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The Subsidized
Intelligence Economy

Frontier Al labs sell intelligence below cost. China now sells it at a tenth
of their price. And the largest capital buildout in American history is
financed against demand that has not shown up. This report shows
how the three facts connect, and why the exit is narrow.
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-$14B $805B 1% — 15%

OPENAI’S PROJECTED TOP-5 HYPERSCALER DEEPSEEK + QWEN
2026 LOSS, NEARLY 3x CAPEX FORECAST FOR GLOBAL SHARE, JAN
ITS 2025 LOSS 2026 (MORGAN STANLEY) 2025 - JAN 2026

~14% ~34% $1.4T

OF Q1 2026 US GDP OF THE S&P 500 IS OPENAI’S REPORTED
GROWTH CAME FROM AI- SEVEN STOCKS, ABOVE COMMITMENTS VS. A
RELATED INVESTMENT THE DOT-COM PEAK FRACTION IN REVENUE

1. The losses at the core

The American Al economy rests on companies that lose money on every token
they sell. OpenAl is reportedly on track to lose around $14 billion in 2026, nearly
triple its 2025 losses, even as it projects $100 billion in revenue by 2029
(Alatirok, May 2026). The bet embedded in that projection is pricing power: that
frontier intelligence would stay scarce enough, and closed enough, that
customers would keep paying whatever it costs plus margin, eventually.
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Meanwhile the commitments have raced ahead of the business. OpenAl has
signed a ~$300 billion cloud agreement with Oracle, a $10 billion custom-chip
partnership with Broadcom, an up-to-$100 billion arrangement with NVIDIA, and
memory purchase agreements amounting to half the world’s current capacity
(UBS, Oct 2025). By early 2026, reporting put its total commitments near $1.4
trillion, against revenue that is a small fraction of that figure (TrendWatch, Jul
2026). A loss-making company has promised more than a trillion dollars to
its suppliers. Everything downstream in this report follows from whether that
promise is good.

r1. China sells the same intelligence at a tenth of
the price

The pricing-power bet has failed, and it failed from Hangzhou and from Alibaba
Cloud. Open-weight families such as DeepSeek and Qwen now trail the best
closed models by only a few points on the benchmarks that matter, and some
open models match models that cost roughly ten times more per token (Raulji
Technologies, Jul 2026). On the benchmark that best predicts real coding-agent
work, DeepSeek’s top open models land within about a point and a half of
frontier-class scores on SWE-bench Verified (Zentera, Jul 2026). Alibaba’s

cheapest API tier, Qwen-Flash, costs $0.05 per million input tokens and $0.40
per million output tokens, and the full Qwen family, from 0.6B to 480B
parameters, is downloadable free under Apache 2.0 (Second Talent, Aug 2026).

FIG. 1: DEEPSEEK + QWEN, SHARE OF GLOBAL AI MARKET

JAN 2025 - 1%

DESCRIBED AS THE FASTEST ADOPTION CURVE IN AI HISTORY. SOURCE: PARTICULA TECH, MAR
2026. BARS SCALED TO THE JAN 2026 VALUE.

The gap is no longer just closing at the value tier; it is closing at the very top. On
July 16, 2026, Moonshot Al released Kimi K3, a 2.8-trillion-parameter open
model that beats Claude Fable 5, Anthropic’s most capable public model, on 6
of the 14 benchmarks Moonshot published at launch, and took the #1 spot on
Arena’s community-voted Frontend Code leaderboard ahead of Fable 5 (Valletta

Software, Jul 2026). On Artificial Analysis’s agentic knowledge-work benchmark,
K3 scores second only to Fable 5 (Elo 1543 vs 1574), ahead of every other
closed frontier model (Artificial Analysis, Aug 2026). Across a broader 35-

benchmark scorecard Fable 5 still wins 22 to K8’s 12, but K3 posts its results at
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roughly 70% lower cost, and as an open release (CodingFleet, Jul 2026). The
best closed model still leads on points; it no longer leads by enough to charge
frontier prices.

The strategic intent is explicit. Alibaba gives Qwen away because it monetizes
cloud compute and API usage, not model licensing: open-sourcing drives
adoption, which drives infrastructure revenue (Remote OpenClaw, Jun 2026).

And China is decoupling from the American hardware stack while it does so:
DeepSeek V4 was optimized for Huawei Ascend and Cambricon chips, with
early access deliberately withheld from Nvidia and AMD (Particula, Mar 2026).
The American Al trade assumes the world must buy US models running on US
chips. Both halves of that assumption are now false.

r11. The exit is open: self-hosting and the quiet
migration

If cheap open models existed but nobody could run them, frontier pricing would
survive. That door has opened too. Two years ago the case for self-hosting was
weak; the gap has closed. OpenAl itself released the open-weight gpt-oss in
August 2025 under Apache license, with Dell shipping it for on-prem deployment
on day one, and NVIDIA followed with Nemotron (Zentera, Jul 2026). Through
the first half of 2026, open-weight deployment moved from early-mover
engineering teams into procurement-bound enterprises across finance,
healthcare, public sector, and mid-market manufacturing, driven by release
cadence, a hosting-cost collapse, and sovereign-cloud patterns that unblock
procurement (Digital Applied, May 2026).

The names are not marginal. Bridgewater Associates worked with Thinking
Machines to customize Alibaba’s Qwen for a specialized financial task; Airbnb
uses Qwen in customer service, with CEO Brian Chesky describing it as fast
and cheap (BereaOnline, Jul 2026). The emerging enterprise architecture is a
routing layer: send ~80% of requests (classification, extraction, summarization,
translation) to open-weight models that cost a fraction of proprietary alternatives
(Particula, Mar 2026). Washington has noticed: in April 2026 two House
committees opened a joint investigation into American companies’ use of
Chinese-developed models. But weights on disk are auditable, run on-premises,
and send nothing home; an investigation can raise the friction of the migration,
not repeal its economics. Frontier revenue, the demand every datacenter
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below is built against, is being drained from both sides: undercut abroad,
substituted at home.

rv. A trillion-dollar buildout, financed in a circle

Against this eroding demand, the United States is executing the largest private
capital deployment in its history. Morgan Stanley raised its 2026 capex forecast
for the five hyperscalers (Amazon, Alphabet, Meta, Microsoft, Oracle) to about
$805 billion, up from $765 billion, and lifted its 2027 forecast above the prior

$951 billion estimate (Yahoo Finance, May 2026). Company disclosures match

the scale: Microsoft is at roughly $190 billion for 2026, guiding over $40 billion
for a single quarter, and Meta raised 2026 guidance to $125-145 billion while
adding $107 billion of new contractual commitments in one quarter (Beta Finch,
Jul 2026).

FIG. 2: TOP-5 HYPERSCALER CAPEX, MORGAN STANLEY FORECAST

2026 seo0s8
2027 N 59515+

2027 SHOWN AT THE PRIOR $951B ESTIMATE, WHICH MORGAN STANLEY WAS REVISING UPWARD AS
OF MAY 2026. SOURCE: MORGAN STANLEY VIA YAHOO FINANCE.

Who pays for it is the alarming part. The buildout is wired as a loop: Nvidia plans
to invest in OpenAl, which is buying cloud computing from Oracle, which is
buying chips from Nvidia, which has a stake in CoreWeave, which provides Al
infrastructure to OpenAl (NBC News, Oct 2025). When the Nvidia—OpenAl deal
was announced, Bernstein’s Stacy Rasgon wrote that the action will clearly fuel
“circular” concerns (Business Standard / Bloomberg, Sep 2025). The same

dollars can appear as Nvidia’'s revenue, OpenAl’s funding, and Oracle’s backlog;
the only number the loop cannot fake is revenue from outside the circle
(Alatirok, May 2026).

One VC called it ‘literally bank-run language.’

ON FEB 2, 2026, ORACLE SAID IT WAS “HIGHLY CONFIDENT IN OPENAI’S ABILITY TO
RAISE FUNDS AND MEET ITS COMMITMENTS.” THE STOCK CLOSED DOWN ~2.8% THAT DAY.
SOURCE: TRENDWATCH, JUL 2026.
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The loop has already flickered. In early 2026 the Wall Street Journal reported
that Nvidia’s planned $100 billion investment in OpenAl had stalled, with
executives privately citing OpenAl’s “lack of financial discipline”, and a single
stalled negotiation shook three mega-cap stocks at once (Tech-ish, Feb 2026).
Oracle had already borrowed and built capacity against OpenAl’s ~$300 billion
of promised demand (TrendWatch, Jul 2026). Vendor financing built the railroads
and the telecom network too, and in both cases it magnified the losses when
demand disappointed.

v. The economy is riding on one trade

This would be a sector story if the sector had not become the economy. The
BEA's third estimate of Q1 2026 GDP shows Al-related investment drove
roughly 74% of the 2.1% annualized growth rate, while consumer spending
nearly vanished (TFTC, Jun 2026). Halting the boom is no longer a policy

debate; it is a recession trigger.

FIG. 3: WHAT CARRIED Q1 2026 US GDP GROWTH (2.1% ANNUALIZED)

EVERYTHING ELSE ~26%

CONSUMER SPENDING CONTRIBUTION NEARLY VANISHED. SOURCE: BEA THIRD ESTIMATE VIA
TFTC, JUN 2026.

How big the engine really is turns out to be disputed, and that is itself a warning.
Epoch Al puts Al-related capital formation at approximately 1.5% of GDP,
matching or exceeding the late-1990s telecom capex peak; one analysis of
hyperscaler disclosures puts it as high as ~5% of GDP; and Goldman Sachs,
translating the same ~$800 billion of annualized spending into measured GDP,
gets a contribution of just 0.1-0.3%, largely because so much of the equipment
is imported (Real Investment Advice, Jul 2026). The national accounts cannot

agree on the size of the only engine still running. What is not disputed is where
the exposure sits: seven stocks are roughly 34—35% of the S&P 500, over $23
trillion in market cap (Jun 2026), and the top 10 companies are ~38% of the
index, about 10 percentage points above the dot-com era leaders (J.P. Morgan
Chase, Jul 2026). Every index fund, pension, and 401(k) in the country is

now a leveraged bet on frontier-Al demand materializing.
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FIG. 4: MAGNIFICENT 7 SHARE OF S&P 500 MARKET CAP
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v 2026 . o

SOURCES: FORBES (JUN 2026), INVESTSNIPS (JUN 2026). BARS SCALED TO THE 2026 VALUE.

And the shock absorbers are gone. The Fed has less room to cut with PCE
inflation still elevated, the Treasury has no fiscal slack, and the dollar scale of
any required rescue is larger than in 2000 (TFTC, Jun 2026). Core domestic

demand already looks softer than the headline once federal spending rebounds
are stripped out, with tariffs and tighter immigration weighing on the consumer
(Real Investment Advice, Jul 2026).

vi. We have seen this exact movie

Every element of this structure has a precedent. Railroads and telecom were
both built on suppliers financing their own customers, and in both eras the
structure magnified losses when demand disappointed. The late-1990s fiber
buildout left a decade of dark glass; critics now compare the Nvidia—OpenAl-
Oracle plumbing directly to the vendor-financing collapse of the dot-com bubble.
And the market structure echo is quantitative: when the dot-com bubble burst,
the Nasdagq fell 77% and took 15 years to return to its March 2000 high (NBC
News, Oct 2025). The dot-com parallel is now quantitative, not just

metaphorical, with Al capital formation at or above the late-90s telecom peak as
a share of GDP.

The one structural difference cuts both ways. Unlike Pets.com, today’s index
leaders are enormously profitable. But that is precisely what makes the
transmission wider: the profitable few are spending nearly a trillion dollars a year
against demand promised by the unprofitable few, and their weight means the
correction, when it comes, arrives through everyone’s retirement account rather
than through a speculative fringe.

vir. How it unwinds: three scenarios

Rough timelines, not forecasts with false precision. Each scenario assumes the
migration of Sections II-Ill continues, because nothing in the evidence suggests
it reverses. Probabilities are analytical judgment, not model output; this brief’'s
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view is that conditional on one circular-financing link breaking in public, scenario
3 is the modal path.

1. The slow leak -35% 2026 - 2028 - GRINDING

Enterprises route the bulk of token volume to open-weight and Chinese models;
frontier API revenue growth stalls while costs don’t. Labs miss revenue
projections quietly, hyperscalers trim capex guidance quarter by quarter.
Because Al investment carries ~74% of GDP growth, each trim subtracts directly
from the headline number. No crash moment, just a two-year bleed into
stagnation, concentrated in datacenter construction regions.

2 - The repricing -35% H2 2026 - 2027 - FAST

One link in the circle breaks in public: an OpenAl raise fails, the stalled Nvidia
$100B never closes, or Oracle’s OpenAl-dependent backlog gets written down.
The February 2026 episode, when three mega-caps were shaken by one stalled
negotiation, was the dress rehearsal. With seven stocks at ~34% of the index,
the repricing transmits to every passive portfolio within weeks. Equity-led
downturn; 200002 is the template, from a more concentrated starting point.

3. The crash -30% 2027 - 2028 - COMPOUND

The repricing forces a capex halt. The tailwind that carried nearly three-quarters
of growth reverses into a headwind while the consumer is already flat; the credit
that financed the buildout sours: the debt, leases, and CDS spreads at
infrastructure providers that sources flag as the early-warning system. With the
Fed constrained by inflation and no fiscal slack, the US enters a recession with
dot-com-scale equity losses and credit-channel transmission. This is the
endpoint the current structure is aimed at if nothing bends first.
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WHAT TO WATCH, IN ORDER

1. The Q2 2026 BEA advance estimate — the first real test of whether
hyperscaler capex held its pace, and of whether non-Al components have
started carrying growth again.

2. Debt loads, lease commitments, and CDS spreads at the infrastructure
providers — the credit channel is where scenario 2 becomes scenario 3, and
it moves before equities do.

3. Changes in commitment language, and any move to reprice long-term
contracts — Oracle’s February 2026 statement is the register to watch;
softening language precedes write-downs.

4. The share of frontier-lab revenue coming from outside the financing
loop — the one number the circle cannot fabricate, and the cleanest read on
whether the $1.4T of commitments is good.

5. The House committees’ investigation into enterprise use of Chinese-
developed models — opened April 2026; it can raise the friction of the
migration described in Section Ill, but watch whether it changes the routing
economics at all.

WHAT WOULD FALSIFY THIS THESIS

Honesty requires naming the exits. If non-Al GDP components recover to carry
more than 50% of growth by Q3 2026, the single-engine vulnerability weakens; if
Al investment starts generating sustained multifactor productivity gains above
2%, the misallocation frame breaks down. Neither is visible in current data
(TFTC, Jun 2026). Bulls also note the loop is bounded: UBS estimates the
OpenAl-NVIDIA arrangement at up to 13% of Nvidia’s projected 2026 revenue,
and that unlike 1999, the Mag 7 generate ~70% of S&P 500 economic profit —
the concentration is in profitable companies. The rebuttal to the rebuttal: the
profits are real, but the trillion dollars of new spending is justified by frontier-
model demand that Sections I-IIl show being priced away.
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SCROLLED PAST EVERYTHING?
START HERE.

The core is unprofitable. OpenAl is on track to lose ~$14B in 2026 while
owing ~$1.4T in commitments. The whole buildout rests on its promises
being good.

China matched the product at ~1/10 the price. DeepSeek and Qwen sit
within points of the frontier; Kimi K3 now beats Fable 5 on several
benchmarks, all as open releases. Their share went 1% — 15% in one
CELS

Customers have an exit. Enterprises (Bridgewater, Airbnb) already self-
host or route ~80% of requests to open-weight models. Frontier revenue is
drained from both sides.

The $805B/yr datacenter bet is financed in a circle. Nvidia funds
OpenAl, which buys from Oracle, which buys from Nvidia. The same
dollars count three times, against demand that hasn’t materialized.

That bet IS the US economy right now. Al investment carried ~74% of
Q1 2026 GDP growth; seven stocks are ~34% of the S&P 500, above the
dot-com peak, and the Fed has little room to cushion.

Three ways it unwinds: a slow leak into stagnation (2026—28), a fast
repricing when one circular link breaks (H2 2026—27), or a compound
crash: capex halt + market correction + no policy shock absorbers (2027—
28).

America is building nearly a trillion dollars a year of Al infrastructure

on borrowed money and circular promises, to sell a product China
now gives away at a tenth of the price. When the promises break, the

most likely path is the third scenario: a 2008-style crisis. Not because
banks fail the same way, but because the same mechanics are in
place. Overvalued assets everyone’s savings depend on, debt built
on demand that doesn’t exist, and an economy with no other engine
running and no cushion left. In 2008 it was houses; this time it is
datacenters. If the numbers in this report hold, the question is not
whether it corrects; it is whether Washington and the Fed have
anything left to catch it with. They don't.
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STANLEY, GOLDMAN SACHS, AND WSJ REPORTING. SCENARIO PROBABILITIES ARE
ANALYTICAL JUDGMENT ADDED IN THIS EDITION. INLINE CITATIONS RESOLVE TO SOURCE
DOMAINS; THE DEEP LINKS IN THE ORIGINAL FILE WERE NOT RECOVERABLE FROM THE
SUPPLIED PDF.
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