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On January 28th, the Standard & Poor’s 500 (S&P 500), the index that tracks the stock
performance of the 500 leading companies in the United States, reached an all-time high,

crossing 7,000 points (Chauhan & Nishant). This milestone can be attributed in part to investor

confidence in the advancements in artificial intelligence (AI). Many companies in the index have
leveraged their resources and invested heavily in Al; 28% of the S&P 500 are the leading Al

companies (Di Pizio). Investors are confident that these multi-billion-dollar investments in Al

will generate significant returns, yet at this stage, returns have not materialized. While the
number of Al products increases exponentially each day, the amount a consumer spends
decreases. 92% of Americans have significantly cut back on spending in 2025, including
essentials such as groceries and healthcare, while 49% have dipped into savings just to get by
(PR Newswire). The S&P 500 is not indicative of consumer finances in this country; it is a
measure of investors' perceptions of American corporate performance. Thus, investor confidence
in Al companies does not translate to improved consumer financial health, highlighting a
disconnect between stock market performance and the economic realities faced by many
individuals. Without consumer spending, these “top-player” companies do not gain the capital
necessary to recoup their billion-dollar investments in Al. Considering the top 10 accounts for
40.7% of the S&P 500’s weight, more than double that of a decade ago, the S&P 500’s share
price is closely tied to the performance of these companies (RBC). The unwarranted investor
confidence is driving the S&P 500’s skyrocketing; however, sooner or later, the Al companies
will realize that the American people are not at a point where buying Al products is in the cards.
The S&P 500°’s record high is less a verdict on the economy than a bubble built on Al hype,
where a few dominant tech firms inflate valuations faster than actual productivity and real-world

household finances can catch up.


https://www.reuters.com/business/finance/sp-500-crosses-7000-points-first-time-lifted-by-ai-optimism-2026-01-28/
https://www.nasdaq.com/articles/these-5-artificial-intelligence-ai-stocks-make-288-entire-sp-500-index
https://www.prnewswire.com/news-releases/92-of-americans-cut-back-spending-in-2025-even-groceries-and-healthcare-302654521.html
https://www.rbcwealthmanagement.com/en-us/insights/the-great-narrowing-sp-500-concentration

Today, everyone has heard about the supposed positive impact Al will have on the world,
yet most people sti// do not interact with Al in a meaningful way. While it has been helpful in
fields such as medicine and computer science, the average consumer just opens ChatGPT, asks a
question, and then logs off. Al has become the market’s dominant story, and stories can move
prices faster than fundamentals, showing clear signs of value expansion. Value expansion occurs
when investors pay more for each dollar of a company's earnings, causing the share price to rise
faster than the underlying business fundamentals. It is mainly driven by investor optimism, and
that is the case with Al. Reuters analysts found that “Tech earnings, powered by Al boom, are
largely expected to drive U.S. corporate growth in the fourth quarter, with the sector's profit
projected to rise about 27%, compared with an estimate of a 9.2% increase overall for S&P 500

companies,” indicating the S&P 500°s heavy reliance on Al hype (Chauhan & Nishant). Jared

Bernstein, Former United States Chairman of Council of Economic Advisers, compares the Al
hype to the dotcom bubble, stating, “We point out that the share of the economy devoted to Al
investment is nearly a third greater than the share of the economy devoted to internet-related
investments back during the dotcom bubble. So, we think there are enough analogies there to
make the call.” The Al hype/bubble may eventually pop, revealing the arguable revenue stream
Al currently has. As the former Intel CEO Pat Gelsinger put it: “Are we in an Al bubble? Of
course! ... Of course we are. | mean, we’re hyped, we’re accelerating, we’re putting enormous
leverage into the system (CNBC).”

When it comes to non-Al company shares, prices reflect real consumer spending, which
is currently masked by the “top-heavy” distribution of the S&P 500. The recent S&P 500 weight
distribution has been unusually narrow, with record highs being driven disproportionally by a

small group of Al companies, while other stocks are seeing far less benefit. Forbes states that the


https://www.reuters.com/business/finance/sp-500-crosses-7000-points-first-time-lifted-by-ai-optimism-2026-01-28/
https://www.cnbc.com/2025/10/21/are-we-in-an-ai-bubble.html

Magnificent Seven (Alphabet, Amazon, Apple, Meta Platforms, Microsoft, Nvidia, and Tesla)
contributed a cumulative 68.4 percent gain to the S&P 500, roughly doubling what investors
would have earned without their outsized impact (Brock). A common factor among all these
companies is their heavy investment in Al, which has led to their share prices rising as Al is
where investor confidence lies today. Yet, when looking at the S&P 500 Equal Weight Index, it
outperformed the standard S&P 500 by about 1.05% annually until the Al boom in 2022. Since
then, the index has underperformed, as the Magnificent Seven's returns have overshadowed the

rest of the index (Invesco). Al stocks have been siphoning away capital and resources from other

sectors, leading to a widening gap in performance between Al-driven companies and those in
traditional sectors. The S&P 500 is being inflated by investor confidence in the high
concentration of Al companies, creating a significant disparity in performance between the top
performers and the broader market. As more capital flows into Al, other sectors may struggle to
attract necessary investments, ultimately affecting overall market stability.

The AI hype is inflating valuations and accelerating innovation, but many households are
growing more financially stretched, meaning the consumers that companies need to monetize Al
are unable to afford their new products and services. While Al services like ChatGPT and
Google Gemini are free, this has also made profitability difficult for Al companies. OpenAl is
expected to lose $44 billion over the next 3 years, suggesting that investor confidence is not
correlated with Al companies' fundamentals (Laird). A significant 77% of Americans are
worried that Al could endanger humanity. Additionally, a survey on the level of trust Americans
have in Al across various industries revealed that none of these sectors received a positive trust
score, with finance and healthcare receiving the lowest (YouGov). Thus, we are at an impasse:

Al services are not profitable for corporations, and the vast majority of Americans do not trust


https://www.forbes.com/sites/investor-hub/article/sp-500-weight-mag-7-stocks-diversification-risk/
https://www.invesco.com/apac/en/institutional/insights/etf/three-compelling-reasons-to-consider-s-and-p-500-equal-weight.html
https://finance.yahoo.com/news/openais-own-forecast-predicts-14-150445813.html
https://yougov.com/en-us/articles/53701-most-americans-use-ai-but-still-dont-trust-it

Al All these things are signs that Al is not “living up” to its hype, yet its share price continues to

rise due to investor confidence.

Investors are pricing Al as if today’s spending will quickly translate into sustained,
high-margin revenue, yet profitability and scalable monetization remain unseen. While some Al
companies, such as Loveable, that use Al to solve a real problem, the Magnificent Seven are
investing in Al partly out of competitive necessity, inflating valuations faster than earnings can
justify. If Al-driven revenue does not arrive on the timeline investors hope for, the S&P 500’s
top-heavy structure makes it likely the share price will fall. In that light, the S&P 500’s recent
record highs indicate an increasing gap in investor excitement about Al's potential between large

corporations and the American public that keeps the economy going.
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