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Key Takeaways:

e The Al investment boom is not over, but easy money is. Funding remains available, although investors are
becoming more selective about who receives it and at what price.

e Deep-pocketed technology giants can continue investing through the cycle. Heavily borrowed competitors have
less room for error as financing costs rise and lenders demand better terms.

e Building more data centres and buying more chips will not guarantee attractive returns. The winners must
convert strong Al demand into sustainable cash flow and profits.

e Investors should favour companies that can fund growth sustainably. Risk-tolerant hold-to-maturity investors
can start accumulating quality duration to lock in attractive yields.

End of cheap money for Al?

The Al boom is not running out of money. It is running
out of cheap money. CoreWeave's 2031 bond recently
yielded almost 16%, while the strongest Hyperscalers
could still borrow at modest spreads above US
Treasuries. That gap tells us where the next phase of
the Al trade will be fought: not over who wants the
most chips, but who can earn enough to justify the
capital behind them.

CEOs of Broadcom (Hock Tan) and Intel (Tan Lip-Bu)
recently made the same point from different angles.
Compute demand may remain greater than supply
through 2029 or 2030, but demand alone does not
guarantee attractive returns. As borrowing costs rise,
Al projects must compete with longer dated US
Treasuries yielding >5%, but without a Treasury's
credit quality and liquidity.

Figure 1: CoreWeave shares and 2031 bond
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Source: Bloomberg, UOB Private Bank.

CoreWeave meets the bond market

CoreWeave has become the bond market's favourite
Al stress toy. Its 9.75% bond due in 2031 recently
traded near 79 cents on the dollar, pushing its yield
towards 16%. Its five-year credit default swap also
crossed 1,100 basis points, indicating that investors
now see material default risk.

That is not merely expensive funding. It is the market
demanding proof that more than USD100bn of
contracted backlog will become cash before
CoreWeave must refinance its obligations. Backlog
sounds comforting in a presentation but bondholders
care about payment timing, customer concentration
and whether today's prized graphics processing unit
becomes tomorrow's oversized paperweight.

CoreWeave's interest burden illustrates the problem.
Quarterly net interest expense reached roughly
USD640m against USD2.6bn of revenue. Nearly 25
cents of every revenue dollar was therefore absorbed
by interest before paying staff, electricity bills or
anything else required to operate the business.

Al must now earn its keep

The economics of Al investment are becoming less
forgiving. When longer dated US Treasuries yield >5%,
investors already have an attractive return available
without  taking  construction, technology or
refinancing risk.
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An Al data-centre project financed at 10% must
therefore earn comfortably more than 10% after
electricity, depreciation and operating costs. If
borrowing costs approach 15%, as they have for
CoreWeave, the project must deliver exceptional
returns simply to create value.

This is the important shift. Al demand can remain
extraordinarily strong while investment returns
deteriorate. The more expensive the funding, the
more revenue each dollar of infrastructure must
produce. Growth alone is no longer enough.

The Hyperscalers live in another postal code

Microsoft, Amazon, Alphabet and Meta are not
running out of money. They possess large operating
cash flows due to current business, investment-grade
balance sheets and multiple sources of funding. Their
shorter-dated bonds have recently traded at spreads
of roughly 40 basis points above comparable
Treasuries, only modestly wider than around 30 basis
points in 2025.

Figure 2: Hyperscaler free cash flow estimates
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Source: Bloomberg, UOB Private Bank. We note that Microsoft is the
only Hyperscaler currently guiding for positive FY2027 FCF.

They are, however, discovering that capital is no
longer free. External debt rose from the equivalent of
about 9% of hyperscaler capital expenditure in fiscal
2024 to 32% by mid-2026. Combined capital
expenditure just for five companies could approach
USD750bn this year, partly funded by a growing
volume of bond issuance.

That supply matters. Even a borrower with an

excellent credit rating must offer investors a
competitive yield when dozens of similar bonds are
competing for attention. Hyperscalers should retain
enormous funding capacity, but they will probably
need to print debt at progressively higher prices.

We think the distinction is not between companies
that can raise capital and those that cannot. It is
between those that can wait for returns and those
whose lenders cannot. Microsoft can fund a data
centre from cash flow, issue debt or slow construction.
A leveraged neocloud must keep borrowing because
an unfinished data centre produces no revenue but
still attracts interest.

Oracle offers an early warning

Oracle occupies the uncomfortable middle ground. It
lacks the balance-sheet strength of the largest
Hyperscalers but is spending aggressively to compete
with them. Its capital expenditure reached roughly
USD56bn in fiscal 2026, up 162%, while free cash flow
fell to negative USD24bn.

Figure 3: Example of Hyperscaler bonds
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Figure 4: Hyperscaler spread to 10Y UST Conclusion: Money gets expensive again
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Oracle can still access the bond market, but its credit refinancing date arrives. Bondholders, unlike
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outlook has weakened. That is an early warning of
what happens when Al spending moves faster than
internal cash generation. The capital remains
available, but the lender begins setting the terms.

Source: Bloomberg, UOB Private Bank.

Al may be rewriting software, business models and
entire industries. It has not rewritten financial gravity.

Capital becomes choosy

This bifurcation should strengthen the largest
technology platforms. They can continue investing
through periods of expensive financing, while smaller
competitors must accept punitive debt costs, issue
dilutive equity or delay expansion. Higher funding
costs may therefore reduce competition even as
demand for compute continues growing.

Neoclouds are not necessarily doomed. Strong
customer contracts, strategic equity from chip
suppliers or financing guarantees from Hyperscalers
could stabilise their balance sheets. However, those
solutions transfer economics or control to the capital
provider. There is no free rescue.
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