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The Summer I Turned Pretty…cautious on US equity market technicals; an update on the growing pool of open 
and closed weight competitors to the frontier AI labs 

A couple of years ago, many investors were in a frenzy due to the allegedly infallible signal of inverted yield 
curves leading to US recession.  We argued that a recession was unlikely, and the loudest adherents of recession 
faded away as the economy continued to grow.  In other words, technical don’t always work.  That said, I’m 
concerned about the technicals below due to the role AI has played in growth, capital spending and profits. 

The worrisome part of a boom cycle is when companies closest to final demand roll over, even as capital 
spending beneficiaries of the cycle keep on thriving1.  In late 1999 and early 2000, communications services 
companies rolled over (Verizon, AT&T, WorldCom, Bell South, GTE, Sprint) even as communications equipment 
company stocks (Cisco, Nokia, Nortel, Qualcomm, Motorola) kept on rising.   The obvious parallel to today is 
soaring stock prices and free cash flow for semiconductor companies (the caboose) even as the front end of the 
train (hyperscalers) are seeing stock prices stagnate and free cash flow plummet.  All of these trends are shown 
in the charts below. 

    
 

    
  

 
1 “Equity technical update”, Jason Hunter, JP Morgan Technical Strategy, July 1, 2026 
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More technicals to watch.  As shown in the first chart, tech sector earnings typically track reasonably well with 
sectors that rely heavily on technology (finance, manufacturing, media, transport and healthcare) and pay for 
all that equipment and software.  The recent divergence begs the question: who is going to pay for the AI boom 
if the tech sector’s primary customers are not making more money as well?   

On the right, if we look at all four-year periods for S&P 500 performance since 1928, the current one (starting in 
2022) is way into the top decile.  The bottom line: the good times are rolling, but for how long? 

 
 

Can frontier AI labs afford a price war right now?  Threats from Inkling and Kimi 3 and other new models 

A new price war has started on token prices.  This time price pressures are coming not only from China but also 
from the US, specifically from Meta Muse Spark 1.1 and SpaceXAI Grok 4.5 (both closed models).  Both have 
costs that are a fraction of Claude and GPT with only a modest performance gap.  Can frontier labs withstand a 
price war despite not having proven profitability yet2?  Benchmarks like these never tell the whole story, but I 
can imagine that a lot of CFOs are looking at these numbers and trying to figure out if transitioning to cheaper 
models makes sense for certain tasks.   According to OpenRouter, the share of tokens spent on Chinese models 
by US companies has exceeded 30% since February 2026 and recently hit 45%, so some US companies appear 
to already have decided to take advantage of cheaper models that get the job done. 

 

  

 
2 In its July 2026 Portfolio Strategy Report, Empirical Research cites estimates for OpenAI operating losses of 
$60 billion in 2027 and $85 billion in 2028. 
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A very important point on the chart: the X axis is cost per TASK, not cost per TOKEN.  Models like Kimi K3 can 
require materially more tokens than Fable to produce a similar result. For that reason, cost per task is a much 
more useful metric than cost per token, which is why we plot the former and Kimi K3 still looks pretty good so 
far.  In other words, “token efficiency” does not help the big US frontier labs vs new closed and open models. 

Some comments on Inkling, the 975 billion new mixture-of-experts open weight model released this month 
by Thinking Machines and which is now considered one of the leading US open weight models.  

• Specs: only ~41B parameters active per query, so it runs cheaper than its size implies; reasons across text, 
image, and audio (most open models are text-only); up to a 1M-token context window; controllable thinking 
effort dials to trade reasoning depth for speed and cost; smaller preview variant (Inkling-Small) for lower-
cost deployments; available on Hugging Face with Databricks as a launch partner 

• Thinking Machines’ strategy can perhaps be summarized as follows: enterprises will increasingly train and 
customize open models using the Thinking Machines Tinker API rather than rely exclusively on frontier 
model providers. As one example of this, Bridgewater recently disclosed that using Tinker trained on its 
own data, it was able to train its news-filtering model to outperform Opus 4.8 and GPT 5.5 (see chart below, 
left) at much lower cost.  This is what we have described in prior pieces as Reinforcement Learning as a 
Service.  Thinking Machines, filled with prominent former OpenAI and Anthropic researchers, is essentially 
making a direct bet against those companies’ current business models 

• Inkling appears particularly strong at forecasting according to its scores vs other frontier models on 
Forecast Bench.  That could make it a more trustworthy model for decision support applications 

Some comments on Moonshot’s new Kimi K3 model, the largest open weight model released to date: 

• This model has 2.8 trillion parameters compared to 1.5 trillion for Opus 4.8.  Much of the recent work on 
sparse architectures, KV-cache reduction, quantization and inference efficiency has come from China 

• Kimi K3 is priced at $3 per million input tokens and $15 per million output tokens.  If its performance is (as 
the company claims) comparable to Anthropic Fable and Open AI Sol, Kimi K3 entails a substantial pricing 
discount given $10i/$50o token prices for Fable and $10i/$45o token prices for Sol  

• Excitement about new Chinese models is occurring at a time when they already represent 30% to 60% of 
queries and tokens on the OpenRouter leaderboard 

• For all the concern about open weight models like Kimi K3 and cybersecurity, it was OpenAI that announced 
this week that its models went autonomously rogue and broke into HuggingFace production infrastructure 

Bottom line: new open and closed weight models from Meta, SpaceXAI, Thinking Machines and Moonshot 
are serious challengers to OpenAI and Anthropic business models, as tokens become commoditized. 

  

Michael Cembalest, JP Morgan Asset Management 
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IMPORTANT INFORMATION 
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information in no way constitutes J.P. Morgan Research and should not be treated as such. Any companies referenced are shown for illustrative purposes only, and are 
not intended as a recommendation or endorsement by J.P. Morgan in this context. 

 
GENERAL RISKS & CONSIDERATIONS Any views, strategies or products discussed in this material may not be appropriate for all individuals and are subject to risks. 
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profit or protect against loss. Nothing in this material should be relied upon in isolation for the purpose of making an investment decision.  
 
NON-RELIANCE Certain information contained in this material is believed to be reliable; however, JPM does not represent or warrant its accuracy, reliability or 
completeness, or accept any liability for any loss or damage (whether direct or indirect) arising out of the use of all or any part of this material. No representation or 
warranty should be made with regard to any computations, graphs, tables, diagrams or commentary in this material, which are provided for illustration/ reference 
purposes only. Any projected results and risks are based solely on hypothetical examples cited, and actual results and risks will vary depending on specific circumstances. 
Forward-looking statements should not be considered as guarantees or predictions of future events. Nothing in this document shall be construed as giving rise to any 
duty of care owed to, or advisory relationship with, you or any third party. Nothing in this document shall be regarded as an offer, solicitation, recommendation or advice 
(whether financial, accounting, legal, tax or other) given by J.P. Morgan and/or its officers or employees,. J.P. Morgan and its affiliates and employees do not provide tax, 
legal or accounting advice. You should consult your own tax, legal and accounting advisors before engaging in any financial transactions.  
 
For J.P. Morgan Asset Management Clients:  
 
J.P. Morgan Asset Management is the brand for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide.  

 
To the extent permitted by applicable law, we may record telephone calls and monitor electronic communications to comply with our legal and regulatory obligations 
and internal policies. Personal data will be collected, stored and processed by J.P. Morgan Asset Management in accordance with our privacy policies at 
https://am.jpmorgan.com/global/privacy.  
 
ACCESSIBILITY  
For U.S. only: If you are a person with a disability and need additional support in viewing the material, please call us at 1-800-343-1113 for assistance.  
 
This communication is issued by the following entities: In the United States, by J.P. Morgan Investment Management Inc. or J.P. Morgan Alternative Asset Management, 
Inc., both regulated by the Securities and Exchange Commission; in Latin America, for intended recipients’ use only, by local J.P. Morgan entities, as the case may be.; in 
Canada, for institutional clients’ use only, by JPMorgan Asset Management (Canada) Inc., which is a registered Portfolio Manager and Exempt Market Dealer in all 
Canadian provinces and territories except the Yukon and is also registered as an Investment Fund Manager in British Columbia, Ontario, Quebec and Newfoundland and 
Labrador. In the United Kingdom, by JPMorgan Asset Management (UK) Limited, which is authorized and regulated by the Financial Conduct Authority; in other European 
jurisdictions, by JPMorgan Asset Management (Europe) S.à r.l. In Asia Pacific (“APAC”), by the following issuing entities and in the respective jurisdictions in which they 
are primarily regulated: JPMorgan Asset Management (Asia Pacific) Limited, or JPMorgan Funds (Asia) Limited, or JPMorgan Asset Management Real Assets (Asia) Limited, 
each of which is regulated by the Securities and Futures Commission of Hong Kong; JPMorgan Asset Management (Singapore) Limited (Co. Reg. No. 197601586K), which 
this advertisement or publication has not been reviewed by the Monetary Authority of Singapore; JPMorgan Asset Management (Taiwan) Limited; JPMorgan Asset 
Management (Japan) Limited, which is a member of the Investment Trusts Association, Japan, the Japan Investment Advisers Association, Type II Financial Instruments 
Firms Association and the Japan Securities Dealers Association and is regulated by the Financial Services Agency (registration number “Kanto Local Finance Bureau 
(Financial Instruments Firm) No. 330”); in Australia, to wholesale clients only as defined in section 761A and 761G of the Corporations Act 2001 (Commonwealth), by 
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ACCESSIBILITY 

J.P. Morgan is committed to making our products and services accessible to meet the financial services needs of all our clients. Please direct any accessibility issues to 
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