2026 Trade: Why Semiconductors Outpaced Software
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The first half of 2026 gave investors a clear picture of how the market was initially
interpreting artificial intelligence: hardware was viewed as the beneficiary, while software
was increasingly treated as a potential casualty.

The thesis was relatively simple. Investors believed increasingly capable Al models could
automate portions of software development and reduce the value of some traditional software
products. At the same time, continued Al investment required enormous computing capacity,
supporting demand for semiconductors. [Retuers]

That difference in expectations created a major performance gap between the two industries.

The iShares Expanded Tech-Software Sector ETF (IGV) fell sharply during the opening
months of the year, declining close to 30% from its late-2025 levels by the April lows.
Historical pricing shows IGV falling from approximately $105.69 at the end of 2025 to below
$75 in April. Meanwhile, semiconductor stocks were considerably stronger as investors
continued rewarding companies positioned to benefit from Al infrastructure spending.

@ SMH -~ VANECK SEMICONDUCTOR ETF - 1D - SMART

0.11

Volume
IGV - SMART

Chart 1: Relative performance of SMH and IGV during the first half of 2026. Source: tradingview.com


https://www.reuters.com/business/us-software-stocks-stabilize-after-bruising-selloff-ai-disruption-fears-2026-02-05
http://tradingview.com

The most significant divergence appeared early in the year. Semiconductor equities advanced
while software stocks sold off as concerns surrounding Al disruption intensified.

That relationship continued to shift throughout the spring and summer. There were periods
when semiconductor strength coincided with renewed weakness in software, followed by
stretches where that trade reversed and software recovered while semiconductor equities
declined.

Rather than interpreting this as a permanent inverse relationship, I think it is more useful to
view it as a reflection of changing investor expectations around who captures the economic
value created by Al

Early in the year, the market appeared to favour the companies providing the infrastructure
necessary to build Al. Software companies, meanwhile, had to prove that Al would enhance
their businesses rather than make their products less valuable.

What Changed After the April Bottom?
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Chart 2: Performance of software and semiconductor ETFs following the April 2026 market low. Source: tradingview.com
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Since April, that distinction has become much less extreme.

Both industries have appreciated significantly, suggesting investors have become more
willing to consider a second possibility: AI does not necessarily have to benefit
semiconductor companies at the expense of software companies.

Software businesses can potentially incorporate Al into existing products, increase
productivity and create new revenue opportunities rather than simply being replaced by it.

That shift has become increasingly visible. By October, U.S. software stocks had recovered to
fresh 2026 highs as disruption fears eased and earnings expectations improved. Reuters
reported that expected 2026 earnings growth for the software sector had risen to 20.6%,
compared with 13.8% in March. Reuters

What 'm Watching

The most interesting question is no longer simply “semiconductors or software?”

Instead, I am watching which companies can demonstrate that Al investment ultimately
translates into sustainable earnings growth.

For semiconductor companies, that means proving current infrastructure spending can remain
strong enough to justify expectations. This is currently being found in compute makers, such
as Nvidia, and AMD

For software companies, it means demonstrating that Al can strengthen their products and
economics rather than commoditize them. Twilio and CLoudflare have been great examples
of this, as Al is integrated in their platforms. In addition, cybersecurity has acted as a support
system to Al, as with more automation means more security. This segment of software has
greatly appreciated since the April lows, and has led the market as one of the top performers
year-to-date.

The first half of 2026 showed how dramatically sentiment can separate two closely related
areas of technology. The second half may be about determining whether that separation was
justified.

I would be careful assuming that every advancement in Al must create a winner in
semiconductors and a loser in software. Now with more clarity and evidence, the market
increasingly appears to be evaluating the two industries on their own ability to monetize Al
rather than treating them as opposite sides of the same trade.
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Disclaimer and Forward-Looking Statements Notice

Reports from the firm contain “forward-looking information” within the meaning of Canadian
provincial securities laws and “forward-looking statements” within the meaning of applicable Canadian
securities regulations. Forward-looking statements include statements that are predictive in nature, depend upon
or refer to future events or conditions, include statements regarding the operations, business, financial condition,

expected financial results, performance, prospects, opportunities, priorities, targets, goals, ongoing objectives,
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strategies and include words such as “expects,” “likely,” “anticipates,” “plans,” “believes,” “estimates,” “seeks,
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“intends,” “targets,” “projects,” “forecasts” or negative versions thereof and other similar expressions, or future

or conditional verbs such as “may,” “will,” “should,” “would” and “could”.

Although we believe that our anticipated future results, performance or achievements expressed or
implied by the forward-looking statements and information are based upon reasonable assumptions and
expectations, the reader should not place undue reliance on forward-looking statements and information because
they involve known and unknown risks, uncertainties and other factors, many of which are beyond our control,
which may cause the actual results, performance or achievements of our Company to differ materially from
anticipated future results, performance or achievement expressed or implied by such forward-looking statements

and information.

Factors that could cause actual results to differ materially from those contemplated or implied by
forward-looking statements include, but are not limited to: developments related to COVID-19, including the
impact of COVID-19 on the economy and global financial markets; the impact or unanticipated impact of
general economic, political and market factors in the countries in which we do business; the behaviour of
financial markets, including fluctuations in interest and foreign exchange rates; global equity and capital
markets and the availability of equity and debt financing and refinancing within these markets; strategic actions
including dispositions; the ability to complete and effectively integrate acquisitions into existing operations and
the ability to attain expected benefits; changes in accounting policies and methods used to report financial
condition (including uncertainties associated with critical accounting assumptions and estimates); the ability to
appropriately manage human capital; the effect of applying future accounting changes; business competition;

operational and reputational risks; technological change; changes in government regulation and legislation



within the countries in which we operate; governmental investigations; litigation; changes in tax laws; changes
in capital requirements; changes in reinsurance arrangements; ability to collect amounts owed; catastrophic
events, such as earthquakes, hurricanes or pandemics; the possible impact of international conflicts and other
developments including terrorist acts and cyberterrorism; and other risks and factors detailed from time to time

in our documents filed with securities regulators in Canada.

We caution that the foregoing list of important factors that may affect future results is not exhaustive.
When relying on our forward-looking statements, investors and others should carefully consider the foregoing
factors and other uncertainties and potential events. Except as required by law, the Company undertakes no
obligation to publicly update or revise any forward-looking statements or information, whether written or oral,

that may be as a result of new information, future events or otherwise.

Filippo Advisory Services provides investment advisory services to clients holding both registered and
non-registered investment accounts. Everything seen in this document does not constitute financial advice.
Advisory services are limited to investment-related guidance and portfolio management and do not constitute
legal, tax, or accounting advice. All investments involve risk, including the potential loss of capital. While the
Firm employs a structured, risk-managed investment approach, investment performance is not guaranteed and is
subject to both systematic market risks and security-specific risks beyond the Firm’s control. Filippo Advisory
Services is required to determine that any investment action is suitable for the client and places the client’s
interest first, based on the information provided by the client regarding their financial circumstances, objectives,
and risk tolerance. Potential conflicts of interest are identified, disclosed, and addressed in accordance with
applicable securities regulations. Clients are required to promptly disclose any actual or potential conflicts; in
the absence of such disclosure, the Firm will operate on the reasonable assumption that none exist. Investment
performance benchmarks may be used as analytical tools to assess relative performance, market conditions, and
portfolio alignment, depending on the client’s strategy. Certain portfolios may be invested in index-tracking

instruments designed to replicate benchmark performance.

For full details regarding the advisory relationship, including risks, fees, conflicts of interest, and
reporting practices, clients should refer to the Firm’s complete Relationship Disclosure Document, available in

our publications.



