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AI investing: Play the trend, not the hype 
Key takeaways 

• Artificial intelligence (AI) appears to offer meaningful long-term opportunities, but we believe uncertain payoffs 
require valuation discipline. 

• In our view, investors should diversify across potential AI beneficiaries and rebalance when enthusiasm pushes 
valuations too far. 

AI infrastructure buildout is racing ahead of broad adoption. Investment is pouring into semiconductors and data centers, 
supporting economic growth and corporate earnings. Yet many businesses are still integrating AI into existing systems and 
evaluating whether AI benefits can deliver measurable returns. This tension — between rapid spending today and uncertain 
payoffs tomorrow — defines both the potential opportunity and the risk for investors. 

Rather than weakening the investment case, we believe that gap argues for discipline. At times, prices can outrun near-
term earnings when enthusiasm is high, leaving markets vulnerable whenever investors question how quickly adoption and 
profits might grow. Our message has therefore remained consistent throughout the year: Participate in the AI investment 
trend but do not overpay for it. 

Since AI became a prominent market theme in 2023, we have followed two complementary approaches. First, we have 
favored the AI-intensive S&P 500 Information Technology and Communication Services sectors when their earnings 
prospects justified their valuations. When enthusiasm pushed prices too far, we rebalanced toward what we believed to be 
better relative value. This approach, in our view, preserves targeted exposure while managing concentration and valuation 
risk. 

Second, we have looked beyond the companies leading AI spending. Data centers require electricity, grid capacity, 
construction, machinery, and electrical equipment. Earlier this year, that broader opportunity supported our favorable 
views on Utilities and Industrials. By midyear, changing valuations led us to shift toward Materials, where raw materials, 
industrial gases, and specialty chemicals offer exposure to continued capital spending and potential pricing power. 

Today, we maintain an overweight to Information Technology, supported by strong earnings momentum and sustained AI-
related demand. Communication Services and Materials add exposure to other parts of the ecosystem, often at more 
reasonable valuations. Together, these positions reflect a broader principle: AI leadership can rotate even when the long-
term investment trend remains intact. 

In our view, the best way for investors to participate in the AI trend is by favoring businesses that translate AI spending 
into durable revenue, productivity gains, or essential infrastructure demand; by diversifying across the supply chain rather 
than concentrating in a few headline names; and by trimming positions when valuations assume flawless execution. This 
can keep portfolios connected to a powerful longer-term trend while preserving the flexibility to rebalance as sector 
winners evolve.  
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Risk considerations 

Each asset class has its own risk and return characteristics. The level of risk associated with a particular investment or asset class generally correlates with the level of return the investment or asset 
class might achieve. Stock markets are volatile. Stock values may fluctuate in response to general economic and market conditions, the prospects of individual companies, and industry sectors. 
Sector investing can be more volatile than investments that are broadly diversified over numerous sectors of the economy and will increase a portfolio’s vulnerability to any single economic, political, 
or regulatory development affecting the sector. This can result in greater price volatility. 

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank 
affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only and are not 
intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any change in its opinions or the 
information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  This report is not 
intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell securities. Do not use this 
report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant information, including your existing portfolio, 
investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from sources and data we believe to be reliable but we make no 
guarantee to its accuracy or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial services 
regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain protections conferred by 
legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and non-bank 
affiliates of Wells Fargo & Company. PM-03222028-5949363 
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