contradictory.

6. What does the VIX tell us about this regime?

The VIX is primarily a measure of near-term expected S&P 500 volatility, not a direct measure of technology earnings quality.

So:

VIX signal What it tells you What it does NOT tell you
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VIX falls

VIX remains low

VIX rises
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Near-term fear/expected volatility

declines
Options market is pricing relative calm

Demand for protection and expected

volatility increase

VIX spikes while earnings remain strong  Market stress may be temporary

A falling VIX is therefore compatible with a healthy technology regime, but it does

7. My practical “FTEC regime dashboard”

For your long-term FTEC strategy, | would organize the analysis into three layers.

Layer 1 — Fundamental engine

Metric

Big Tech revenue

EPS estimates

Cloud growth

Al capex
Semiconductor demand

Free cash flow

Healthy signal
Accelerating or resilient
Revisions upward
Strong
Demand-backed
Expanding

Growing

Layer 2 — Liquidity / valuation engine

Metric

Fed policy

Treasury yields

Real yields

Credit spreads
Financial conditions

Tech valuation

Layer 3 — Market confirmation

Metric

FTEC relative strength
Nasdaq breadth

VIX

More supportive
Easing / stable
Stable / falling
Stable / declining
Narrowing

Easing

Supported by earnings

Healthy confirmation
Outperforming broad market
Broad participation

Stable / declining

That earnings will grow

That valuations are attractive

That a recession is guaranteed

That the technology thesis is

permanently broken

not prove the regime is healthy.

Warning signal
Broad slowdown
Revisions downward
Deceleration
Cancellations / cuts
Inventory buildup

Deteriorating

More restrictive
Tightening
Rapidly rising
Rising sharply
Widening
Tightening

Expanding faster than earnings

Warning
Persistent underperformance
Narrow leadership

Persistent spikes
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Semiconductors Confirming tech strength Breaking down

Market breadth Improving Deteriorating

8. So, is the regime intact?

My current interpretation
Yes, the technology earnings regime appears intact.
There is still evidence of:

» Al infrastructure demand

» Cloud expansion

» Semiconductor investment

» Strong technology-sector earnings expectations

» Continued corporate spending on Al
However:
The liquidity regime is not as comfortable.

The combination of inflation, oil, elevated yields, and a more hawkish Fed means technology valuations may face pressure even
if earnings remain strong. (Reuters)

The distinction | would make

Earnings regime: Still constructive.
Liquidity regime: More restrictive and uncertain.
Valuation regime: More sensitive to disappointments.

Market regime: Recovering, but not risk-free.

9. What this means for your “FTEC forever” philosophy

Your strategy is based on owning the technology sector through cycles rather than attempting to predict every short-term

market movement.

Within that philosophy, the most useful question is not:
"Will FTEC go up every month until 2027?"

Itis:

“Are the structural forces that make U.S. technology companies economically valuable still strengthening, and are
current valuations being supported by actual earnings?”

That is a much more durable question.

My framework for your next FTEC review
@ Continue monitoring the structural thesis if:
» Al demand remains real

» Cloud growth remains healthy

» Earnings estimates remain resilient

» Free cash flow remains strong
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» Credit markets remain orderly
) Increase caution if:

» Rates rise while earnings estimates weaken

» Al capex grows faster than monetization

» Technology breadth deteriorates

» Valuations remain elevated despite slowing growth

@ Reassess the structural thesis if:

» Earnings deterioration becomes broad and persistent

» Al investment materially contracts

» Technology loses its competitive and profit-growth advantages

» The sector's long-term economics change—not merely because prices fall

Final takeaway

The current evidence does not suggest that the technology earnings engine has stopped. It suggests that the market is

asking a harder question:

“Can technology earnings continue growing fast enough to overcome a less forgiving interest-rate and liquidity

environment?”

For FTEC, that is the central 2026-2027 question—not whether the VIX is down 12.65% today.
Can technology earnings continue growing fast enough to overcome a less forgiving interest-rate and liquidity environment?

That is the central question for your FTEC strategy. And it can be made more precise:

Can the growth in technology companies’ intrinsic earnings value exceed the valuation pressure created by interest
rates, liquidity, and changing investor expectations?

The answer is not simply “yes” or “no.” It depends on the relationship between earnings growth, cash-flow growth, discount
rates, and the price investors are willing to pay.

1. The fundamental equation

A simplified way to think about a technology stock is:
Stock return = Earnings growth + Change in valuation multiple + Dividends

For a technology ETF such as Fidelity MSCI Information Technology Index ETF (FTEC), the same principle applies across its

holdings.

Component What drives it? Example

Earnings growth Revenue, margins, productivity, Al EPS grows 20%
monetization

Valuation multiple Interest rates, risk appetite, expectations P/E falls from 35x to 30x

Dividends Cash returned to shareholders Small additional return

A numerical illustration
Suppose FTEC's underlying companies produce:
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» 20% earnings growth
» 15% valuation-multiple contraction

» 1% dividend contribution
The approximate return is:
1.20 x 0.85 x 1.01 - 1 = 3.0%

So even excellent earnings growth can translate into a modest return if investors simultaneously pay less for each dollar of

earnings.
Conversely:

» Earnings growth: 15%
» Multiple expansion: 10%
» Dividends: 1%

1.15 x 1.10 x 1.01 - 1 = 27.7%

This is why technology can experience strong earnings growth without producing equally strong stock returns—or can
produce exceptional stock returns when earnings and valuation expand together.

2. What would allow technology earnings to overcome higher
rates?

There are several mechanisms.

A. Earnings growth outpaces the increase in discount rates

If interest rates rise moderately but earnings grow substantially, the underlying companies may still become more valuable.
Example:

A company's earnings rise from $10 to $13 over two years. Even if its P/E multiple falls from 35x to 30x, its theoretical value
rises from $350 to $390.

The multiple contracts, but earnings growth more than compensates.

B. Al improves actual corporate economics

The strongest version of the Al thesis is not merely:
“Companies are spending more on Al"

Itis:
“Al allows companies to generate more revenue, reduce costs, improve productivity, or create entirely new high-
margin businesses.”

For example:

» Cloud providers monetize Al workloads.

» Semiconductor companies sell increasingly valuable computing infrastructure.

» Software companies embed Al into products and increase revenue per customer.
» Enterprises use Al to improve output per employee.

» Data-center infrastructure supports recurring, high-value workloads.

If Al produces sustainable free-cash-flow growth, it can support technology valuations even in a higher-rate environment.
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C. Inflation eventually moderates without a severe recession
This is a particularly favorable combination:

Inflation declines — Fed pressure eases — yields stabilize — earnings remain resilient — valuation pressure decreases.

The market does not necessarily need extremely low interest rates. It needs predictability and a discount rate that is not

rising faster than earnings expectations can absorb.

D. Technology companies become less dependent on cheap capital

Many major technology companies have substantial cash generation and strong balance sheets.

That matters because a profitable company with strong free cash flow is less vulnerable than a speculative company

dependent on constant external financing.

However, strong balance sheets do not eliminate valuation risk.

3. What could prevent earnings from overcoming rates?

This is where the thesis becomes vulnerable.

The “earnings growth is not enough” problem
Imagine the market expects Al-related earnings to grow 25% annually.
But then:

» Al competition intensifies.

» Cloud providers spend heavily on infrastructure.
» Customers demand lower prices.

» Depreciation increases.

» Energy costs rise.

» Al monetization takes longer than expected.

» Analysts reduce earnings estimates.
Now expected earnings growth may fall from 25% to 10%.
At the same time, Treasury yields rise.
That creates a double pressure:
Lower expected earnings growth + higher discount rate = greater valuation compression risk.

This is the scenario technology investors need to monitor most carefully.

4. The Al investment cycle: The most important test

The technology sector is currently navigating a massive capital-investment cycle.
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Data Center Capex & Al Semiconductors
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s Al Rack Power s Estimated CapEx

Notes: Capex data from the hyperscalers is a good indicator for the spend on data center
Infrastructure,.
Source: IDC, May 2025
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The ChatGPT Effect

Nvidia’'s growth in revenue and free cash flow in the past four years

Replay
$250B
@ Revenue
$200B $212.9B
$150B
1
e . Free Cash Fl
$96.5B
$50B
$op M= @ -Capex $5.9E
o s ! 4
Y5 U 1% °
O Q o v
2 PV v q,g

i

Source: Company filings; S&P Global Market Intelligence  *Estimated
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Al BUSINESS MODEL PATTERN #5

The Cash-Flow-Funded
Infrastructure Model

From Trend: Infrastructure Supercycle (Not Dotcom 2.0)
Analysis by Gennaro Cuofano — The Business Engineer

r
WHY THIS ISN'T DOTCOM 2.0
SRS S SRR S R R RS » 7
: DOTCOM 2000 : Al INFRASTRUCTURE 2024+
: "
1 1
1 \
: 1 & CLOuUD KEY FACTS
: Speculation : Revenue $$%
1 : ¥ Real revenue
: l 1 ¥ 100% utilized
1 1 .
' . _IINFRA & CASH FLOW ¥ Madark nfia
1 1 Build More Profits ¥ Demand > supply
1 1
= = \\ )~
1 1
1
: "Dark Fiber" unused 1 ¥ CAPEX
1 1 Reinvest
' 3 BURST ' —
1 1
B o sh s i b i Sl B S E i B S B Ea i B B R S ’ .
[ Dotcom: Speculation — Crash Al: Revenue — Reinvestment — Sustainable Growth
-
THE CASH-FLOW ENGINES
7’
.. Microsoft 4 Google a Amazon NVIDIA
. Azure — OpenAl \ ’ Search — Gemini -~ AWS — Anthropic GPU — R&D
$13B+ TPU infra $4B $30.8B Q3
\,

STRATEGIC IMPLICATION

This cycle is funded by real revenue, not speculation. 100% GPU utilization = real demand.
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Hyperscaler capex has quadrupled since GPT-4's release, nearing half a
trillion dollars in 2025

Capital Expenditures (USD)

$160B - B Amazon
; B Microsoft
$1408 - M Google

B Meta

Oracle
$1208B - =
1.72x/year
1006 = : 90% CI: 1.66-1.78x/year\ 3
. GPT-4
$80B — Mar 2023
$60B —
$40B —

$20B

$0
2022 Q1 2022 Q3 2023 Q1 2023 Q3 2024 Q1 2024 Q3 20251 2025 Q3

Capital expenditures include non-Al spending; investor communications emphasize that growth has been driven by Al data

center buildouts

Z EPOCHAI | CC-BY epoch.ai
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wm=nz  The Flywheel Architecture

GROSS-LAYER i .
Self-reinforcing investment loop — capital flows out, hardware revenue flows back, cycle repeats

Analysis by Gennaro Cugfuno, The Business Engincer

STEP 6 STEP 1
INCREASED Al INVEST IN Al
DEMAND COMPANIES

STEP 5 STEP 2
BUILD MORE ) COMPANIES BUY
INFRASTRUCTURE NVIDIA CHIPS

STEP 4

PROFITS FUND
MORE INVESTMENTS

THE MULTIPLIER EFFECT

=2 COMPANY ORDERS GPUS —
$2B+ in chips

C INSIGHT

ng — it's demand generation disguised as capital deployment . Ey:

The chain looks like this:

Al demand
l

Cloud / data-center / semiconductor capex
l

Infrastructure revenue

l

Software and Al service monetization
l

Enterprise productivity / customer ROI
l

Free cash flow

l

Sustainable earnings growth

l

FTEC valuation support

The key question

Where are we in that chain?

Different companies occupy different positions:
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Segment
Semiconductors
Data-center infrastructure
Cloud platforms

Software

Hardware / equipment

Al-04729 FTEC at 290 vs Volatility Crush 2026

Current economic question

Is demand durable, and are margins sustainable?

Will utilization and customer spending justify the buildout?

Can Al revenue grow faster than infrastructure costs?

Can Al increase revenue or reduce costs without destroying

pricing power?

Will orders remain strong after customers digest major

investments?

The market can remain enthusiastic about Al while becoming more selective about who captures the profits.

5. Three possible 2027 earnings-rate scenarios

These are illustrative scenarios, not forecasts or probabilities.

Scenario Technology earnings  Interest-rate Valuation effect
environment
@ Earnings-led Strong growth, Al Stable or easing Multiples stable or
expansion monetization improves expand
) Earnings offset Healthy but Higher-for-longer Multiples contract
pressure moderating growth modestly

@ Expectation reset  Growth disappoints,

estimates fall

The most important point:

Rates remain elevated  Multiples contract

sharply

Possible market
behavior

Earnings drive higher
prices
Choppy or moderate

returns

Significant technology

repricing

A higher-rate environment does not automatically produce a bear market. A higher-rate environment combined with

disappointing earnings expectations is much more dangerous.

6. What should we monitor to answer this question objectively?

| would use a six-signal FTEC regime test.

Signal
1. Earnings revisions

2. Revenue growth

3. Free cash flow

4. Al capex returns

5. Treasury yields

Constructive evidence
Analysts raise forward EPS estimates

Cloud, semiconductors, software remain

resilient

Cash generation grows with earnings

Spending produces revenue and

productivity

Stable or declining

monetization

Deterioration

Broad downward revisions

Sustained deceleration

Earnings rise but cash flow weakens

Spending rises without adequate

Rapid, persistent increases

https://docmost.gravelcloud.com/s/general/p/ai-04729-ftec-at-290-vs-volatility-crush-2026-gQPAPoMgG7

22/24



9/17/26, 9:45 AM Al-04729 FTEC at 290 vs Volatility Crush 2026

6. Credit conditions Spreads remain orderly Spreads widen materially

The most important signal

If | had to choose one fundamental signal, it would be:
Are forward technology-sector earnings estimates continuing to rise?
Why?
Because earnings revisions incorporate the market's evolving assessment of revenue, margins, demand, competition, and costs.

But | would not use that signal alone. Earnings estimates can be wrong, and valuation can still matter.

7. How this applies to your single-ETF FTEC strategy

Your approach is fundamentally a bet on the long-term economic importance and profitability of U.S. technology, not on
predicting every monthly market move.

That means the relevant distinction is:

Temporary market pressure

» VIXrises

» FTEC declines 10-20%

» Treasury yields temporarily increase
» Investor sentiment deteriorates

» Earnings remain structurally healthy

This is a valuation / sentiment event.

Structural thesis deterioration

» Technology earnings growth weakens persistently
» Al investment returns disappoint broadly

» Competitive advantages erode

» Free cash flow deteriorates

» The sector's profit-growth leadership changes

» Technology no longer justifies its historical valuation relative to alternatives

This is a fundamental regime change.

Those are very different events.

A falling FTEC price is not automatically evidence that the technology earnings regime is broken.

Likewise, a rising FTEC price is not proof that the regime is healthy.

8. My current conclusion
The question:

“Can technology earnings continue growing fast enough to overcome a less forgiving interest-rate and liquidity

environment?”

should currently be answered as:
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Yes, that remains economically plausible—but it is conditional.
The technology sector has genuine earnings engines:
» Alinfrastructure
» Cloud computing
» Semiconductors
» Enterprise software

» Digital services
» Productivity improvements

But the market is increasingly demanding evidence that capital expenditure is becoming durable profit and free cash flow.

The critical 2027 test

If technology earnings grow faster than valuation pressure, FTEC can continue to perform well even with higher
rates. If earnings growth slows while rates remain elevated, valuation compression can overwhelm the earnings

engine.
That is the central balance.

For your FTEC strategy, | would monitor the earnings engine first, the liquidity engine second, and the VIX as a
sentiment/risk-temperature indicator—not as the primary determinant of the long-term thesis.
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