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Artificial Intelligence remains in the news, but more importantly, Al is changing our lives. Millions of people
have Al in their hands to help with day-to-day thinking and decisions while businesses across every sector
are figuring out ways to use it to provide better products and services more efficiently. And companies that
build Al, support its infrastructure, or use it to do things better are creating shareholder value. The research
and development, innovation, and speed to delivery of Al represent the latest example of the benefits of
free markets and competition. But as with anything else, bad actors can use Al to make trouble, sparking

a healthy debate about increased regulation. But despite these worries, Al is already transforming our
economy, poised to meaningfully improve productivity and related economic growth. In this Sight|Lines,
we check in on the latest Al capabilities, review some of the worries around misuse, and revisit the case
for Al improving economic productivity.

THE TAKEAWAY: FREE MARKETS CREATED Al, AND DESPITE RISKS FROM BAD
ACTORS, WE’RE SEEING THE BEGINNING OF AN ECONOMIC TRANSFORMATION

The development and deployment of Al is a product of free markets and competition, and even though
bad actors can use Al, this new technology is poised to drive a significant economic transformation. In
summary:

 Until about four years ago, generative Al was in early development and only available in frontier labs.
e Butthen around 2022, Al models were released to individuals and companies alike.

» Competition drove the Al labs to develop better models, which have improved exponentially.

 But the risks are real too, from fraud and cyberattacks to the worry that Al escapes human control.

» The debate over regulating Al is in full swing, with no federal rules and only narrow state
requirements on Al developers.

e The call to “control” Al is drawing support from both parties, raising the odds that rules eventually
arrive.

* President Trump just signed a voluntary accord with Al leaders, asking the industry to police itself.

* Studies continue to forecast increased productivity and economic growth, but these usually assume
little or no government regulation or controls.


https://www.stifel.com/Newsletters/AdGraphics/InSight/Outlook/2026/Outlook2026.pdf
https://omny.fm/shows/stifel-sightlines/artificial-intelligence-free-markets-bad-actors-and-economic-transformation
https://vimeo.com/stifel/sightlines-100226

IN-DEPTH: COMPETITION CREATED Al, AND DESPITE BAD ACTORS, AN ECONOMIC TRANSFORMATION
IS HAPPENING

Free markets and competition have driven the innovation resulting in the latest Al capabilities, and despite the risks posed by bad
actors, this new technology is expected to transform the economy. Going deeper:
e Afew years ago, generative Al lived inside research labs most people had never heard of, with competition defining the field:
o Today’s frontier is comprised of previously established big tech companies with some of those early research labs.
o Other early names that couldn’t keep pace have faded.
 Then, starting in late 2022, the labs put these models directly in the hands of people and businesses:
o Adoption came faster than in past technology cycles: By early 2026, ChatGPT alone was reported to be more than 900 million
weekly users, with roughly 92% of the Fortune 500 using it.
0 Business use followed — by mid-2026, workplace seats had passed seven million, up roughly ninefold from a year earlier, and
an August 2026 survey found companies now scaling Al across the enterprise rather than piloting it.
Competing for those users pushed the labs to build better models, and capability has compounded exponentially:
o One yardstick is how long a model can finish a job, in human work hours, and an exponential curve fits the progress.
o Frontier models have evolved from being able to successfully handle minutes-long tasks to those roughly two hours in length
for GPT-5, and some capacity measures have been improving at close to tenfold a year.
* As capability has grown, so has attention to what can go wrong, from criminal misuse to loss of human control:
0 The near-term list is concrete: Cyberattacks using the models themselves, fraud and deepfakes, strain on local power and
water from data centers, and job displacement.
o Al leaders are highlighting risks, with some vocal about slowing the pace of development, warning that the technology’s
capabilities are advancing faster than the safeguards needed to control it.
The debate over regulating Al is in full swing, even with no federal rules on the books:
o The administration favors open competition and has promised not to stifle Al's growth, while others argue that legal liability
and regulation are necessary to limit harm.
o Twenty-six state attorneys general have asked Congress to act, and California now requires the largest model developers, not
businesses using Al, to disclose safety practices.
e Pressure to rein in Al is coming from both parties, raising the odds of regulation:
0 Recent polls signal fear around Al, with majorities in both parties favoring increased legislative focus.
o Al-related topics, like data center development, will influence the midterm elections, and likely those in 2028 as well.
* This week the administration’s answer was to ask the industry to police itself, signing an accord with Al leaders:
0 The accord commits the signing companies to strong internal controls, an outside auditor, and an oversight board.
o While these steps may be codified into law later, for now President Trump described it as “morally binding.”
* Research continues to point to faster productivity growth, but most assume limited controls:
0 Some consultants put potential productivity gains at several percentage points, while federal researchers frame Al more
generally as raising the economy’s speed limit.
o The gains anchor on innovation on how work gets done, with limited regulatory constraints.

WHAT WE THINK

Artificial Intelligence is very much in the news these days. Regular people and companies alike are using Al to transform what
they do day to day, and these tools are the result of innovation spurred by free markets and competition. Optimism is tempered
by worries about what bad actors might do with Al, driving discussions about increased regulation and controls, while elevated
valuations among some Al-related companies create the potential for volatility. But for now, binding rules seem less likely, and
our base case is that the Al buildout is not slowing down. We continue to see Al improving productivity and supporting economic
growth despite regulatory uncertainty. For investors, we would view volatility or dislocations tied to Al-related names as an
opportunity to dollar-cost average into the broader Al ecosystem, rather than as a reason to step away from a trend we believe
still has room to run.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a
complete summary or statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions
expressed are subject to change without notice and do not take into account the particular investment objectives, financial situation,

or needs of individual investors. There is no guarantee that the figures or opinions forecasted in this report will be realized or achieved.
Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, release written or oral commentary, technical
analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee of future results. Indices are
unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated
with international investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets
may involve greater risk and volatility than investing in more developed countries. Due to their narrow focus, sector-based investments
typically exhibit greater volatility. Small company stocks are typically more volatile and carry additional risks, since smaller companies
generally are not as well established as larger companies. Property values can fall due to environmental, economic, or other reasons, and
changes in interest rates can negatively impact the performance of real estate companies. When investing in bonds, it is important to

note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 Index is a capitalization-weighted index that is generally
considered representative of the U.S. large capitalization market. The Bloomberg software Index is a price-weighted index of software
companies located or doing significant business in the Silicon Valley. The Bloomberg 500 Financials Total Return Index tracks the financial
sector within Bloomberg 500 Universe. This index includes 87 constituent companies spanning various financial services sectors. The Dow
Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE) and the
NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE Index (Europe, Australasia, and the Far East) is a free float-
adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding the U.S.
and Canada. VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the
implied volatility of S&P 500 index options. The risk of loss in trading commodities and futures can be substantial. You should therefore
carefully consider whether such trading is suitable for you in light of your financial condition. The high degree of leverage that is often
obtainable in commodity trading can work against you as well as for you. The use of leverage can lead to large losses as well as gains.
Volatility is measured by calculating the standard deviation of the annualized returns over a given period of time. Generative Al is a type of
artificial intelligence that can produce content such as audio, text, code, video, and images. Dollar-cost averaging does not assure a profit
or protect against a loss. Investors should consider their ability to continue investing during periods of falling prices.
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