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Editor's Note

There is no such thing as "the data centre trade". I went looking this week for

what owning the build-out has actually earned you in 2026, and the answer

runs from plus 124 percent to minus 24 percent, inside a single theme, over

the same seven months.

That dispersion is the story, because it is systematic. The market has been

paying for contracted rent and for the physical equipment that goes inside the

buildings. It has not been paying for merchant power, which is the input

everybody agrees is the bottleneck. Meanwhile the companies funding all of it

cross a line this quarter: aggregate capital expenditure overtakes aggregate

operating cash flow, and the marginal gigawatt stops being paid for out of

earnings.

So the question is which part of it you are being paid to own, and who is

financing the rest.

Macro Snapshot, as of July 28, 2026

HY OAS at 2.81 percent, credit has yet to price any of this

The high-yield risk premium sits at 2.81 percent, four basis points above

where it stood when the May House View was written and still deep in the

lowest quartile of its post-2010 range. The stress regime remains low stress.

Whatever the equity market is doing to AI-linked names, the credit market



has yet to charge anyone more to finance them. That matters for a build-out

that is about to become debt-funded at scale.

S&P 500 at 739, the tape has started to differentiate

US large caps sit near 739 on the S&P 500 ETF, roughly 1.7 percent below the

level in our last deep-dive a fortnight ago. The move is concentrated instead

of broad: equal-weight indices made new highs on the same days that

semiconductor and memory names fell, which is the market separating the

companies that spend on AI from the companies that sell into it.

LEI z-score 1.30, momentum still positive

The leading-indicator z-score reads 1.30 with a three-month rate of change of

plus 0.296. Both remain constructive and both are consistent with the May

framework. This data is free of any growth scare. The tension in this issue is

which layer of a single boom is actually being compensated.

Source: NWCA macro signals API /v1/current. Data as of July 28, 2026.

The build-out is several trades

K E Y  TA K E AWAY

This quarter the five largest builders stop self-funding. Aggregate capital

expenditure overtakes aggregate operating cash flow around the third
quarter of 2026, and everything after that is raised in debt or equity.

Against that, the market has already sorted the theme into winners and
losers with a 148-point spread: contracted rent and physical equipment

are being paid for, merchant power is being marked down, and

merchant compute is going nowhere with one loud exception. Our
reading is that the market is paying for whoever holds the contract and

whoever ships the hardware, and refusing to pay for whoever carries the
volume risk. That is what a maturing capital cycle looks like from the

inside, and it argues for owning the contracted layer in place of the
thematic one. The build-out is real. It is simply several assets.

S E T U P



Start with the financing, because it is the fact with the least interpretation in

it. Cash capital expenditure across Microsoft, Amazon, Alphabet, Meta and

Oracle has been compounding at roughly 70 percent a year while operating

cash flow grows at about 23 percent. Those two lines cross around the third

quarter of 2026, this quarter, at which point aggregate free cash flow across

the five reaches zero. Oracle has already crossed. Amazon is crossing now.

Alphabet follows in early 2027, Meta in late 2027, Microsoft in 2028. Capex

now runs at approximately 100 percent of operating cash flow against a ten-

year average nearer 40 percent, guided 2026 spending is 725 billion dollars

against 410 billion actually spent in 2025, and the group issued more than 121

billion dollars of bonds in 2025. The build-out stops being self-funded this

quarter. Everything after that is raised.

Cash capex growing about 70 percent a year against operating cash flow at

about 23 percent, fitted 2023Q2-2026Q1. Crossover quarters are trend

extrapolations from filings data, not company guidance, and move with any

change in spending plans. Source: NWCA engine on Epoch AI's fit over SEC

EDGAR 10-Q/10-K XBRL tags, as of July 29, 2026.

W H AT  T H E  M A R K E T  H A S  A L R E A D Y  D E C I D E D

Now look at what owning this has paid, and the theme stops behaving like a

theme. Year to date, the two large US data centre landlords are up 36.6 and

26.5 percent, and the equipment makers that supply power and cooling to the



buildings are up 77.5 and 25.2 percent, all four well ahead of the S&P 500's

8.4 percent. Over the same seven months the merchant power generators

everyone names as the bottleneck are down: Constellation 23.6 percent, Talen

7.4, Vistra 2.6. The merchant compute providers, the businesses that own

chips and sell capacity by the hour, are flat to slightly negative apart from

Nebius, which has more than doubled. And the two Chinese landlords are

down 10 and 15 percent. One theme, a 148-point spread, and a pattern

underneath it: what is being rewarded is a contract or a shipped product, not

exposure to volume.

Price return from 31 December 2025 to 27 July 2026, split-adjusted,

dividends excluded, which understates the two US REITs. Nebius re-rated

off a comparatively small base and is the exception within its group. Value-

chain groupings are ours. Illustrative of a theme, not a recommendation.

Source: NWCA engine on Yahoo Finance daily closes, as of July 29, 2026.

C O U N T E R - V I E W

The serious rebuttal accepts all of that; it disputes what follows from it.

Nicholas Brooks, head of research at ICG, argues that the AI capex wave



supports the economy instead of destabilising it, and he has the fundamentals

to back the first half of the claim: private-company EBITDA growth around 6

percent in the US and 8 percent in Europe, interest coverage ratios stabilising

in Europe and improving in the US, and non-financial private-sector debt

service ratios trending down since 2008-09. His conclusion is that the

systemic risk lies with government balance sheets, not corporate ones, and

that the spending itself is "just factual stuff" that will support GDP for at least

the next few years (Brooks, 2026). He is right that the corporate sector

entered this well capitalised, and right that the spending is contracted far

enough ahead to be a genuine support. The honest caveat on our own reading

runs the same way: Constellation ran from roughly 115 to 350 dollars across

2024 and 2025, so mean reversion explains its fall this year at least as well as

any demand signal does. Dispersion is a fact. The mechanism behind it is a

hypothesis.

A  M E C H A N I S M  W O R T H  T E S T I N G

There is, though, one piece of physical evidence that fits. Of the 17 gigawatts

under construction with a disclosed power arrangement, only 47 percent

draws on the generic utility grid. Another 12 percent relies on dedicated

generation the utility is building. The remaining 41 percent, six gigawatts

behind the meter plus a gigawatt of bilateral private PPA, is being built

around the public grid entirely. The reason is visible in the queue: at the end

of 2025 roughly 8,200 active projects representing 1,312 gigawatts of

generation and 749 gigawatts of storage were waiting for interconnection, and

for projects that actually reached commercial operation in 2025 the median

wait from request to energisation was more than five years. If two in five

gigawatts are self-supplying, then a large share of the demand growth the

merchant generators were priced for never reaches them as merchant load.

That is a coherent link between the physical build and the weakest group in

the table, and it is testable, which is more than most narratives in this sector

offer.



The four categories are ITK's; the two groupings are ours. Percentages are

shares of the 17 GW with a disclosed arrangement, not of the full 22-26 GW

pipeline. Utility-built dedicated generation still requires interconnection and

is grouped with the grid-dependent share. Source: NWCA engine on ITK

Research and LBNL/US DOE Queued Up data, as of July 29, 2026.

F O R WA R D  I M P L I C AT I O N

One caution before the conclusion, because it governs every number above.

Every tracker measures this build-out differently. CBRE reports 5,994

megawatts under construction, JLL reports 35 gigawatts, and both are

correct: CBRE counts wholesale colocation in eight US metros, JLL counts a

national pipeline including projects merely scheduled to start within two

years. Reconciled, roughly 22 to 26 gigawatts of IT load is physically under

construction, 89 to 92 percent of it pre-committed. Globally it is worse:

Europe has the only legally mandated facility-level register, EED Article 12,

and publishes only in aggregate; the United States has no register at all; China

reports 13.73 million standard racks. Where two meters do measure the same

quantity they disagree by 61 percent: China's own CAICT puts 2024

consumption at 166 terawatt-hours against roughly 103 implied by the IEA's

growth rates. So a headline capacity number is the wrong thing to underwrite.

Underwrite the counterparty, treat the interconnection date as the real

delivery date, prefer the layer that holds a contract over the layer that carries



volume risk, and price the depreciation schedule honestly, because in a cycle

financed against structures, the assumption that quietly determines reported

earnings is the useful life of the equipment inside them.

Data centre electricity consumption in 2024. The regional levels shown are

NWCA's arithmetic from the IEA's published 2024-2030 changes and

growth rates, not figures the IEA publishes directly; the derivation and its

cross-check against the published 415 TWh global total are recorded with

the chart data. China's 166 TWh is CAICT's own reported total. Source:

NWCA engine on IEA, CAICT/MIIT, EED Article 12 and FERC data, as of

July 29, 2026.

What each region actually counts

United States. Reporting is voluntary, so capacity is an inference. The

operating fleet is roughly 50 gigawatts of IT load; the pipeline is 22 to 26

gigawatts genuinely under construction, 89 to 92 percent pre-committed.

The most reliable forward signal is the utility large-load queue, where

Dominion and ERCOT see demand before any tracker does.

China. Measured in racks, not megawatts: 13.73 million standard racks

and 42 large AI computing clusters at end-2025, with CAICT reporting



national data centre consumption at 166 terawatt-hours, about 1.68

percent of total electricity use. The listed Chinese landlords have been

marked down 10 to 15 percent this year regardless, which says more about

the China discount than about domestic demand.

Europe. The cleanest regulated baseline anywhere and the least useful

for sizing a pipeline. The EED Article 12 register is mandatory, facility-

level and legally enforced, but it publishes PUE, WUE, ERF and REF in

aggregate, leaving capacity under construction unreported. Its 2026 round

closed on 15 May covering full-year 2025. Europe knows more about how

efficiently its data centres run than about how many are being built.

Switzerland. The domestic build-out is negligible, which matters for a

franc-based allocator. Exposure here arrives through US and European

infrastructure vehicles, funded from a currency whose policy rate is zero.

The base leg earns nothing, so the entire return is the spread and the

hedge cost, against an asset whose useful life is the least stable assumption

in the model.

What's Moving This Week

The market started charging for capex intensity. Alphabet's report

drew an unusually hostile reception and sparked a sell-off across AI-linked

names, and Amazon, Meta and Microsoft all report this week into visibly

more sceptical positioning. This is the first quarter in which raising capex

guidance has been punished instead of rewarded, which is what the crossover

above predicts should happen, one quarter early.

The Fed decides today, and it is a live decision. Kevin Warsh's second

meeting arrives with the market pricing a low probability of a hike and at

least some practitioners closer to a coin flip, given his stated hostility to

forward guidance (Abraham and Taylor, 2026). The base rate is the discount

rate on every one of these twenty-year assets, and it is also the coupon on the

debt now funding them.

Memory is unwinding while compute demand holds. DRAM and

semiconductor names continued falling this week even as hyperscaler



capacity remains sold out two years forward. The reconciliation is margin, not

volume: the profits driving the AI complex sit in the picks-and-shovels layer

at margins nobody expects to persist, and Chinese models configured to run

on materially less memory are the first visible pressure on that assumption.

Note that the semiconductor ETF is still up 52 percent on the year, so the

unwind is from a very high base.

Europe is regulating measurement while America builds. The

Article 12 register's second round closed in May and the Commission's draft

sustainability rating scheme is now in circulation. Europe will soon have the

best data in the world about a build-out that is largely happening somewhere

else, a fair summary of the continent's position in this cycle, and consistent

with the capital-formation problem Brooks describes.

Calendar

today, US. FOMC decision, Warsh's second meeting. The base rate sets

both the discount rate and the coupon for every asset in this issue.

this week, US. Amazon, Meta and Microsoft report. Watch capex

guidance against operating cash flow, not against revenue; the crossover is

a cash-flow event.

rolling, US. Utility large-load queues at Dominion and ERCOT, and the

next LBNL Queued Up release. The earliest honest read on what is

actually getting built.

through 2026, EU. Publication of the second Article 12 round covering

full-year 2025, and the draft data centre sustainability rating scheme.

quarterly. Equinix, Digital Realty, GDS and VNET supplementals:

megawatts under construction, pre-leasing percentage and cost per

megawatt, disclosed per company. The cleanest test of whether the

contracted layer keeps earning its premium.

House View Context



This issue was drafted against the May 2026 House View (regime

MODERATE, risk score 67 of 100, HY OAS 2.77 percent at publication). This

week's readings remain aligned: OAS at 2.81 percent is 4 basis points wider,

well inside the 50 basis point watch threshold, and the LEI z-score at 1.30

against 1.23 is inside the 0.3 threshold. The stress regime is unchanged at low

stress. Nothing here contradicts the framework's allocation stance. It does

sharpen one line of it: the Opportunistic profile's instruction to explore real

assets as spread substitutes now has a large and fast-growing candidate in AI

infrastructure, and the dispersion above is the argument for our framework's

discipline over thematic conviction: within one theme this year, the choice of

layer was worth 148 points. The May memo's principal macro risk was

overheating that keeps policy tight, ahead of a growth scare. Everything in

this issue is more exposed to that scenario than to the alternative, because the

marginal gigawatt from this quarter forward is debt-funded.

Reading List

Epoch AI. Hyperscaler Capex vs. Operating Cash Flow (16 June 2026). The

crossover, fitted on SEC EDGAR XBRL tags: the most reproducible number in

this issue and the one with the clearest consequence. https://epoch.ai/data-

insights/hyperscaler-capex-vs-cash-flow

ITK Research. US data centres: operating fleet, construction pipeline and

power sources (May 2026). The reconciliation behind the 22-26 GW figure

and the power-procurement split: every major tracker's number, and what

universe each one covers.

https://itkservices3.com/background/data_centres_usa

Lawrence Berkeley National Laboratory / US DOE. Queued Up: 2026 Edition

(June 2026). Roughly 8,200 active projects, 1,312 GW of generation and 749

GW of storage waiting on interconnection at end-2025, compiled from more

than 50 grid operators covering about 98 percent of US generating capacity,

and a median wait to commercial operation now above five years.

https://emp.lbl.gov/queues

https://epoch.ai/data-insights/hyperscaler-capex-vs-cash-flow
https://epoch.ai/data-insights/hyperscaler-capex-vs-cash-flow
https://itkservices3.com/background/data_centres_usa
https://emp.lbl.gov/queues


International Energy Agency. Energy and AI, energy demand from AI. The

global demand model: 415 TWh in 2024, about 1.5 percent of world

electricity, on a path to roughly 945 TWh by 2030, with the US and China

accounting for nearly 80 percent of the growth. Free under CC BY 4.0.

https://www.iea.org/reports/energy-and-ai/energy-demand-from-ai

Know Your Risk Podcast, and Monetary Matters with Nicholas Brooks (ICG).

The two ends of the argument, recorded days apart: AI as a credit-driven real

estate cycle whose supply arrives after demand turns, against AI capex as a

support under an economy whose real risk lies with government balance

sheets. Both are cited above as Abraham and Taylor, 2026, and Brooks, 2026.

Closing

This edition is for illustration, to show how NWCA's commentary engine

turns real, dated market data and a clear house view into a finished, auditable

newsletter. Every number above is reproducible from its source, each chart

regenerable on demand, and every section tailorable: your house view, your

risk framework, your editorial voice, delivered with full transparency and a

traceable decision trail. The visual identity is yours too, your layout, your

brand colours, your typography and your signature, so the newsletter reaches

your subscribers entirely under your name.

NWCA turns your investment process into structured, auditable data, and

translates it into editorial that sounds like you, not us.

Reach out if you'd like to see what a tailored edition looks like for your firm.
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