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Key takeaways

- Semiconductor stocks have corrected after a strong
Al-driven rally: The SOX has fallen around -19% from
its June peak as investors have reassessed the
durability of Al-related demand and infrastructure
spending.

- Demand and earnings momentum however remain
exceptionally strong: Recent corporate earnings
results continue to point to robust demand for
advanced chips, with analysts raising both earnings
forecasts and Al infrastructure spending expectations.

- We remain constructive as the recent price correction
has not been accompanied by a comparable
deterioration in fundamentals. We note however the
potential for further near-term volatility.

Reasons for the correction

Since mid-June, semiconductor stocks have corrected
meaningfully. The Philadelphia Semiconductor Index
(SOX), which includes leading US and US-listed global
semiconductor companies, has fallen by around

-19% from its June 22 high. The pullback follows a period
of exceptional performance (see Figure 1), as
semiconductor companies have been among the primary
beneficiaries of the ongoing Al investment cycle.

The correction does not appear to reflect a comparable
deterioration in current demand for semiconductors.
Instead, investors have become more sensitive to risks
surrounding the durability of the upcycle. Reports of
potential excess computing capacity among
hyperscalers (the major providers of cloud and
computing infrastructure), the emergence of increasingly
capable open-source Al models, the prospect of
additional semiconductor capacity coming online in the
years ahead, and persistent uncertainty around Al
monetisation have raised questions about how long
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infrastructure spending and semiconductor demand can
continue to expand at their present pace. These
concerns appear to have encouraged investors to reduce
exposure and realise profits following the strong rally.
High levels of market participation and leveraged
positioning amplified the move, turning a reassessment
of elevated expectations into a sharp correction. The
adjustment was particularly pronounced in memory-chip
stocks, which had previously recorded some of the
strongest gains.

One upward driver before the correction had been the
growing adoption of agentic Al and thus token volumes
(individual units of text and data processed by Al models)
as applications perform more intermediate steps and
feedback loops. This has raised memory requirements
and, in turn, demand for High Bandwidth Memory (HBM)
chips, which provide the high-speed memory needed to
process increasingly complex Al workloads. Strong
demand here has encountered already tight chip supply,
driving a sharp improvement in the profitability of
memory chip manufacturers and prompting analysts to
significantly raise their earnings forecasts. More
demanding Al workloads have also increased the need
for advanced packaging technologies, which connect
processors and memory more closely to improve
performance and efficiency.

These developments had supported chip makers’ share
prices but had also raised expectations — and, as result,
increased the market’s sensitivity to any signs that
momentum might slow.

Differentiation in the Al value chain

The correction also needs to be viewed in the context of
a longer-running differentiation across the Al value chain.
Semiconductor and other Al infrastructure providers
have so far been the most direct beneficiaries of rising Al
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investment as this has translated into immediate demand
for computing capacity. This strong demand backdrop
had helped semiconductor stocks attract the strongest
investor enthusiasm across the Al ecosystem.

For hyperscalers, however, the financial (and thus share
price) implications of Al investment are more balanced.
Higher Al spending by hyperscalers supports their future
growth prospects but also pressures their free cash flow
today. As a result, investor concerns about capital
discipline and cash generation have started to weigh
more obviously on share prices. Among software and
other downstream companies, the outlook is also still
uncertain, as investors are assessing which business
models will benefit from Al adoption and which may face
disruption.

Investor attention has therefore increasingly shifted
beyond current demand conditions towards the
durability of the investment cycle and the expectations
already reflected in current share prices. Recent Q2 2026
earnings reports from chipmakers, equipment suppliers
and hyperscalers continue to suggest strong future
demand for advanced semiconductors. Nevertheless,
they have so far failed to produce a sustained recovery in
the SOX, as uncertainty over future investment levels,
technological developments and Al monetisation has
gained an increasing influence over sector performance.

Figure 1: SOX semiconductor index
performance
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Source: LSEG Datastream, Deutsche Bank AG. Data as of July 23, 2026.

Demand and earnings should continue to
provide support

For investors, the recent decline is best viewed in the
context of the sector’s exceptionally strong preceding
rally. Even after falling by around -19% from its peak, the
SOX remains more than 65% higher than at the start of
this year. Setbacks are characteristic of the sector: since
2023, the index has experienced nine corrections of more
than 10% (see Figure 2).

Historically, such corrections have often occurred near
peaks in year-on-year revenue growth — i.e. when growth
remained strong but was no longer accelerating — but
without immediate signals of a broader downturn. The
latest decline could fit this pattern. Quarterly revenue
growth for semiconductor stocks is approaching an
exceptional 70% YoY, while high expectations for future
growth are already embedded in share prices. The
strength of the preceding upcycle helps explain the
magnitude of the subsequent correction, which may
have been amplified by elevated and increasingly one-
sided positioning built up during the rally.

Most importantly, the fundamental backdrop remains
supportive. Major cloud providers continue to increase
their planned investment in Al infrastructure and report
that demand for computing capacity exceeds available
supply, resulting in growing order backlogs backed by
substantial customer commitments. Recent hyperscaler
earnings reports have broadly reinforced this trend, with
consensus estimates now pointing to hyperscaler
investment of around USD750bn in 2026 and more than
USD950bn in 2027.

The well-known argument here is that, in line with the
so-called Jevons Paradox (originally applied to the
efficiency of steam engines, not Al), lower costs should
make new applications economically viable and
encourage more frequent and complex Al use,
potentially driving total computing demand higher
despite efficiency gains. If the cost savings and
productivity benefits generated by Al are seen to exceed
the cost of deploying it, businesses have a clear incentive
to adopt the technology more broadly. Rising adoption
would increase demand for computing capacity, support
returns on hyperscalers’ data-centre investments and, in
turn, sustain spending on chips and other Al
infrastructure.

Against this backdrop, supply is likely to remain
particularly tight for leading-edge chips and memory
products for the foreseeable future, with high
technological barriers to entry and concentrated market
structures further supporting pricing power and sector
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margins. The earnings outlook for semiconductor
companies reflects these favourable conditions. Since
the start of the year, analysts have raised their 2026
earnings growth expectations for S&P 500
semiconductor companies by more than 40 percentage
points. Consensus expects profits for the sector to
roughly double this year, followed by growth of around
58% in 2027 and 22% in 2028. While earnings growth is
therefore expected to moderate eventually from
exceptionally strong levels, results released so far in the
Q2 2026 earnings season have generally reinforced
perceptions of a still-strong demand outlook and suggest
further upside potential to current consensus estimates.

Lower share prices combined with rising earnings
expectations have materially reduced valuations for S&P
500 semiconductor companies. The sector’s 12-month
forward price-to-earnings ratio has fallen to around 19x
currently, approaching the lower end of its range over
the last few years (see Figure 3). The stocks may appear
even more attractively valued relative to longer-term
earnings expectations. In short, share prices already
reflect investor caution about the durability of growth,
while analysts’ forecasts continue to assume a supportive
fundamental environment.

Conclusion

We believe that a constructive future demand and
investment backdrop should ultimately carry greater

weight than current concerns. Major cloud providers
continue to expand Al infrastructure, while broader
adoption, recurring replacement demand and high
technological barriers are likely to support demand
across the semiconductor value chain. If these drivers
remain intact, the current divergence between equity
prices and earnings expectations should narrow over
time.

However, this does not imply a linear recovery. Current
earnings forecasts depend on continued infrastructure
investment and broader Al adoption. Investor sentiment
will therefore remain sensitive to any changes in the
capital-expenditure plans of major cloud providers and
to further evidence on the extent to which Al can deliver
sufficient revenues and measurable productivity gains.
With expectations likely to stay elevated for a multi-year
time frame, incoming news could continue to trigger
considerable share-price fluctuations.

Overall, we remain constructive on the entire Al value
chain, including semiconductors. The recent pullback has
dialled back some of the previous market enthusiasm
without being accompanied by a comparable
deterioration in demand, investment or earnings
expectations. As companies identify tangible
productivity benefits from Al, adoption and
infrastructure spending should continue to expand.
Volatility is likely to remain elevated, but the
fundamental case for sustained demand for computing
power remains intact.

Figure 2: SOX gains have been accompanied by multiple corrections
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Figure 3: Valuations close the gap to the broader market (NTM P/E ratio)
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Glossary

Advanced packaging technologies connect processors and memory more closely to improve semiconductor
performance and efficiency.

Agentic Al refers to Al systems that can plan and perform multi-step tasks with limited human direction.
Free cash flow is the cash a company generates after operating expenses and capital expenditure.

High Bandwidth Memory (HBM) is high-speed memory used to process complex Al workloads.
Hyperscalers are major providers of cloud and computing infrastructure.

Jevons Paradox describes how efficiency gains that lower costs can increase total consumption of a
resource.

NTM stands for next twelve months in the context of earnings and thus price/earnings ratios.

Price/earnings (P/E) ratios measure a company's current share price relative to its per-share earnings. In this
context, LTM refers to last twelve months' earnings.

Q2 refers to the second quarter of a calendar or fiscal year.

The S&P 500 Index includes 500 leading US companies capturing approximately 80% coverage of available
US market capitalization.

The Semiconductor Sector Index (SOX) Index is composed of companies primarily involved in the design,
distribution, manufacture, and sale of semiconductors.

Token volumes refer to the individual units of text and data processed by Al models.
USD is the currency code for the US Dollar.

Volatility is the degree of variation of a trading-price series over time.

Historical performance

26.7.2021- 26.7.2022- 26.7.2023- 26.7.2024- 26.7.2025-

26.7.2022 26.7.2023 26.7.2024 26.7.2025 26.7.2026

S&P 500 -10.0% 18.5% 21.3% 18.6% 17.4%
S e T 11.3% 59.4% 81.1% 40.4% 56.1%
Semiconductor Equipment

Philadelphia Semiconductor 15.9% 33.1% 37.9% 10.6% 109.3%

Index

Source: Deutsche Bank AG, Bloomberg Finance L.P., LSEG Datastream. Data as of July 26, 2026.
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Important note

General

This document may not be distributed in Canada or Japan. This document is being circulated in good faith by
Deutsche Bank Aktiengesellschaft, its branches (as permitted in any relevant jurisdiction), affiliated
companies and its officers and employees (collectively, “Deutsche Bank”).

This document is for your information only and is not intended as an offer, or recommendation or solicitation
of an offer to buy or sell any investment, security, financial instrument or other specific product, to conclude
a transaction, or to provide any investment service or investment advice, or to provide any research,
investment research or investment recommendation, in any jurisdiction. The information contained herein
does not replace advice tailored to the individual circumstances of the investor.

All materials in this document are meant to be reviewed in their entirety.

If a court of competent jurisdiction deems any provision of this disclaimer unenforceable, the remaining
provisions will remain in full force and effect. This document has been prepared as a general market
commentary without consideration of the investment needs, objectives or financial circumstances of any
particular investor. Investments are subject to market risks which derive from the instrument or are specific to
the instrument or attached to the particular issuer. Should such risks materialise, investors may incur losses,
including (without limitation) a total loss of the invested capital. The value of investments can fall as well as
rise and an investor may not recover the amount originally invested at any point in time. This document does
not identify all the risks (direct or indirect) or other considerations which may be material to an investor when
making an investment decision.

This document and all information included herein are provided “as is”, “as available” and no representation
or warranty of any kind, express, implied or statutory, is made by Deutsche Bank regarding any statement or
information contained herein or issued in conjunction with this document. To the extent permissible under
applicable laws and regulations, Deutsche Bank makes no representation as to the profitability of any
financial instrument or economic measure. All opinions, market prices, estimates, forward-looking
statements, hypothetical statements, forecast returns or other opinions leading to financial conclusions
contained herein reflect Deutsche Bank’s subjective judgment as of the date of this document. Without
limitation, Deutsche Bank does not warrant the accuracy, adequacy, completeness, reliability, timeliness or
availability of this document or any information contained herein and expressly disclaims liability for errors or
omissions herein (if any). Forward-looking statements involve significant elements of subjective judgments
and analyses and changes thereto and/or consideration of different or additional factors could have a
material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the
results contained herein.

Unless otherwise indicated in this document, all statements of opinion reflect the current assessment of
Deutsche Bank, which may change at any time. Deutsche Bank does not assume any obligation to either
update the information contained in this document or inform investors about available updated information.
The information contained in this document is subject to change without notice and based on a number of
assumptions, estimates, opinions and hypothetical models or analyses which - although from the Bank’s
current point of view are based on adequate information — may not prove valid or turnout in the future to be
accurate or correct and may be different from conclusions expressed by other departments within Deutsche
Bank. Although the information contained in this document has been derived from sources that Deutsche
Bank considers trustworthy and reliable, Deutsche Bank does not guarantee the completeness, fairness, or
accuracy of the information and it should not be relied upon as such. This document may provide, for your
convenience, references to websites and other external sources. Deutsche Bank takes no responsibility for
their content and their content does not form any part of this document. Accessing such external sources is
at your own risk.

To the extent permissible under applicable laws and regulations, this document is for discussion purposes
only and is not intended to create any legally binding obligations on Deutsche Bank and Deutsche Bank is not
acting as your financial advisor or in a fiduciary capacity, unless otherwise expressly agreed by Deutsche Bank
in writing. Before making an investment decision, investors need to consider, with or without the assistance of
a financial professional, whether any investments and strategies described or provided by Deutsche Bank are
appropriate in light of the investor’s particular investment needs, objectives, financial circumstances or the
possible risks and benefits of such investment decision. When making an investment decision, potential
investors should not rely on this document but only on what is contained in the final offering documentation
relating to the investment. As a global financial services provider, Deutsche Bank from time to time faces
actual and potential conflicts of interest. Deutsche Bank’s policy is to take all appropriate steps to maintain
and operate effective organizational and administrative arrangements to identify and manage such conflicts.

Deutsche Bank does not give tax or legal advice, including in this document, and nothing in this document
should be interpreted as Deutsche Bank providing any person with any investment advice. Investors should
seek advice from their own tax experts, lawyers, and investment advisers in considering investments and
strategies described by Deutsche Bank. Unless notified to the contrary in a particular case, investment
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instruments are not insured by any governmental entity, not subject to deposit protection schemes and not
guaranteed, including by Deutsche Bank. This document may not be reproduced or circulated without
Deutsche Bank’s express written authorization. Deutsche Bank expressly prohibits the distribution and
transfer of this document to third parties. Deutsche Bank accepts no liability whatsoever arising from the use
or distribution of this document or for any action taken or decision made in respect of investments mentioned
in this document which the investor may have made or may make in the future.

The manner of circulation and distribution of this document may be restricted by law or regulation in certain
countries, including, without limitation, the United States. This document is not directed to, or intended for
distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country, or other jurisdiction where such distribution, publication use would be contrary to law or regulation
or which would subject Deutsche Bank to any registration or licensing requirement within such jurisdiction
which is not currently met. Persons into whose possession this document may come are required to inform
themselves of, and to observe, such restrictions. Past performance is no guarantee of future results; nothing
contained herein shall constitute any representation, warranty, or prediction as to future performance.
Further information is available upon request.

Deutsche Bank AG is a stock corporation (“Aktiengesellschaft”) incorporated under the laws of the Federal
Republic of Germany with its head office in Frankfurt am Main. It is registered with the district court
(“Amtsgericht”) in Frankfurt am Main under number HRB 30 000 and licensed to carry out banking business
and to provide financial services. Deutsche Bank AG is supervised by the European Central Bank (“ECB”),
Sonnemannstrasse 22, 60314 Frankfurt am Main, Germany (www.ecb.europa.eu) and the German Federal
Financial Supervisory Authority (“Bundesanstalt fiir Finanzdienstleistungsaufsicht” or “BaFin”),
Grauheindorfer Strasse 108, 53117 Bonn and Marie-Curie-Strasse24-28, 60439 Frankfurt am
Main(www.bafin.de), and by the German Central Bank (“Deutsche Bundesbank”), Wilhelm-Epstein-Strasse 14,
60431 Frankfurt am Main (www.bundesbank.de).

This document has neither been submitted to nor reviewed or approved by any of the above or below
mentioned supervisory authorities.

This document was generated or edited with the support of artificial intelligence (Al). It was reviewed by
responsible employees of Deutsche Bank’s Chief Investment Office.

For Residents of the United Arab Emirates

This document is strictly private and confidential and is being distributed to a limited number of investors
and must not be provided to any person other than the original recipient and may not be reproduced or used
for any other purpose. By receiving this document, the person or entity to whom it has been issued
understands, acknowledges and agrees that this document has not been approved by the UAE Central Bank,
the UAE Securities and Commodities Authority, the UAE Ministry of Economy or any other authorities in the
UAE. No marketing of any financial products or services has been or will be made from within the United Arab
Emirates and no subscription to any funds, securities, products or financial services may or will be
consummated within the United Arab Emirates. This does not constitute a public offer of securities in the
United Arab Emirates in accordance with the Commercial Companies Law, Federal Law No. 2 of 2015 (as
amended from time to time) or otherwise. This document may only be distributed to "Professional Investors”,
as defined in the UAE Securities and Commodities Authority’s Rulebook on Financial Activities and
Reconciliation Mechanism (as amended from time to time).

For Residents of Kuwait

This document has been sent to you at your own request. This presentation is not for general circulation to
the public in Kuwait. The investments described herein have not been licensed for offering in Kuwait by the
Kuwait Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of any
investments in Kuwait on the basis a private placement or public offering is, therefore, restricted in
accordance with Decree Law No. 31 of 1990 and the implementing regulations thereto (as amended) and Law
No. 7 of 2010 and the bylaws thereto (as amended). No private or public offering of any investments is being
made in Kuwait, and no agreement relating to the sale of any investments will be concluded in Kuwait. No
marketing or solicitation or inducement activities are being used to offer or market any investments in Kuwait.

For Residents of the Kingdom of Saudi Arabia

This document may not be distributed in the Kingdom except to such persons as are permitted under the
Investment Fund Regulations issued by the Capital Market Authority. The Capital Market Authority does not
take any responsibility for the contents of this document, does not make any representation as to its
accuracy or completeness, and expressly disclaims any liability whatsoever for any loss arising from, or
incurred in reliance upon, any part of this document. Prospective subscribers of the investments described
herein should conduct their own due diligence on the accuracy of any information relating thereto. If you do
not understand the contents of this document, you should consult an authorized financial adviser.
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For Residents of Qatar

This document has not been filed with, reviewed or approved by the Qatar Central Bank, the Qatar Financial
Markets Authority, the Qatar Financial Centre Regulatory Authority or any other relevant Qatari
governmental body or securities exchange or under any laws of the State of Qatar. This document does not
constitute a public offering and is addressed only to the party to whom it has been delivered. No transaction
will be concluded in Qatar and any inquiries or applications should be received, and allotments made, outside
Qatar.

For Residents of the Kingdom of Bahrain

This document does not constitute an offer for sale of, or participation in, securities, derivatives or funds
marketed in Bahrain within the meaning of Bahrain Monetary Agency Regulations. All applications for any
investment should be received and any allotments should be made, in each case from outside of Bahrain. This
document has been prepared for private information purposes of intended investors only who will be
institutions. No invitation shall be made to the public in the Kingdom of Bahrain and this document will not
be issued, passed to, or made available to the public generally. The Central Bank (CBB) has not reviewed, nor
has it approved, this document or the marketing of any such securities, derivatives or funds in the Kingdom of
Bahrain.

For Residents of Lebanon

By accepting this documentation, Client hereby represents that (i) this documentation was sent to it by
Deutsche Bank in response to an unsolicited request made by it, (ii) it has or will execute any documents
associated with any transaction described in this document (a "Transaction") outside of the Lebanese
Republicin ajurisdiction in which it is lawful to do the same, (iii) any Transaction entered into shall be deemed
to be concluded and booked outside of the Lebanese Republic in a jurisdiction in which it is lawful to do the
same and (iv) it has entered or will enter into any Transaction for a bona fide commercial purpose and as part
of a sound investment or financial management policy, namely for the purposes of managing its borrowings
or investments, hedging its underlying assets or liabilities or in connection with its line of business and not for
speculative orillegal purposes.

Deutsche Bank has not obtained the authorization of the Central Council of the Central Bank of Lebanon to
market, promote, offer or sell (“offered”) any product pursuant to any Transaction in Lebanon and no such
product is being offered into Lebanon hereby.

For Residents of South Africa

This document does not constitute or form a part of any offer, solicitation or promotion in South Africa. This
document has not been filed with, reviewed or approved by the South African Reserve Bank, the Financial
Sector Conduct Authority or any other relevant South African governmental body or securities exchange or
under any laws of the Republic of South Africa.

For Residents of Belgium

This document has been distributed in Belgium by Deutsche Bank AG acting though its Brussels Branch.
Deutsche Bank AG is a stock corporation (“Aktiengesellschaft”) incorporated under the laws of the Federal
Republic of Germany and licensed to carry on banking business and to provide financial services subject to
the supervision and control of the European Central Bank (“ECB”) and the German Federal Financial
Supervisory Authority (“BaFin”). Deutsche Bank AG, Brussels Branch, is also supervised in Belgium by the
Financial Services and Markets Authority (“FSMA”, www.fsma.be). The branch has its registered address at
Marnixlaan 13-15, B-1000 Brussels and is registered under number VAT BE 0418.371.094, RPM/RPR
Brussels. Further details are available on request or can be found at www.deutschebank.be.

For Residents of the United Kingdom

This document is a financial promotion as defined in Section 21 of the Financial Services and Markets Act
2000 and is approved by and communicated to you by DB UK Bank Limited. DB UK Bank Limited is a member
of the Deutsche Bank AG group and is registered at Companies House in England & Wales with company
number 315841 with its registered Office at 21 Moorfields, London, United Kingdom, EC2Y 9DB. DB UK Bank
Limited is authorised by the Prudential Regulation Authority and is regulated by the Financial Conduct
Authority and the Prudential Regulation Authority. DB UK Bank Limited’s Financial Services Registration
Number is 140848.

Deutsche Bank Aktiengesellschaft is incorporated in the Federal Republic of Germany and its members’
liability is limited.

For Residents of Hong Kong

This document is intended for Professional Investors in Hong Kong. Furthermore, this document is provided
to the addressee only, further distribution of this document is strictly prohibited. This document and its
contents are provided for information only. Nothing in this document is intended to be an offer of any
investment or a solicitation or recommendation to buy or to sell an investment and should not be interpreted
or construed as such an offer, solicitation, or recommendation.

The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are
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