T. Rowe Price argues AI heralds end of easy compounding and rise of active management
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Shoppers and savers alike are noticing a market shift as AI reshapes where growth and profits actually happen; investors in the US and beyond should watch the move from asset‑light tech winners to heavy‑capex suppliers, and consider why active, diversified managers may be better placed to capture the change.
Essential takeaways
Concentration is easing: The top tech names that dominated indices are being forced into heavy spending, reducing their free cash flow and clustering risk.
Capex surge: Hyperscalers raised large debt and are investing billions in power, data centres and chips, changing who's generating value.
From digital to physical: Value is migrating toward memory, power, construction and industrial suppliers , sectors under‑represented in benchmarks.
Active opportunity: Periods of higher dispersion historically favour skilled, conviction‑driven active managers over passive index tracking.
Watch the risks: Timing, execution, fiscal responses and regulatory backlash could slow or reverse the rotation.
The tidy decade that’s starting to fray
For fifteen years a handful of asset‑light tech firms delivered seemingly effortless compounding: sleek margins, rising cash flow, and outsized weight in global indices. That era rewarded passive strategies that simply leaned into the winners. But the rise of generative AI has changed the playbook; what smelled like inevitability now comes with a loud, physical bill , and a different texture to the profits. Industry reporting shows hyperscalers are boosting infrastructure spending sharply, and that has a tangible, noisy feel to it: more cranes, power lines and factory floors.
Why AI is turning software winners into spenders
Generative AI isn’t just software anymore , it's a capital race. CEOs across the largest platforms have said they can’t stop investing or risk permanently losing competitiveness. Recent reporting notes the hyperscalers raised significant bond financing to fund that capex, and capital intensity is compressing free cash flow for once‑cash‑rich firms. That changes the fundamental story investors bought into: frictionless compounding gives way to a multi‑year build‑out with uncertain payback.
The new winners live in the supply chain
When constraints are physical , power, chips, data‑centre capacity, specialised memory , the economic prize shifts to suppliers. Data‑centre growth, semiconductor factories, and grid upgrades are the plumbing that will capture value as AI scales. World Economic Forum and sector analyses point to data centres and related infrastructure as a fresh growth engine, and that suggests companies making transformers, semiconductors, cooling systems and construction services could be the unsung beneficiaries. For investors that means looking beyond headline tech to industrials and materials that still trade at low index weights.
Why active managers might have the edge now
Historically, active managers have outperformed in regimes of high dispersion and falling concentration. The rotation from a narrow group of compounders to a broader, capital‑intensive opportunity set recreates those conditions: more sectors participate, idiosyncratic returns rise, and skillful stock selection matters. Research from asset managers and market practitioners indicates differentiated, conviction‑oriented managers that can allocate outside concentrated benchmarks are well positioned. In short, being different may stop punishing you.
Practical choices for investors today
If you're reassessing portfolios, start with scale and patience. Size up exposure to companies that provide the physical inputs for AI , memory makers, power equipment, data‑centre operators and select industrials , but check balance sheets and margins: capex can swamp returns short term. Consider active funds with a track record across cycles, or blend passive core holdings with satellite active positions to capture dispersion without overpaying fees. And don’t ignore macro risks: higher deficits, faster bond moves or regulatory shifts can alter the timetable.
It's a small change in focus , from digital glamour to industrial backbone , but it could make a big difference to where returns come from.
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