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Hyperscalers vs. Semiconductors

Hyperscalers vs. Nasdaq 100

Source: J.P. Morgan Equity Strategy and Quantitative 
Research, Bloomberg Finance L.P. 

Momentum Crowding

Source: J.P. Morgan Equity Strategy and Quantitative 
Research, Bloomberg Finance L.P.

The AI cycle remains intact. The key theme this reporting season remains 
centered on the hyperscaler capex guide, but with a greater focus on more 
tangible evidence of monetization. This includes incremental use cases such as 
Meta’s move to sell excess AI compute capacity. Additionally, the potential 
implications of the Anthropic Mythos development suggest that security concerns 
could accelerate the timeline for moving workloads onto cloud-based platforms 
across both the private and increasingly the public sector, creating another long-
term tailwind for cloud providers, data centers, semiconductors, and enterprise 
software (see Frontier AI Escalates Security Costs). If these signals begin to 
surface in forward commentary, they could provide significant incremental 
support to hyperscaler earnings and FCF curves. Given this fundamental backdrop, 
improving valuation and current investor positioning, over the medium-term we 
see better risk-reward in the hyperscaler complex (i.e., AI Midstream) 
relative to other areas of Tech, along with select opportunities in Software such 
as cybersecurity, which has emerged as a major secular investment theme and one 
we re-emphasized during peak AI disruption fears earlier this year (see Report). 

• Another reason the hyperscaler capex guide continues to draw significant 
attention is its broad implications for the Momentum trade (i.e., Memory 
and the rest of AI Upstream). The momentum factor has been unwinding 
recently from extreme crowding levels. While positioning is still far from 
flushed, the setup appears tactically healthier heading into the reporting period. 
However, further out, volatility in the Momentum factor could persist as 
concerns remain around incoming and competing AI equity supply both 
domestically and internationally, the slope of the forward capex curve and the 
ability of debt markets to absorb this funding, as well as potential breakthrough 
efficiencies and broader questions around terminal profit margins tied to the 
balance between demand and supply across the AI infrastructure market.

The broader earnings setup during this reporting season remains 
constructive but concentrated, with 2Q26 earnings expected to rise +23% y/y 
led by Tech (Nvidia and Micron contributing ~37% of total), or +19% excl. 
Energy, while top line is expected to increase +12% y/y. All sectors are expected 
to deliver positive revenue growth, and all sectors except Healthcare are expected 
to post positive earnings growth. The core of the season will come over the next 
two weeks when ~52% of market cap reports, including the four major 
hyperscalers, while Nvidia and several other key semiconductor names will follow 
later with reports expected in mid-to-late August.

• 2Q26 Hyperscaler capex numbers will once again serve as a pivotal 
validation point for the AI infrastructure build-out, as investors 
increasingly seek evidence that incremental ROIC can justify sustained, 
elevated spending levels. Consensus estimates now project AI-related capex to 
approach ~$870B by year-end 2026 (~+77% y/y), with hyperscalers to account 
for ~$750 billion of that total. Our Internet analysts remain positive on the 
capex outlook for 2026 and have meaningfully revised up their 2027 
projections. For next year, they forecast capex growth of +54% for GOOGL 
(~$300B), +42% for AMZN ($300B), and +42% for META (~$200B). For 
more information, please see our analysts’ notes here. This implies upside to 
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consensus capex estimates for the next 4-6 quarters. If these companies can justify the 
spend with higher earnings guidance as datacenters come online, there is a risk that the 
momentum factor could more rapidly rotate out of “AI Hardware” and back into Quality 
Growth / Hyperscalers (a similar Mag-7 / Mega-cap narrow leadership seen prior to the 
Momentum Crash in 1Q2025).

• Hyperscaler fundamentals remain resilient despite growing capex-related pressure 
on free cash flow, which has increased reliance on debt and equity financing. Initially, 
these companies funded capex primarily through internally generated cash flow, but debt 
issuance has risen materially in recent years as AI datacenter investment has accelerated. 
Across the five largest hyperscalers, aggregate debt issuance has increased from ~$40–
50B in 2022 (largely to fund buybacks) to ~$190B in 2026 (primarily to support 
datacenter buildout). This has contributed to growing investor concern around 
hyperscalers’ ability to continue accessing debt markets at scale. However, our credit 
research team views these concerns as overstated, arguing that insurer concentration 
limits are not yet binding and that the high-grade market still has substantial capacity to 
absorb future issuance, although spreads may continue to adjust as supply expectations 
evolve (see AI Capex & Growing Pains). Funding sources are also beginning to broaden 
towards equity, with GOOGL raising $85B in equity in June and recent reports indicating 
that META is evaluating similar alternatives. Importantly, the increase in external 
financing does not appear to reflect weakening operating fundamentals. Operating cash 
flow is still expected to exceed $900B by 2027, while FactSet estimates imply average 
year-over-year sales growth of 17% through 2030 (vs. 15% avg last 5y) and net income 
margins remaining above trend at ~26% (vs. 20% avg last 5y) over the same period. In 
effect, the Street appears to be underwriting the AI datacenter monetization case: 
elevated capex today should ultimately translate into higher revenue, stronger 
margins, and expanding cash flow. Our base case is that hyperscalers will increasingly 
guide toward AI monetization, with FCF beginning to inflect higher as early as 2027. A 
broader and more durable recovery, however, may not emerge until 2028 or later, 
particularly if AI infrastructure investments require more time to translate into attractive 
ROIC.

• Mark-to-market accounting of private investments could be an even larger swing 
factor in 2Q. The tailwind to 1Q26 earnings reflected non-cash revaluations of private-
company stakes (i.e., Anthropic at Alphabet and Amazon) recorded under “Other 
Income” on company income statements. For Mag7 companies, this line increased from 
~$10B in 1Q25 to ~$36B in 1Q26, and we estimated that roughly ~$4 of the ~$75 reported 
EPS figure in 1Q reflects these marks. However, considering most of the valuation re-
rating in private AI companies occurred after the end of March, we expect the 
contribution from one-time gains to be larger in 2Q, reflecting the rise in private 
valuations during April and May. That said, the precise contribution is difficult to 
quantify given rapidly evolving private-market valuations and uncertainty around 
ownership stakes, which ultimately depend on several other factors. While these non-
recurring gains (and losses) are typically excluded from both consensus and our 
estimates, major data providers seem to be including them, making the quality of upward 
EPS revisions harder to assess in coming quarters.

• Strong earnings expected, but growth remains narrowly concentrated. 2Q26 
earnings are expected to rise +23% y/y , or +19% excluding the Energy sector. This 
represents an improvement from +15% at the start of the year and +18% as of April 1st, 
implying upward revisions of +8% and +5%, respectively. Revenue is expected to 
increase +12% y/y. All sectors are expected to deliver positive revenue growth, while all 
sectors except Healthcare (-19% y/y) are expected to post positive earnings growth. 
Notably, the expected earnings contraction in Healthcare is largely driven by a handful 
of companies. Excluding Energy (+122% y/y), Tech (+64% y/y) is once again expected 
to lead earnings growth, with Nvidia and Micron alone expected to contribute ~37% of 
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the total. Other companies that stand out in terms of earnings growth attribution include 
XOM (~7%), CVX (~6%), AVGO (~6%), and GOOGL (~6%). 

Select Sector Previews:

• AI capex supercycle remains the dominant theme heading into hyperscaler 
earnings, with a clear bias towards the upside.  Across the group, the key swing factors 
are AI monetization and returns, where investors are looking for improved monetization 
across cloud, ads, and enterprise, in addition to token pricing dynamics, frontier model 
competition (Claude, GPT-5.5/5.6, Grok 4.5, Muse Spark 1.1, Gemini 3.5), and a more 
volatile macro backdrop where resilient spending could drive guidance upside even as 
softer consumer sentiment and renewed military activity could temper some 3Q outlooks. 
Key earnings dates: Alphabet Inc (7/22), Microsoft Corp (7/29), Meta Platforms Inc 
(7/29) & Amazon.com Inc (7/31). 

• The setup for semiconductors remains constructive, supported by strengthening AI 
demand and continued upward earnings revisions. The group is expected to deliver 
another solid quarter, with better 2Q26 results, constructive 3Q commentary, and higher 
CY27 expectations extending the recent positive earnings revision cadence. Strong 
results could help drive a rebound after the recent ~15% pullback, particularly as demand 
signals continue to strengthen, with hyperscalers and AI labs capacity-constrained, 
agentic-AI inference accelerating, and hyperscaler data center capex expectations 
moving higher. NVDA’s Blackwell/Rubin framework and AVGO’s path toward $100B+ 
of AI revenue in FY27 have extended demand visibility into CY27+, shifting the debate 
from whether AI demand is real to whether supply chains and power availability can keep 
pace. Beyond accelerators, AI strength continues to broaden across custom silicon, 
memory, networking, semicaps, and EDA. Offsetting this, consumer/client markets are 
more mixed, with memory-driven (bill of materials) inflation pressuring smartphone and 
PC demand, though the broader industrial-led cyclical recovery remains on track. 
Overall, semis industry revenue is expected to grow 30%+ ex-memory this year, with 
preferred exposures concentrated in high-quality AI and cyclical recovery names. Key 
earnings dates: Nvidia Corp (8/26), Broadcom Inc (9/4) & Micron Technology Inc (9/23).

• Energy is driving an outsized share of 2Q earnings growth expectations, led by 
Chevron and Exxon. Despite representing only ~4% of the S&P 500’s market cap, 
consensus implies Energy contributes ~23% of the quarter’s y/y earnings growth 
expectations, with 2Q sector earnings expected to increase roughly +122% y/y. That 
strength is largely attributed to higher oil prices following the Iran conflict, with growth 
expectations for the quarter beginning the year at +12%. Consistent with that setup, both 
Chevron and Exxon are positioned for a materially stronger quarter versus 1Q, reflecting 
higher upstream earnings leverage to commodity realizations and better operating 
performance, plus a downstream and refining rebound as margins normalize and prior 
headwinds ease. For Chevron, the focus is on improved production and operating rates 
and downstream returning to profitability. For Exxon, the key themes include the 
company’s updated adjusted EPS framework to reduce derivative timing noise in 
addition to a broad-based sequential improvement across Upstream, Energy Products, 
and Chemicals. Key earnings dates: ExxonMobil Holdings (7/31) & Chevron Corp 
(7/31).  

• Healthcare stands out as the only sector expected to post negative earnings growth 
in 2Q, although the decline is attributable to a few companies. Earlier this year, we 
became more constructive on the higher-growth areas of the sector (see Report), where 
interest from generalist investors has been building. In particular, it is one of the key 
beneficiaries of AI adoption from both higher revenues (speeding the drug discovery 
process) and reducing overhead costs. Given that it is defensive and relatively under 
owned, the sector remains our favorite Low Vol sector. The group has rallied 
meaningfully over the past several weeks, particularly Biotech and Life Sciences, due to 
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ongoing rotation out of Spec-Growth areas of the market. That said, going into the 
earnings season, the sector will become more name specific and dependent on whether 
2Q earnings, guidance updates, or pipeline catalysts can sustain the recent momentum. 
Within Pharma, the 2Q setup looks constructive. Trends across the group remain positive, 
most companies are expected to beat and raise guidance, and our analysts do not expect 
management commentary to raise concerns that would prompt investors to rotate out of 
the sector. Life Science Tools have also seen sentiment improve despite guidance ranges 
that generally do not assume a material end market recovery, with recent outperformance 
potentially holding into 2Q earnings given less likelihood of policy disruption and 
positivity around demand trends showing signs of improvement that could support some 
upside this year and a more constructive fundamental view into 2027. Key earnings dates: 
LLY (8/5), ABBV (7/31) & MRK (8/4).

• Aerospace & Defense enters earnings with stronger fundamental momentum in 
commercial aerospace, but a more favorable tactical setup in defense after recent 
underperformance. Commercial aerospace regained some momentum as Middle East 
risk concerns started to fade and investor focus returned to production recovery, 
aftermarket strength, and improving supply chain execution, while defense has lagged as 
capital rotated into higher growth stocks, budget and midterm uncertainty increased, 
contract activity remained uneven, and investors weighed potential limits on capital 
returns. This leaves a higher earnings bar for commercial aerospace and a lower one for 
defense. In the near term, that setup could allow Defense to outperform on solid earnings 
or positive contract news, though any squeeze would likely reflect lighter positioning and 
lower valuations rather than a fundamental change in the outlook. Commercial aerospace 
still has the stronger underlying story, supported by visible demand, production 
normalization, and aftermarket growth, but upside may be more selective after the recent 
rebound. Keep in mind Defense sentiment is unlikely to turn decisively without more 
clarity on appropriations, the FY27 budget path, and cash deployment flexibility, yet the 
longer-term backdrop remains constructive given persistent geopolitical tensions and 
global demand for weapons and defense capabilities.

Earnings Scorecard: 

• Beats/Misses. With only 6% of S&P 500 companies having reported, it is still too early 
to paint a clear picture of how the season is shaping up. So far, 100% of companies are 
beating earnings (vs. 78% avg. last 4Qs, see Figure 1Sales and Earnings Scorecard (based on current constituents, bottom-up aggregation)) and 87% are beating revenue 
estimates (vs. 75% avg. last 4Qs). 

• Surprise/Growth. S&P 500 companies so far have surprised on earnings by 5.2% (vs. 
2.4% avg last 4Qs, and 2.3% ex-Financials). For companies that have reported, 2Q 
revenue growth has been coming in well-above trend at 17% y/y and net income growth 
is 136% (vs. ~137% ex-Financials).

• EPS Revisions. Since the beginning of the earnings season, EPS revisions have ticked 
higher. 2Q26 EPS is currently at $81.75 (+23% y/y) with 2026E EPS at $341.86 (+26% 
y/y) and 2027 EPS at $404 (+18% y/y).

• Banks reported robust earnings, with Goldman Sachs, Bank of America, Wells Fargo 
and Citigroup all beating market expectations. Results were broadly supported by strong 
trading and investment banking revenues, while management teams also pointed to solid 
loan and deposit growth, continued share repurchase activity, stable capital ratios, 
recovering wealth management fees, and resilient credit metrics. Stock performance and 
retail activity were mixed following the announcements.
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Figure 1: Sales and Earnings Scorecard (based on current constituents, bottom-up aggregation)
2Q26 Reporting Season % Surprise… % of Companies Beating… 2Q26 Blended Growth

So Far Reported… Revenue Net Income Revenue Net Income Reported + Est

# of 

Cos 

Rep

Total 

Cos

% of 

Cos 

Rep

Sales 

Growth 

(YoY)

Earnings 

Growth 

(YoY)

Avg 

(Last 4Qs) 2Q26

Avg 

(Last 4Qs) 2Q26

Avg 

(Last 4Qs) 2Q26

Avg 

(Last 4Qs) 2Q26

Sales 

Growth 

(YoY)

Net Income 

(YoY)

Net

Income 

(Median)

S&P 500 31 500 6% 17.2% 135.6% 2.4% 5.2% 8.7% 22.3% 75% 87% 78% 100% 11.9% 22.6% 7.2%

Magnificent 7 0 7 0% — — 2.8% — 16.4% — 89% — 93% — 24.6% 30.1% 18.3%

ex-Magnificent 7 31 493 6% 17.2% 135.6% 2.3% 5.2% 5.9% 22.3% 75% 87% 78% 100% 10.1% 20.3% 7.1%

ex-Financials 19 424 4% 17.2% 136.6% 2.3% 3.5% 8.8% 22.4% 77% 84% 78% 100% 12.3% 25.9% 7.2%

Cyclicals 22 251 9% 14.8% 14.4% 2.8% 5.7% 9.3% 38.9% 71% 86% 75% 100% 10.5% 19.9% 6.6%

Energy 0 21 0% — — 3.9% — 4.2% — 69% — 63% — 22.3% 122.4% 33.5%

Materials 0 26 0% — — 1.5% — 6.2% — 69% — 62% — 7.0% 27.6% 2.3%

Industrials 7 81 9% 14.8% -16.6% 2.3% 1.5% 8.1% 4.8% 72% 100% 79% 100% 8.0% 8.1% 6.2%

Discretionary 3 47 6% 1.8% 41.9% 2.4% 0.4% 17.1% 89.0% 81% 33% 76% 100% 7.8% 6.6% 4.1%

Financials 12 76 16% 17.2% -0.1% 3.3% 7.3% 8.4% 3.1% 66% 92% 58% 100% 9.2% 8.1% 8.3%

Long Duration / Secular Growth 5 153 3% 25.3% 242.3% 2.3% 5.2% 9.0% 23.7% 87% 80% 87% 100% 15.1% 28.0% 9.3%

Technology 2 74 3% 52.1% 242.3% 3.2% 10.1% 7.6% 23.7% 92% 50% 94% 100% 34.2% 64.0% 22.5%

Communication 0 20 0% — — 1.9% — 17.1% — 75% — 65% — 11.9% 7.2% 3.6%

Healthcare 3 59 5% 3.9% — 2.0% 2.5% 4.2% — 86% 100% 86% — 4.8% -19.0% 5.3%

Bond Proxy 4 96 4% 9.5% 9.2% 1.5% 0.8% 4.3% 3.7% 68% 100% 73% 100% 7.9% 6.9% 6.9%

Staples 4 34 12% 9.5% 9.2% 1.0% 0.8% 4.2% 3.7% 69% 100% 89% 100% 7.5% 4.8% 6.9%

REITs 0 31 0% — — 1.7% — 10.1% — 67% — 68% — 9.5% -2.7% -10.1%

Utilities 0 31 0% — — 3.2% — 1.5% — 68% — 61% — 9.0% 17.5% 10.4%

Source: J.P. Morgan Equity Macro Research, Bloomberg Finance L.P., FactSet.
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AI Fundamentals
Figure 2: AI Capex (LTM Actuals vs Estimates)
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Source: J.P. Morgan Equity Strategy & Quantitative Research, Bloomberg Finance L.P., FactSet.

Figure 3: Hyperscaler Income Statement
CY '25A CY '26E CY '27E CY '28E CY '29E CY '30E

Sales $1,690 $1,998 $2,343 $2,752 $3,149 $3,654
YoY Growth 15% 18% 17% 17% 14% 16%

Cost of Sales 672 785 924 1,081 1,215 1,445

Gross Income 1,018 1,213 1,419 1,671 1,934 2,209

Gross Margin 60% 61% 61% 61% 61% 60%

Operating Costs 339 371 376 362 734 776

EBITDA 679 842 1,043 1,309 1,200 1,433

D&A 218 279 363 486 219 237

Operating Income 461 562 681 823 982 1,197

Interest + Tax 55 52 115 142 158 183

Net Income 406 510 566 681 824 1,014

Growth 22% 26% 11% 20% 21% 23%

Margin 24% 26% 24% 25% 26% 28%

Source: J.P. Morgan Equity Strategy & Quantitative Research, Bloomberg Finance L.P., FactSet.

Figure 4: Hyperscaler Net Income vs. Free Cash Flow
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Source: J.P. Morgan Equity Strategy & Quantitative Research, Bloomberg Finance L.P., FactSet.

S&P 500 Consensus EPS
Figure 5: S&P 500 Consensus Quarterly EPS
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Source: J.P. Morgan Equity Strategy & Quantitative Research, Bloomberg Finance L.P., FactSet.

Figure 6: S&P 500 Consensus Annual EPS
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Source: J.P. Morgan Equity Strategy & Quantitative Research, Bloomberg Finance L.P., FactSet.
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S&P 500 Earnings Calendar
Figure 7: S&P 500 Earnings Calendar — 2Q26 Earnings Season

S&P 500 Companies Reporting

Week 1 Week 2 Week 3 Week 4 Week 5 Week 6 Week 7 Week 8

Jul 13-17 Jul 20-24 Jul 27-31 Aug 03-07 Aug 10-14 Aug 17-21 Aug 24-28 Aug 31-04

Energy 1 3 4 12 0 0 0 0

Materials 0 5 13 6 2 0 0 0

Industrials 5 20 32 16 0 2 0 1

Discretionary 0 13 11 10 1 4 3 1

Staples 1 2 11 7 0 3 4 2

Healthcare 5 7 19 24 1 1 2 0

Financials 18 20 21 13 0 1 0 0

Technology 0 8 21 19 2 5 4 5

Telecom 1 6 4 9 0 0 0 0

Utilities 0 2 18 11 0 0 0 0

Real Estate 1 4 18 7 1 0 0 0

S&P 500 32 90 172 134 7 16 13 9

% of Total 6% 18% 34% 27% 1% 3% 3% 2%

Source: J.P. Morgan Equity Strategy & Quantitative Research, Bloomberg Finance L.P., FactSet.
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Figure 8: S&P 500 — Companies Reporting Week of July 20th to July 24th by Market Cap
Reporting Date 2Q26 Fundamentals

Ticker Name Date Price Market Cap

Sales 

Growth  

(2026/1C)

∆ in Est 

since 

04/01/26

Earnings 

Growth  

(2026/1C)

∆ in Est 

since 

04/01/26

SBUX Starbucks Corporation 7/20/26 $105.11 $122,335 3.9% 0.2% 0.9% 1.5%

DHR Danaher Corporation 7/21/26 $200.79 $141,667 4.5% -0.1% 2.0% 0.0%

CB Chubb Limited 7/21/26 $337.44 $137,589 7.0% -0.2% 75.9% 0.7%

COF Capital One Financial Corp 7/21/26 $208.89 $125,064 53.6% -0.5% 82.1% -3.6%

GOOGL Alphabet Inc. Class A 7/22/26 $370.92 $4,201,803 18.4% 0.1% -5.0% 3.3%

TSLA Tesla, Inc. 7/22/26 $394.46 $1,482,609 17.5% -1.2% 59.7% -0.1%

PM Philip Morris International Inc. 7/22/26 $180.88 $280,837 6.8% -0.3% 7.3% -0.2%

GEV GE Vernova Inc. 7/22/26 $1,055.28 $280,167 14.2% 0.2% 88.1% -0.8%

IBM International Business Machines Corporation7/22/26 $211.20 $272,783 7.3% 0.0% 13.1% 0.0%

TXN Texas Instruments Incorporated 7/22/26 $301.19 $271,726 11.1% 0.1% 6.2% -0.2%

T AT&T Inc 7/22/26 $21.43 $149,737 2.0% -0.2% 5.8% -0.1%

NOW ServiceNow, Inc. 7/22/26 $104.73 $114,743 21.1% 0.1% 19.3% -0.1%

CSX CSX Corporation 7/22/26 $49.43 $92,238 1.9% -0.2% 11.9% -1.5%

CME CME Group Inc. Class A 7/22/26 $245.18 $88,814 14.4% 5.8% 17.2% 7.6%

INTC Intel Corporation 7/23/26 $102.99 $518,281 -2.4% 0.6% -94.2% 59.2%

RTX RTX Corporation 7/23/26 $195.89 $264,475 5.6% 0.4% 2.7% 1.1%

TMUS T-Mobile US, Inc. 7/23/26 $187.62 $203,043 9.9% 0.0% -23.6% 0.0%

TMO Thermo Fisher Scientific Inc. 7/23/26 $535.29 $196,406 4.7% 0.1% 0.7% -0.8%

UNP Union Pacific Corporation 7/23/26 $288.36 $171,660 2.6% 1.1% 3.9% 0.5%

LMT Lockheed Martin Corporation 7/23/26 $514.46 $120,050 1.7% -0.7% -9.1% -0.4%

NEM Newmont Corporation 7/23/26 $95.21 $99,389 37.9% 1.6% 78.6% -8.9%

BX Blackstone Inc. 7/23/26 $127.05 $90,661 22.8% -2.3% 23.9% -15.4%

AXP American Express Company 7/24/26 $358.44 $241,837 10.4% 0.7% 7.4% 0.4%

NEE NextEra Energy, Inc. 7/24/26 $89.10 $184,326 16.6% -1.0% 3.3% 13.6%

VZ Verizon Communications Inc. 7/24/26 $42.83 $178,839 4.1% 0.1% 0.7% -1.2%

Source: J.P. Morgan Equity Macro Research, Bloomberg Finance L.P., FactSet.
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