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Al from Macro Trend to Mega-IPOs

Al and tech investment is a key macro-
economic trend undergirding recent U.S.
economic growth and market performance.
Now, a spate of Al-related mega-IPOs could
impact market structure and volatility.

SUMMARY

e Inthe new Al era, technology capex has supported real economic
growth in the U.S., while expectations for growth in Al have helped
push up related stock valuations and driven periods of narrow
market leadership along with overall market volatility.

e  Now, a potential string of unprecedented mega-cap IPOs is poised
to bring more Al exposure to the market, which could introduce new
risks and opportunities to market indices and investor portfolios.

e  Some index providers have chosen to fast-track newly public
behemoths into indices, with the notable exception of the S&P 500,
which could increase dispersion among widely referenced indices.

e While near-term impacts from these mega-IPOs may be muted by
limited initial free-float of shares, growth in that float over the next 6-
18 months could increasingly impact market structure and volatility.

FROM MACRO INFRASTRUCTURE...

In terms of economic impact, the so-called Al boom is very real. It has
driven massive amounts of investment in information processing
equipment, real estate and energy infrastructure, and early degrees of
implementation across nearly all industries. According to IDC, global
Al spending more than doubled in 2025 to over $300 billion. In the
context of GDP, looking at information processing equipment
investment over the past two quarters, we have seen the highest
growth trends on record.

The Al boom has also had clear impacts on the stock market. Large
tech and Al-related companies have dominated market returns for
much of the past three years, with market leadership frequently
concentrated in a few mega-cap stocks in the Information Technology
and Communications Services sectors. For the most part, these have
been profitable companies like chip makers and hyperscalers that are
experiencing a significant earnings boost as they and others invest in
Al infrastructure and usage. Further, expectations for high and
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persistent growth have helped support expanded valuation multiples
for many of these firms.
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Source: Bloomberg, WestEnd Advisors.

...TO MEGA-IPOs...

It is not surprising that Al companies are increasingly turning to public
markets, given the need to fuel ongoing capital investment and the
apparent investor demand. For example, even highly profitable
Alphabet, Inc. (GOOGL, GOOG) recently closed on $35 billion
through public issuance as part of a multifaceted $85 billion capital
raise to help scale up its Al initiatives.

What has garnered more attention, however, is a string of highly
anticipated mega-IPOs from private Al-related companies:

Exhibit 2: Mega-IPO Pipeline

Initial Initial
IPO IPO Market Free-Float

Company Status Date Cap. Mkt. Cap. Sector
SpaceX Comm.
(SPCX) Complete 6/12/26  $1.8T $86 B Svs.

) Confidential - . " Info.
Anthropic PBC S-1 Filing Fall '26 $1.0T $50 B Tech.*
OpenAl Group Confidential ~ Q4'26- . Info.
PBC S-1 Filing Q1'27* $10T"  $508 Tech.*

* Estimates based on a range of available data, third-party estimates, and internal analysis.
Source: WestEnd Advisors.

SpaceX (officially Space Exploration Technologies Corp.) launched
first with the largest-ever IPO, raising $86 billion and achieving an
initial total market cap of =$1.8 trillion. While SpaceX is not an Al
pure-play, it recently merged with founder Elon Musk's Al company,
xAl, and has plans to acquire Al-coding company, Cursor, for $60
billion in the coming months.
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Meanwhile, the two most prominent pure-play Al companies,
Anthropic, PBC and OpenlA Group PBC, have each confidentially
filed for an eventual public offering. These are widely expected to
come to market over the next three to nine months with valuations in
the neighborhood of $1.0-1.2 trillion. Assuming initial free-float
issuance of 5%, that would suggest IPOs of between $50-$60 billion.

...TO MARKET STRUCTURE IMPLICATIONS

On the Fast Track: Most indices are designed to represent a defined
portion of the investable universe, but they often include a
“seasoning” period before including a new stock, in part to help limit
distortions in market cap (and thus index weighting) tied to potential
supply/demand imbalances around the initial offering. However,
given the potential size of these mega-IPOs, several index providers
have recently added a “fast-track” that will add large companies within
days of their IPO. Notably, however, the S&P 500 will retain its 1-year
seasoning period and other inclusion criteria, including profitability.

Exhibit 3: Index Inclusion for IPOs
Standard
Index Seasoning Period

MSCI USA Index
(also World, ACWI, etc.)

Fast-Track Period
for Large IPOs

Variable, at quarterly
index rebalance

10 trading days

(policy since 2007)

15 trading days
(new policy)

Nasdag-100 Index® V§r|able, at quarterly
index rebalance
Russell 1000® Index

(also R3000 & related style indices)

Variable, at quarterly
IPO inclusion

5 trading days
(new policy)
12 months
(also has profitablity
and other criteria)
Sources: MSCI, Nasdaq, FTSE Russell, S&P Dow Jones Indices, WestEnd Advisors

None
(no change)

S&P 500®

Index Dispersion: As these companies go public, they will be added
to many benchmark indices, but not the S&P 500, which is perhaps
the most widely used index for passive replication and benchmarking
of U.S. large-cap portfolios. Thus, the scale and potential volatility of
these Al mega-caps could increase dispersion among large-cap
benchmarks and various index funds that track them. Because major
indices typically base weights on some version of free-float market
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cap (which excludes closely held shares), these differences may be
muted in the near-term, but as more shares are released over the
coming months, we expect benchmark differences to increase. For
example, only 4-5% of SpaceX shares were tradeable immediately
after the IPO. However, as insider lockup periods expire over the next
year, most of its shares could be floated, and thus its weight in indices
would grow. Using today’s implied equity value, SpaceX’s full market
cap would make it the second-largest weight in the Communication
Services sector. For the Nasdag-100, in particular, only a third of
SPCX shares would need to be free-float for the full market cap to be
used, as that index weights large companies by the lesser of 3x their
free-float market cap or the full market cap. This could make SpaceX
one of the largest weights in the Nasdag-100 in just a few months.

Market Volatility: Existing highly valued tech-related mega-caps
arguably have already driven increased equity market volatility as
investors’ expectations for Al have vacillated. For example, the price
of NVIDIA Corp. (NVDA), the world's largest company by market cap,
dropped by roughly 20% in two days on news of a cheaply trained Al
model from China in January 2025. The S&P and Nasdag-100 were
down over 1% and 3%, respectively. The introduction of new Al
companies with high valuations (in some cases double- and triple-
digit multiples of revenue) and potentially large market/index weights
as float grows could materially amplify broad market volatility.

Sector Impacts: These mega-IPOs are likely to fall in just two sectors,
Information Technology and Communication Services. Because
these companies would make up a proportionally larger part of those
sectors than the broad market, the risks of dispersion and volatility are
inherently magnified at the sector level. Additionally, as these sectors
gain additional market cap from IPOs, they could together become an
even larger part of the overall market than previously illustrated in
Exhibit 1, which would increase risks from market concentration.

Sectors and market composition continually evolve. While the rise of
Al has been rapid, with implications for both macroeconomic and
market forces, we stand prepared to navigate developing risks and
opportunities.

Disclosures: The information contained herein is not intended to be an offer to provide investment advisory services. Such an offer may only be made if
accompanied by WestEnd Advisors’ SEC Form ADV Part 2. This report should not be relied upon as investment advice or recommendations and is not intended to
predict the performance of any investment. These opinions may change at any time without prior notice. All investments carry a certain degree of risk including the
possible loss of principal, and an investment should be made with an understanding of the risks involved with owning a particular security or asset class. Portfolio
characteristics and/or allocations are generally averages and are for illustrative purposes only and do not reflect the investments of an actual portfolio unless otherwise
noted. Portfolios that are concentrated in a specific sector or industry may be subject to a higher degree of market risk than a portfolio whose investments are more
diversified. The information presented herein has been gathered from sources believed to be reliable, however data is not guaranteed.

The S&P 500®, Nasdaq-100 Index®, Russell T000® Index, and MSCI USA Index are various common measures of the performance of the U.S. stock market. An

index is unmanaged and is not available for direct investment.

Holdings, Sector Weightings, and Portfolio Characteristics were current as of the date specified in this presentation. The listing of particular securities should not be
considered a recommendation to purchase or sell these securities. While these securities were among WestEnd Advisors’ holdings at the time this material was
assembled, holdings will change over time. There can be no assurance that the securities remain in the portfolio or that other securities have not been purchased. It
should not be assumed that recommendations made in the future will be profitable or will equal the performance of the securities presently in the portfolio. Individual
clients’ portfolios may vary. Upon request, WestEnd Advisors will provide a list of all recommendations for the prior year.

WestEnd Advisors, LLC (“WestEnd"), an SEC-registered investment adviser, operates as an autonomous Victory Capital® Investment Franchise. WestEnd's active
principals are responsible for managing the firm and its day-to-day operations. Registration of an investment adviser does not imply any level of skill or training.

WestEnd manages equity securities for individual, institutional and wrap clients.

WestEnd Advisors | 1001 Morehead Square Drive, Suite 600, Charlotte, NC 28203 | westendadvisors.com | 888.500.9025

Page 2 of 2

20260618-5593833



	AI and tech investment is a key macro-economic trend undergirding recent U.S. economic growth and market performance.  Now, a spate of AI-related mega-IPOs could impact market structure and volatility.
	Summary
	From Macro Infrastructure…
	…To MEga-IPOs…
	…To Market Structure Implications


