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Earnings Pressure, Al Expectations, and the Risks
Beneath a Strong Market

This episode of the Market Brief Podcast centers on a pivotal moment for markets, driven by
a convergence of high expectations for corporate earnings, ongoing geopolitical uncertainty,
and growing interest in transformative technologies like artificial intelligence. Doug Johnson
CFA and Dan Rinck frame the discussion around three core themes: the unusually high bar
for earnings season—particularly among mega-cap tech companies—the market’s current
tendency to downplay geopolitical risks, and the potential implications of a wave of massive
IPOs tied to the Al ecosystem.

The conversation begins with a focus on the significance of the current earnings week,
during which a large portion—roughly 40%+—of the S&P 500’s market capitalization is
reporting results. Much of the attention is concentrated on the “Magnificent Seven” tech
giants, whose performance and outlooks carry disproportionate influence over broader
market direction. While earnings results thus far have generally been strong, the hosts
emphasize a critical nuance: expectations are extraordinarily high. This creates a scenario
where even solid earnings may not be enough to drive stock prices higher. Instead,
companies may need to deliver “blowout” results to justify current valuations and trigger
positive market reactions.

A major focal point within these earnings reports is artificial intelligence. Investors are
increasingly scrutinizing whether companies are successfully monetizing Al investments
and translating them into improved margins and profitability. At the same time, there is
growing concern about the scale of capital expenditures being directed toward Al
infrastructure. Many large technology firms are allocating substantial portions of their free
cash flow toward Al development, raising questions about return on investment and
whether the space is becoming oversaturated. This tension—between optimism about Al’s
long-term potential and skepticism about near-term profitability—is expected to be a key
driver of both earnings reactions and broader market sentiment.

The discussion then shifts to geopolitical developments, particularly tensions in the Middle
East and their impact on energy markets. Oil prices hovering around $100 per barrel are
acknowledged as a potential risk factor, though the hosts note that, for now, markets appear
largely unfazed. Corporate earnings calls have not yet reflected significant concern about
rising energy costs, suggesting companies may still be insulated in the short term. However,
both hosts agree that if elevated oil prices persist, they are likely to begin affecting corporate
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margins and consumer behavior in future quarters. Additionally, the bond market is
highlighted as another key indicator to watch, particularly if yields on the 10-year Treasury
rise meaningfully above current levels. Higher rates could create headwinds for equities by
increasing borrowing costs and compressing valuations.

Another major topic is the anticipated wave of high-profile IPOs, particularly in the Al and
space technology sectors. Companies such as SpaceX (including its Al-related initiatives),
OpenAl, and Anthropic are discussed as potential mega-IPOs with valuations ranging from
hundreds of billions to over a trillion dollars. These offerings could have significant
implications for market structure and investor exposure. For example, due to their size,
newly public companies may be rapidly included in major indices, meaning investors could
gain exposure through index funds even without directly purchasing shares.

However, the hosts caution that access to pre-IPO shares for retail investors is extremely
limited. These deals are typically heavily oversubscribed and allocated primarily to large
institutional investors or high-net-worth clients. While investors can buy shares once they
begin trading publicly, they often miss out on the initial pricing, which may or may not
represent the best entry point. The hosts also warn about alternative avenues for accessing
private markets, such as secondary marketplaces or ETFs claiming exposure to private
companies. They advise careful due diligence, noting that marketing materials may not
always fully reflect the complexities or risks involved.

A particularly interesting dimension of these upcoming IPOs is the potential for increased
transparency. Once companies like OpenAl or Anthropic go public, their financial
statements willbecome accessible, allowing investors to evaluate their true profitability and
cost structures. This could lead to a period of “price discovery,” where market perceptions
of Al’'s value are either validated or challenged. If the underlying economics of these
companies fall short of expectations, it could trigger a broader reassessment of Al-related
investments and valuations across the market.

The latter part of the discussion turns to macroeconomic concerns, specifically comments
made by JPMorgan CEO Jamie Dimon about a potential future debt crisis. While
acknowledging that rising debt levels and government deficits are legitimate concerns, the
hosts express skepticism about the immediacy of such risks. They emphasize that current
datadoes notindicate significant stress in credit markets. Corporate balance sheets remain
relatively healthy, and credit spreads are tight, suggesting that investors are not demanding
significantly higher compensation for risk.

They also distinguish between different types of debt risk. Sovereign debt, such as U.S.
Treasuries, operates under different dynamics than corporate debt, particularly because
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the U.S. government can issue currency to meet its obligations. While this does not

eliminate risks like inflation or currency devaluation, it reduces the likelihood of a traditional

default scenario. In contrast, corporate debt markets are more sensitive to economic cycles,
but current conditions do not resemble the systemic vulnerabilities seen during the 2008

financial crisis. The hosts caution against overly pessimistic narratives rooted in past crises,

arguing that such thinking can lead to poor investment decisions.

The discussion also touches on modern monetary theory (MMT) and the evolving role of the
Federal Reserve. The hosts note that while aggressive monetary expansion has been a
feature of recent years, inflation remains the primary constraint. The Fed’s current policy
stance—where interest rates exceed inflation—reflects a more balanced approach
compared to the lag seen during the inflation surge of 2022. This dynamic, combined with
resilient economic growth and strong corporate earnings, underscores the underlying
strength of the U.S. economy.

Looking ahead, the hosts identify several key risks to monitor. The most immediate is a
potential slowdown in earnings growth, which could undermine the justification for elevated
equity valuations. Secondary risks include prolonged geopolitical instability leading to
sustained high energy prices, and the possibility that Al-related IPOs reveal weaker-than-
expected fundamentals. Despite these risks, they acknowledge that a favorable
combination of easing inflation, stable energy markets, and continued earnings strength
could support further market gains.

The episode concludes with a reminder of the importance of staying informed and
maintaining perspective. While markets face a complex mix of opportunities and risks, the
hosts emphasize disciplined analysis over emotional reactions, encouraging investors to
focus on data and long-term trends rather than short-term noise.

HCM Wealth Advisors & CPAs | 513-598-5120 | 6116 Harrison Ave Cincinnati, OH 45247 | info@hcmwealthadvisors.com



