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Introduction

The investment landscape in 2026 is becoming increasingly shaped by structural 
forces rather than traditional market cycles. Technological transformation, 
geopolitical realignment, demographic change, resource constraints, and evolving 
consumer behavior are collectively reshaping how economic value is created and 
where capital is deployed.

While short-term market conditions may influence returns over quarters or 
years, structural shifts tend to influence investment opportunities over much 
longer horizons. Understanding these forces can provide a useful framework for 
evaluating how industries evolve, how capital flows across sectors, and where 
durable value creation may ultimately occur.

At Legacy Knight, our thematic research focuses on identifying long-duration 
changes that may influence portfolio construction across both public and private 
markets. Through ongoing work with investment managers, operating companies, 
and industry specialists, we believe several structural themes are likely to play an 
increasingly important role in shaping the global investment environment.

The five themes outlined in this report should not be viewed in isolation. In many 
cases they reinforce and amplify one another, creating second-order investment 
effects that may be as important as the primary trend itself.

The sections that follow outline these themes and discuss the ways they may 
influence long-term investment opportunities.
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The five themes discussed in this report provide a framework for 
understanding several structural forces shaping the investment landscape. 
While each theme represents a distinct development, they often reinforce 
one another and create second-order investment effects.

How the Themes Interact
Artificial intelligence increases demand for energy, semiconductors, and digital infrastructure. Industrial re-
regionalization expands demand for domestic manufacturing capacity and logistics networks. Demographic shifts 
influence labor supply and consumer demand, which in turn affects the evolution of the consumer landscape. 
These overlapping dynamics create reinforcing feedback loops that may influence long-term capital allocation.

Investment  
Themes Framework

Theme Structural Driver Key Economic 
Impact

Illustrative 
Investment Areas

Artificial Intelligence as 
Economic Infrastructure

Rapid improvements in 
models, compute, and 
enterprise adoption

Automation of knowledge 
work and decision systems

Vertical AI platforms, 
automation software, AI 
infrastructure

Industrial Self-Reliance
Geopolitical tension and 
supply chain fragility

Expansion of domestic 
manufacturing and logistics 
capacity

Industrial infrastructure, 
reshoring beneficiaries, 
automation

Resource & Infrastructure 
Constraints

Electrification, 
compute demand, and 
underinvestment

Rising scarcity of energy, 
minerals, and grid capacity

Energy infrastructure, 
critical minerals, water 
systems

Fragmenting Consumer 
Landscape

Income polarization and 
uneven wage growth

Diverging consumption 
patterns across income 
cohorts

Premium brands, value 
retail, differentiated 
platforms

Demographic 
Transformation

Aging populations and 
slower labor force growth

Labor shortages, housing 
shifts, healthcare demand

Automation, healthcare 
services, Build-to-Rent
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Artificial intelligence is evolving into foundational economic infrastructure. 
Durable value is likely to accrue where AI becomes embedded in core workflows 
and materially alters productivity and cost structures.

AI is rapidly transitioning from speculative technology toward foundational infrastructure. As with prior general-
purpose technologies, its economic impact is likely to unfold unevenly over time, with periods of excess 
preceding durable value creation. The pace of capital deployment, the breadth of adoption, and the scale of 
economic reorganization already underway suggest this transformation will unfold over decades rather than 
quarters. For ultra-high-net-worth investors, the relevant question has shifted from whether AI matters to where 
durable value will concentrate as the technology moves beyond its current hype cycle.1,2

Distinguishing Structural Opportunity from Speculative Excess
Parts of the AI ecosystem exhibit characteristics associated with speculative excess. Valuations in certain 
segments have expanded ahead of economic fundamentals, early capital has concentrated in areas facing 
rapid commoditization, and market enthusiasm has at times detached from underlying business models. This is 
neither unprecedented nor inherently disqualifying. Transformative technologies routinely experience periods of 
overvaluation precisely because their long-term impact is structural. The internet bubble did not invalidate the 
internet. The railroad bubble did not negate rail transportation. In both cases, the path from promise to value 
capture proved longer and more selective than initial pricing suggested.

Artificial Intelligence as 
Economic Infrastructure

Investing in “World-Changing Technology”
Studying Technological Shifts and Value Creation Over the Last Century

Source: Morgan Stanley Investment Management Counterpoint Global, FactSet, www.History.com, U.S. Department of Transportation Federal Highway Administration as of 12/31/2023.

3COUNTERPOINT GLOBAL | MORGAN STANLEY INVESTMENT MANAGEMENT

Part I – Investing in World-Changing Technologies
We have studied the major technological shifts of the past century, recognizing that these forces can disrupt entire 
industries and reshape the investment landscape. Our Disruptive Change Research effort, led by Stan DeLaney, began in 
2004 and seeks to identify companies poised to disrupt industries, as well as those incumbent businesses at risk.

One pattern we have identified in studying world-changing technologies is that the best investments were often not the 
obvious, first-order ones but rather the second-order ones. In the short term, the market often bids up the enablers of new 
technologies, but over the long term, the companies that effectively use these technologies create the most enduring value. 

For example, if you had anticipated that automobiles would redefine transportation in the 20th century and invested in a 
basket of U.S. automobile manufacturers in 1920, you would have experienced extreme competition, massive consolidation, 
and subpar equity returns. By contrast, if you had recognized the second-order effect that automobiles would enable 
suburbanization, you might have anticipated the rise of the big-box retail industry. An investment in Walmart in 1980—one 
decade after its initial public offering (IPO)—would have returned over 1,600x its value by 2020. This is roughly 70x the 
return of holding Ford, an automobile manufacturer, over the same period.4

Similarly, if you had foreseen that Wi-Fi would become a global standard and invested in Wi-Fi router manufacturers, 
you would have realized relatively poor shareholder returns as the product became commoditized. On the other hand, 
recognizing that the streaming video industry was a second-order effect and investing in Netflix at its IPO in 2002, would 
have returned over 500x your initial investment. That is more than 100x better than the returns of Cisco, a networking and 
wireless solutions manufacturer, over that same period.4

AI is the emergent technology that the market is currently focused on. Investors have gravitated toward the first-order 
beneficiaries—the manufacturers of graphics processing units (GPUs), which are a dominant enabler for training large 
language models (LLMs). LLMs are machine learning models designed for natural language processing tasks. Over time, they 
may become multimodal, capable of both processing and generating images, audio, and video.

DISPLAY 1 
Investing in “World-Changing Technology” 
Studying Technological Shifts and Value Creation Over the Last Century

1900 2000 2024

World Changing  
Technology

Automobile Wi-Fi AI

Ubiquity Ubiquitous Transportation 
Technology

Global Ubiquitous Standard Emerging Trend

1st Order Beneficiary:  
Investment Example

US Auto Manufacturers Wireless Router Manufacturers GPU + Hardware Manufacturers

1st Order Beneficiary:  
Investment Example Outcome

Consolidation and  
Aggressive Competition

Commoditization To Be Determined

2nd Order Beneficiary:  
Theme Enabled by Technology

Suburbanization: 
Big-Box Retail

Rich Content Delivery:
Streaming Video 

Automation and GenAI:
High Efficiency Labor 

2nd Order Beneficiary:  
Investment Example Outcome

WALMART: 1,622x Return (‘80-‘20) 
FORD: 23x Return (‘80-‘20)

NETFLIX: 519x Return (‘02-‘20)
CISCO: 4x Return (‘02-’20)

???

Source: Morgan Stanley Investment Management Counterpoint Global, FactSet, ww w.History. com, U.S. Department of Transportation Federal Highway 
Administration as of 12/31/2023.

4 FactSet
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Speculative excess tends to cluster around enabling technologies during infrastructure buildouts, when expectations 
capitalize faster than realized economics. AI is progressing through this cycle at unusual velocity. Early capital has 
concentrated in foundational layers such as large language models, compute infrastructure, and horizontal tooling. 
These areas now face intensifying competition and eroding differentiation. Many will deliver strong absolute returns, 
but few are likely to sustain the margins or strategic durability implied by current valuations.1,2

History offers clear precedent. In prior technology cycles, investors who focused narrowly on enabling 
infrastructure often encountered intense competition and consolidation. Those who identified how new capabilities 
would reorganize economic activity and positioned capital accordingly captured more durable long-term returns. 
The pattern is consistent: bubbles form around tools, while enduring value accrues to systems.

The companies that compound wealth over decades are rarely those with the most sophisticated technology. 
They are the ones that embed themselves into operational workflows, reset cost structures to levels that 
make reversal uneconomical, and transform non-adoption from a choice into a competitive liability.

This dynamic manifests differently across markets. In broadly traded assets, AI enthusiasm has been rapidly 
capitalized into price. Growth trajectories, margin assumptions, and competitive moats are priced for scenarios 
where execution is near flawless. Corrections will occur as realized economics assert themselves against these 
assumptions, as they invariably do. In periods like this, the most important determinant of long-term returns is often 
when in the adoption curve value is formed, rather than which part of the market ultimately reflects that value first.

Mobile Era Monetization Cycle

Source: Morgan Stanley Research, Refinitiv.
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Artificial Intelligence as Economic Infrastructure
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Why AI Warrants Sustained Allocation  
in Multi-Generational Portfolios
For investors operating across generational time horizons,  
AI represents more than a thematic tilt within technology 
exposure. It is infrastructure that will reshape productivity, 
reconfigure cost architectures, and redefine competitive 
positioning across the global economy. This is not a sector 
bet. It is an allocation to a fundamental change in how 
economic value is created and captured.

Several attributes distinguish AI as a portfolio consideration 
for UHNW families. First, its impact cuts across traditional 
sector boundaries. AI is not confined to software or 
technology services; it is already embedded in healthcare 
diagnostics, financial operations, industrial automation, and 
logistics optimization. Second, the economics favor non-
linear outcomes. Early adopters can establish compounding 
advantages, while late movers face margin compression 
or displacement. Third, much of the most consequential 
activity is occurring outside broadly priced markets, where 
adoption dynamics and structural change tend to be 
reflected with a lag.

This combination reinforces the importance of structural 
positioning over tactical timing. The opportunity lies not 
in predicting shifts in sentiment, but in identifying where 
adoption becomes economically compulsory.

When Adoption Becomes  
Economically Necessary
The most compelling AI opportunities emerge where 
adoption transitions from optional to required, driven by 
economic compulsion rather than technological fascination.

AI creates durable investment opportunity when it 
fundamentally alters the economics of production or 
decision-making through labor replacement, irreversible 
cost compression, and faster-than-human decision-
making. At this threshold, non-adoption becomes 
existentially expensive. Similar dynamics unfolded with 
ERP systems in the 1990s and cloud infrastructure in 
the 2010s. AI is progressing more rapidly because it can 
collapse the cost-curve more rapidly, as it addresses both 
labor intensity and decision latency simultaneously. As the 
cost of intelligence declines below the cost of human labor, 
adoption shifts from optional to economically unavoidable.4

Not all AI exposure benefits equally from this shift. A 
structural distinction exists between AI-enabled and 
AI-native business models. AI-enabled offerings layer 
intelligence onto legacy workflows. They can improve 
efficiency and enhance margins in the short term, but 
humans remain central to execution. Over time, these 
models face commoditization pressure as capabilities 
diffuse and competitive barriers erode.

AI-native systems are architected differently. They are 
built from inception around probabilistic intelligence, 
designed to automate entire workflows rather than 
discrete tasks, and structured to improve continuously 
through learning systems. In these models, value scales 
non-linearly as adoption deepens, creating compounding 
advantages that are difficult for competitors to replicate.

Through this lens, the most attractive opportunity areas 
are defined not by technological sophistication, but by 
where AI becomes embedded as operating infrastructure. 
Declining costs, improving performance, and accelerating 
adoption curves suggest that this transition is advancing 
faster than prior platform shifts, reinforcing the 
importance of early structural positioning.

Artificial Intelligence as Economic Infrastructure
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Across these areas, the common thread is not technological novelty but economic 
necessity. Adoption accelerates when AI meaningfully alters cost structures or operating 
dynamics in ways that make reversal impractical. Many of these systems are being 
developed and deployed today as enterprises move from experimentation toward scale, 
placing a significant portion of value creation earlier in the adoption curve and well 
before it is fully reflected in prevailing market pricing.

Investment Implications
For UHNW investors, the opportunity in AI lies in selective allocation to areas positioned to capture value as adoption 
becomes economically mandatory, established before this transition is fully reflected in market pricing. Capturing this 
opportunity requires patience, access to differentiated managers, and a willingness to underwrite structural advantage 
rather than short-term sentiment.

The long-term winners in this cycle will not be determined by who deploys capital fastest or attracts the most  
attention. They will be the investors who correctly identify where economic necessity drives adoption, where  
business models scale non-linearly, and where competitive positioning remains durable as AI matures beyond  
its current speculative phase.

VERTICAL A I  PLATFORMS  
IN LABOR- INTENSIVE  
AND H IGHLY REGULATED 
INDUSTR IES .
Financial operations, insurance 
underwriting, healthcare 
administration, and logistics 
coordination represent sectors where 
AI can deliver measurable, recurring 
economic benefit by automating 
complex processes that historically 
required substantial human oversight. 
Regulatory complexity in these areas 
creates meaningful barriers to entry 
once systems achieve adoption.

DECIS ION INFRASTRUCTURE 
AND GOVERNANCE 
FRAMEWORKS .
As AI systems assume greater decision 
authority, demand for auditability, 
explainability, policy enforcement, and 
accountability increases. Companies 
building the infrastructure that governs 
AI behavior are positioning themselves 
at a critical control point in the 
technology stack.

OUTCOME-BASED 
COMMERCIAL MODELS IN 
WHICH PR IC ING ALIGNS 
D IRECTLY WITH VALUE 
DELIVERED.
AI-native models increasingly price 
on results such as tasks completed, 
costs eliminated, or revenue generated, 
reshaping how software economics 
function and how value is shared 
between providers and customers.

01 02 03

Artificial Intelligence as Economic Infrastructure
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Industrial Self-Reliance and 
Supply Chain Re-Regionalization

Geopolitical risk and supply chain disruptions are driving renewed investment in 
domestic manufacturing and logistics infrastructure. The shift toward industrial 
resilience is likely to reshape capital allocation across strategic sectors.

Industrial self-reliance refers to the shift toward building and upgrading domestic and regional manufacturing, 
logistics, and critical infrastructure in order to reduce reliance on long and highly concentrated global supply 
chains. The theme reflects a re-regionalization of essential production, rather than a full reversal of globalization, 
with a focus on areas where supply disruptions can carry meaningful economic or national  
security consequences.

This shift follows a reassessment of how supply chains have been optimized over the past several decades. In 
many cases, the pursuit of lowest-cost production and just-in-time logistics reduced redundancy and flexibility. 
Recent disruptions exposed the fragility of these systems, increasing the value placed on reliability, proximity to 
end markets, and greater control over critical inputs.

From an investment perspective, industrial self-reliance is better understood as a risk-driven demand for physical 
infrastructure than as a bet on political outcomes. Its relevance to real assets lies in the physical capacity required 
to support more localized production and distribution networks, including manufacturing facilities, logistics assets, 
and the infrastructure that enables them.

Key Structural Forces
Together, these dynamics have translated into observable changes in how governments, corporations, and 
investors allocate capital and manage risk. The shift toward industrial self-reliance is not being driven by a single 
factor, but by a combination of geopolitical priorities, supply-chain redesign, policy support, and structural 
constraints in labor and infrastructure. The following section outlines the key forces underpinning this shift and 
explains why they reflect durable changes rather than short-term cyclical responses.

Geopolitical and Security Priorities
National security concerns are now directly shaping domestic industrial capacity, particularly in semiconductors, 
defense manufacturing, energy infrastructure, and critical materials, where supply disruption carries strategic 
risk. By mid-2025, the U.S. had awarded $30.9 billion in CHIPS Act grants and $5.5 billion in loans supporting 40 
semiconductor facilities across 19 states, reflecting long-dated capital commitments that are difficult to reverse 
once underway.38

Beyond semiconductors, federal assessments have identified the U.S. defense industrial base as structurally 
exposed to foreign suppliers for critical components, materials, and sub-tier manufacturing. A 2025 GAO review 
found persistent reliance on non-domestic sources across key defense supply chains, reinforcing the push for 
domestic capacity as a long-term national security requirement rather than a cyclical response.39
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Supply Chain Fragility and Redundancy
Pandemic-era disruptions exposed the fragility of globally optimized, single-source supply chains, prompting 
firms to reassess cost-only sourcing strategies. Survey data indicate that North American companies are 
targeting a 40% reduction in China exposure, while 73% have adopted dual-sourcing strategies and over 60% 
have regionalized supply chains, signaling durable operational changes rather than temporary adjustments.40,41

This dynamic is largely the response of firms to not minimize costs, but to reduce exposure to high-impact supply 
disruptions whose financial and operational consequences have proven far more severe than previously assumed.

Source: GAO analysis of Department of Defense documentation. | GAO-25-107283

Industrial Self-Reliance and Supply Chain Re-Regionalization
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Where Capital Is Concentrating
The shift toward industrial self-reliance disproportionately benefits industrial real estate tied to production, 
assembly, and specialized logistics. Large-scale manufacturing projects - such as semiconductor fabs and 
advanced assembly facilities - are driving demand for build-to-suit assets with long useful lives and high 
replacement costs, often anchored by multi-decade capital commitments.

Manufacturing creates a three- to five-times multiplier effect on industrial space.42

Power generation and transmission infrastructure has become a gating factor for industrial expansion, as modern 
manufacturing and data facilities require levels of electricity that exceed existing grid capacity in many regions. 
Utilities report unprecedented demand for large-load interconnections, triggering multi-year investments in 
substations, transmission lines, and on-site generation.43, 10

Transportation and logistics infrastructure, particularly rail, intermodal facilities, and inland ports, is seeing 
renewed relevance as domestic and near-regional supply chains expand. Freight rail volumes tied to industrial 
goods have grown steadily, and short-line railroads connecting plants to mainlines are attracting new institutional 
capital as enabling assets.

Utilities and essential services, including water, wastewater, fiber, and municipal services, are scaling alongside 
industrial growth, with many local governments forced to accelerate infrastructure investment to accommodate 
new megaprojects.

Manufacturing requirements are expected  
to account for 19% of demand in 2024-2025
Warehouse and distribution vs. Manufacturing requirements (as a percent of total demand s.f.)

Source: JLL Research

Industrial Self-Reliance and Supply Chain Re-Regionalization
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Regional Economic Impacts
Concentrated industrial investment is increasing demand for housing and services near new manufacturing 
hubs, often in smaller cities or semi-rural areas that lack sufficient supply. Regions such as central Ohio, West 
Tennessee, and parts of Arizona have already experienced housing shortages and rising rents tied directly to 
large industrial projects.

These projects are also creating localized wage pressure and economic bifurcation, as high-paying industrial jobs 
raise labor costs across service sectors, while straining local infrastructure and public services.

Investment Implications
Industrial self-reliance shifts capital toward essential, non-discretionary assets. Demand is increasingly tied to 
strategic necessity, manufacturing capacity, power, transportation, and utilities, rather than short-term economic 
growth, supporting cash-flow durability across cycles.

Assets with long useful lives and high replacement costs become more valuable. Facilities and infrastructure that 
are difficult to replicate or relocate - such as power-constrained industrial sites, rail-connected logistics assets, 
and utility-adjacent properties - benefit from structural scarcity rather than cyclical demand.

The theme favors selectivity over broad industrial exposure. Not all industrial assets benefit equally; power access, 
zoning, permitting timelines, and municipal capacity increasingly determine which assets capture sustained 
demand versus those that remain commoditized.

Industrial Self-Reliance and Supply Chain Re-Regionalization
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Resource and  
Infrastructure Constraints

Rising demand for energy, minerals, 
water, and grid capacity is colliding 
with decades of underinvestment. 
These constraints are becoming an 
increasingly important driver of long-
term investment opportunities.10

As global economies pursue decarbonization, 
technological advancement, and population 
growth, long-standing and emerging constraints 
on resources and infrastructure are becoming 
quintessential issues. From energy grids and 
critical mineral supply chains to water systems 
foundational to human life and industrial activity, 
these pressures are reshaping policy debates  
and strategic planning in both the United States 
and abroad.

As we look at the resource and infrastructure 
considerations for 2026, several key themes 
emerge such as potential power grid stress, 
raw material and rare earth bottlenecks, water-
energy interdependence, and energy efficiency 
gaps. While risks exist in the United States, 
these considerations are global in nature and 
impact the ever-changing geopolitical climate. At 
Legacy Knight, we see these considerations as 
opportunities for investment, with the potential for 
energy, materials, and infrastructure investments as 
compelling opportunities for 2026.
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Four Key Structural 
Pressures
Under Investment in Traditional Energy
There is growing concern among energy analysts that investment in 
traditional energy resources like natural gas is lagging behind future demand 
requirements, even as natural gas continues to play a critical role in electricity 
generation and energy system reliability. Reports from the International Gas 
Union’s Global Gas Report highlight a significant investment gap in natural 
gas production and infrastructure, warning that without increased capital 
deployment, the world could face supply shortfalls by 2030 as demand rises, 
particularly in emerging markets and to support new technologies like AI and 
data centers. (Energy In Depth) Additionally, studies of U.S. gas infrastructure 
indicate that existing pipeline capacity may be insufficient under multiple 
future demand scenarios, underscoring the need for targeted investment to 
ensure energy security and system flexibility. (Earth & Environmental  
Systems Monitoring.)9

Energy Systems of the Future Still Have a Ways to Go
Nuclear energy is widely recognized as a low-carbon, reliable source of 
electricity that could play a significant role in meeting rising global energy 
demand and decarbonization goals, especially as electricity needs are 
projected to grow sharply in the coming decades. Current nuclear generation 
already supplies about 10% of the world’s electricity (IEA), and major 
agencies project capacity could expand substantially by 2050 with sufficient 
investment and supportive policies. However, large-scale adoption remains 
distant. Traditional nuclear projects face high upfront costs, long construction 
lead times, complex regulatory hurdles, and competition from faster-deployed 
renewables, which together slow deployment compared with wind and 
solar. Even advanced technologies like small modular reactors (SMRs), which 
promise lower costs and more flexible siting, are still in early stages and 
won’t deliver significant capacity for years. These barriers mean that, despite 
its potential to contribute meaningfully to future energy supply, **nuclear 
expansion is still far from the rapid, large-scale rollout needed to address 
global energy demand on its own.

01
E N E R GY 
S O U R C E S : 
B A L A N C I N G 
T R A D I T I O N A L 
E N E R GY  A N D 
F U T U R E  S O U R C E S
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U.S. Grid Strain and Reliability Risks
The U.S. electrical grid central to economic activity, was largely built in the mid-
20th century and now struggles to keep pace with modern demands. Delays 
in upgrading generation and transmission capacity have raised concerns about 
reliability. A Department of Energy (DOE) report warns that, without adding 
firm capacity, blackouts could increase sharply by 2030 as data center and 
AI-driven demand grows faster than generation and grid improvements. (The 
Department of Energy’s Energy.gov)10

Meanwhile, independent authorities such as the North American Electric 
Reliability Corporation (NERC) have flagged heightened risks of power 
outages across large regions of the U.S. during peak demand periods due to 
aging infrastructure, rising electricity consumption, and a shift to intermittent 
renewables without sufficient storage. (The Washington Post)

Data Centers: A New Load on the System
U.S. data centers already accounted for around 4% of national electricity use  
in 2024, with projections showing that figure more than doubling by 2030. 
These facilities not only draw significant power but also require extensive 
cooling, sometimes stressing local water supplies as well as electricity grids. 
(Pew Research Center)

Global Energy Investments Lag
Many nations face similar challenges. Asia’s water and power systems, for 
example, are projected to require about $4 trillion for water and sanitation 
between 2025-2040, yet investment is falling $150 billion short each year, 
undermining resilience to future challenges and expanding demand. (AP News)

02
E N E R GY 
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U N D E R  N E W 
P R E S S U R E S
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Supply Concentration and Future Deficits
Critical minerals such as lithium, copper, cobalt, and rare earth elements are 
essential for energy technologies including batteries, electric motors, solar/wind 
systems, and grids. However, global supply chains are highly concentrated: 
China currently dominates processing for 19 of 20 key minerals, and a small 
handful of countries produce the majority of the world’s supply. (IEA)7

In copper, a metal indispensable to electrification and grid infrastructure, the 
International Energy Agency (IEA) projects a potential 30% supply deficit by 
2035 under current plans, due to insufficient new mines and rising demand. 
(IEA)10

U.S. Reliance on Foreign Sources
The U.S. Geological Survey designates around 50 critical minerals vital for 
national security and economic competitiveness. Yet the U.S. remains heavily 
dependent on imports for many of them, while domestic permitting and 
infrastructure limitations delay projects by years or even decades. (USGS)7

Analysts and industry sources point out that U.S. reliance on foreign sources 
especially China poses both economic and security risks. Supply disruptions, 
export controls, or geopolitical tensions could affect production of technologies 
from EV batteries to defense systems. (World Resources Institute)

Water and Critical Minerals Intersect
Mining activities for these minerals are often water intensive. For example, more 
than 50% of global lithium production occurs in areas experiencing high water 
stress, amplifying risks to both mineral supply and local water security. (IEA)

03
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A Global Water Crisis
Water scarcity is a mounting global challenge. Roughly half of the world’s 
population experiences severe water scarcity for at least part of the year, and 
billions lack reliable access to safe drinking water. (Wikipedia)

Moreover, over 700 million people worldwide lack access to clean drinking 
water, while more than 2 billion lack basic sanitation, underscoring persistent 
infrastructure and resource shortfalls. (PMC)

Projected trends suggest that global water demand may outstrip supply  
by 40% by 2030, driven by population growth, agriculture, and industrial 
demands. (Wikipedia)

U.S. Water Infrastructure Needs
In the U.S., water scarcity manifests both as physical shortages and 
infrastructure deficits. An estimated 2.2 million Americans lack running water 
altogether, and more than 44 million rely on systems that do not meet quality 
standards. (Wikipedia)

Federal assessments estimate that over $648 billion will be needed over the 
next 20 years to repair and replace drinking water infrastructure, including 
aging pipes and treatment systems. (Congress.gov)

Technological Demands Heighten Stress
Industries such as semiconductor manufacturing and data centers have 
enormous water footprints: a single advanced fabrication facility may use 
millions of gallons per day even after recycling systems are applied. This 
creates a three-way tradeoff among energy, water, and infrastructure 
investment. (mint)

Investment Implications
Constraints on energy sources, energy systems, critical minerals, and water 
are not isolated issues. They are interconnected challenges that define the 
infrastructure landscape of the 21st century. All of these areas require future 
public and private investment that far outweighs the current capital flowing into 
the space. While geopolitics, regulations, and permitting laws all provide hurdles 
to meeting these challenges, Legacy Knight is on the lookout for long-term 
investment opportunities that stand to capitalize on this theme.7
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Fragmenting  
Consumer Landscape

Consumer behavior is increasingly diverging across income levels. This 
polarization is reshaping demand patterns and competitive dynamics across 
consumer industries.

Entering 2026, the consumer economy is no longer moving as one unified market as it did for much of the 
prior decade.20 Higher-income households are sustaining spending, while many middle- and lower-income 
households face tighter budgets and greater price sensitivity. Aggregate indicators remain resilient, yet 
underlying behavior reveals widening dispersion across income and wealth levels.

This divergence has meaningful implications for investors. As consumer demand fragments across income 
and wealth groups, return dispersion within consumer-facing sectors is widening. Traditional assumptions 
about category-level growth, pricing power, and demand stability are becoming less reliable, while 
selective positioning and customer exposure play an increasingly important role in determining outcomes.

We view the fragmenting consumer landscape as the market’s response to prolonged inflation, uneven 
wage growth, and asset-driven wealth concentration. While these forces introduce complexity, they also 
create opportunity. Pricing power is becoming more selective, value is concentrating at the extremes, and 
structural vulnerabilities in the middle of the market are increasingly exposed. We believe understanding 
and navigating this divergence is essential to allocating capital effectively in consumer-facing investments.
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Structural Drivers
The Fragmenting Consumer Landscape refers to the 
structural breakdown of the broad middle-income 
consumer base into increasingly distinct and divergent 
segments. Rather than responding uniformly to 
macroeconomic conditions, households of different 
socio-economic statuses now operate under materially 
different financial realities that shape spending 
behavior, brand loyalty, and price sensitivity in 
fundamentally different ways.

This fragmentation is not a cyclical downturn or post-
inflation adjustment. It reflects a structural decoupling 
from the prior consumer regime where businesses 
could rely on broad middle-class demand, predictable 
elasticity, and relatively stable purchasing patterns. 
In today’s environment, consumer markets are more 
polarized and demanding, reducing the reliability of 
historical demand signals and increasing the penalty for 
mispositioned offerings.

Three Forces Driving Consumer Divergence
At its core, the fragmenting consumer landscape is 
driven by the interaction of three reinforcing forces.

Economic Bifurcation
The widening divide between asset-backed and wage-
dependent consumers. The top 10% of U.S. households 
now drive nearly half of all consumer spending, while 
middle- and low-income earners face flat or negative real 
income gains.21 This dynamic has produced a structurally 
bifurcated consumer economy, in which affluent households 
continue to increase their spending capacity, while the 
remainder of the population experiences stagnation or 
erosion in their real purchasing power.

Sticky Inflation Pressures
While headline inflation has moderated, price increases 
remain persistent in essential, non-discretionary categories 
that disproportionately affect wage-dependent households. 
Indices tracking sticky prices, which are heavily weighted 
toward services inflation, remain elevated relative to 
historical norms, suggesting that cost pressures for 
many households will not normalize quickly, structurally 
constraining discretionary budgets for middle- and lower-
income consumers even as macro indicators improve.22,23

Premiumization vs. Trade-Down
Economic divergence has translated into polarized  
spending behavior. Affluent consumers continue to 
prioritize premium goods, experiences, and health-oriented 
optimization, supporting pricing power at the high end. In 
contrast, the majority of consumers are actively trading 
down to private label, discount, resale, and value-oriented 
alternatives, compressing demand and profitability in 
the traditional middle, producing an emerging K-shaped 
consumer market.24

Fragmenting Consumer Landscape
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Historical Context and Recent Evolution
The divergence from the pre-2020 era of uniform consumer behavior can be traced back to the inflation shock of  
2021-2022, when the Consumer Price Index (CPI) peaked near 9%.3 Although headline inflation cooled to 
approximately 2.7% by mid-2025, the cumulative impact of elevated prices permanently reset the cost base for 
many households.22

Asset appreciation amplified these effects. U.S. household net worth reached record levels by 2025, driven 
primarily by equity and real estate gains concentrated among higher-income households.2 During the same 
period, wage growth re-accelerated for higher-income earners, while middle- and lower-income households 
experienced materially slower gains, marking a sharp reversal from the post-pandemic recovery when wage 
growth was strongest at the bottom of the income distribution.25

Source: U.S. Bureau of Labor Statistics

Source: Bank of America aggregated consumer deposit data

After-Tax Wage and Salary Growth by Household Income Terciles
(3-month moving average)

Consumer Price Index 12-Month Percentage Change

What began as a cyclical adjustment to inflation has hardened into structurally distinct consumption patterns. 
Behavioral adaptations such as price comparison, brand switching, and selective indulgence have persisted even 
as headline inflation eased, reinforcing fragmentation rather than reversing it.

Fragmenting Consumer Landscape
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Investment Implications
While fragmentation introduces complexity, it also creates 
a more opportunity-rich environment for active investors, 
as return dispersion widens across business models and 
customer cohorts.

Durable Pricing Power
Fragmentation has made pricing power more concentrated, 
but also more durable where it exists. Businesses aligned 
with affluent demand benefit from lower elasticity and 
stronger brand loyalty, which supports margin defense and 
more predictable cash flows, even amid macroeconomic 
volatility. This shifts investor opportunity toward quality and 
durability of earnings rather than volume-driven growth.

Structural Value Opportunity
Trade-down behavior, meaning consumers substituting  
into lower-cost options, has evolved from a cyclical response 
into a structural feature of the consumer economy. Scaled, 
efficient value platforms and high-quality private-label 
offerings are increasingly capturing market share as  
quality-adjusted value improves. The opportunity lies in 
backing operators with cost discipline and operational 
leverage, rather than those reliant on transient,  
credit-supported volume.

Risk Concentration in the Middle
Brands lacking either premium differentiation or cost 
leadership face persistent margin compression, elevated 
substitution risk, and declining relevance. Because many 
remain capitalized as if demand will normalize, fragmentation 
creates opportunities not only through selective investment 
but also by avoiding structurally challenged exposures in the 
middle of the market.

Alpha Creation
As consumer outcomes diverge, broad category exposure 
becomes less predictive of returns and performance 
increasingly hinges on customer mix, pricing elasticity, and 
substitution risk. This dynamic rewards deep diligence and 
selective underwriting, increasing the opportunity for alpha 
relative to passive or generalized consumer exposure.

The Path Forward for Investors
We view the fragmenting consumer landscape as a 
structural regime shift rather than a cyclical phase. Inflation 
persistence in essential services, asset-driven wealth 
concentration, and entrenched behavioral adaptations make 
a return to a uniform mass-market consumer unlikely in the 
medium term.

Taken together, consumer fragmentation reshapes both risk 
and return across portfolios. Understanding who is spending, 
why they are spending, and how durable that behavior is has 
become central to underwriting consumer-facing risk and 
opportunity in 2026 and beyond. We believe that investors 
who approach the market with precision, allocating capital 
to businesses aligned with resilient demand and avoiding 
mispositioned models, are better positioned to capture 
durable returns and generate alpha in an increasingly 
polarized consumer landscape.

Fragmenting Consumer Landscape
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Demographic  
Transformation

Aging populations, declining fertility, and changing immigration patterns 
are reshaping labor supply and economic growth. These forces will influence 
investment opportunities across multiple sectors.

The United States faces a demographic transition characterized by a lack of legal immigration and the near virtual 
shutdown of illegal immigration, sub-replacement fertility, and an aging population. These shifts will fundamentally 
reshape labor markets, housing demand, and economic growth trajectories over the next decade, creating both 
acute challenges and compelling investment opportunities.

The Demographic Reset in Five Data Points
The magnitude of change becomes clear when viewed through a few critical metrics.

Immigration Reversal:
U.S. net immigration will average just 440,000 annually from 2025-2028, down 82% from the 2.4 million average 
during 2021-2024 and 60% below the historical norm of 1.1 million.28

Working-Age Population Crisis:
U.S. working-age population (20-64) growth will slow 91% versus the 2010-2019 pace, adding just 90,000 
workers annually through 2028 compared to 1.0 million historically.28

Household Formation Decline:
Annual U.S. household growth will average 1.0 million through 2034, down from the historical 1.3 million average, 
creating 10.1 million new households, 1.4 million fewer than previously forecast.28

Aging Dependency:
The ratio of working-age Americans to retirees will decline from 2.8:1 in 2025 to 2.2:1 by 2055, with the 65+ 
population projected to increase markedly.29

Automation Acceleration
AI-powered agents and robots could generate $2.9 trillion in annual U.S. economic value by 2030, with labor 
shortages accelerating adoption timelines.30
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Historic Immigration Shift
The United States may have experienced negative net migration in 2025 for the first time in at least half 
a century. 31 This dramatic reversal reflects aggressive policy changes that have curtailed both legal and 
unauthorized immigration. John Burns Research projects net immigration will average just 440,000 annually from 
2025-2028 down from 2.8 million in 2023 and 2.3 million in 2024.28

Recent policy developments driving the decline include:
•	 Travel ban expanded to 39 countries; refugee limit lowered to 7,500 annually (down from 125,000 

maximum); asylum decisions paused with work permits reduced from 5 years to 18 months28

•	 $100,000 fee imposed on new H-1B visa applications: employment related visa issuance down 3%  
year-over-year28

•	 International student enrollment fell 7% in the 2025 academic year. The arrival of new international students 
is down 17% year-over-year28

U.S. International Net Immigration

Demographic Transformation
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Labor Market Implications
Immigrant workers accounted for 84.7% of U.S. labor force growth between 2019 and 2024. 32 The dramatic 
curtailment of immigration means working-age population (20-64) growth will slow 91%, adding just 90,000 
workers annually through 2028 versus 1.0 million historically. 28 Under a zero-immigration scenario, working-age 
population would decline by 200,000 annually.28

Critical sector shortages are already emerging. Healthcare faces a projected shortage of 3 million low-wage 
workers by 2027 and 140,000 physicians by 2033. 33 The transportation sector needs to fill an estimated 1.3 
million jobs annually between 2021 and 2026, with only 12.7% of current workers aged 16-24.33

U.S. 10-Year Net Population Change by Age Group (2025-2034)

Demographic Transformation

Legacy Knight Capital Partners      2026 Investment Themes      |  24



Fertility and Aging Dynamics
The U.S. fertility rate stands at 1.62 births per woman, well below the 2.1 replacement level, and is projected to 
remain at 1.60 through 2055. 29 This persistent below-replacement fertility, combined with increasing longevity, 
fundamentally alters the U.S. age structure. The number of Americans aged 65+ will grow markedly, while the 
number of people aged 24 and younger will decline.29

The dependency ratio, working-aged people supporting each retiree, will deteriorate from 2.8:1 in 2025 to 2.2:1 
by 2055. 29 This creates unprecedented fiscal pressure on Social Security and Medicare while reducing the 
labor force relative to consumption needs. With the U.S.-born working-age population growth essentially stalled, 
immigration has become the only mechanism to sustain historical labor force growth rates.34

Population Growth vs. Birth & Death Rate

Demographic Transformation
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Housing Demand and Investment Implications
John Burns Research projects that household growth over the next decade will be about 1.0 million annually, 
creating 10.1 million new households, 1.4 million fewer than previously projected. This compares to the 1971-
2024 historical average of 1.3 million annually.28

The composition reveals significant generational turnover28: 
+25.5 million households headed by someone currently under age 45 (21.4 million currently under age 25)
 Offset by -15.4 million households headed by someone currently over age 45 (14.1 million currently over  
age 65).28

The result: immigrants will account for only 1.5 million of the 10.1 million net household additions. 

Rental housing has returned as the primary driver of housing demand growth after owner-occupied households 
led in 2022-2023.28 This shift reflects elevated home prices and mortgage rates constraining ownership 
accessibility, delayed household formation among younger cohorts, and the historical tilt of immigrant demand 
toward rental housing.

U.S. Housing Demand: YOY Net Change in Owner and Renter Households

Demographic Transformation
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The Automation Imperative
With working age population growth nearly stalled and 
immigration dramatically curtailed, businesses face an 
imperative to substitute capital for increasingly scarce 
labor. McKinsey estimates AI-powered agents and robots 
could generate approximately $2.9 trillion in annual U.S. 
economic value by 2030.30 The global robotics market 
reached $16.7 billion in 2026, with labor shortages 
accelerating deployment timelines.35

Key adoption sectors include warehousing and 
logistics (Amazon has deployed over 1 million robots), 
manufacturing (BMW testing humanoid robots for precision 
tasks), healthcare (Intuitive Surgical operates 10,763 da 
Vinci systems globally), and construction, where foreign-
born workers comprise significant shares of the workforce. 
36 Bank of America projects humanoid robot costs will fall 
from $35,000 in 2025 to $13,000-17,000 per unit within 
a decade, making them economically competitive with 
human labor.36

Strategic Investment Themes 
1. Rental Housing: The return of rental housing as the 
primary demand driver creates opportunities in single-
family rental communities serving the 25-34 cohort, 
suburban multifamily positioned for hybrid-work 
preferences, and affordable/workforce housing. However, 
total rental demand will be modestly lower than the 2021-
2024 levels due to reduced immigration.

2. Healthcare Infrastructure: The 65+ population 
boom, combined with acute healthcare worker shortages, 
creates sustained demand for medical office buildings, 
senior housing, medical technology companies developing 
AI diagnostics and robotic systems, and healthcare 
automation solutions.

3. Automation Technology: Multi-decade opportunity 
across physical automation (humanoid robots, 
manufacturing systems), AI service enablers (healthcare 
AI, professional services automation), infrastructure 
(semiconductors, data centers, cybersecurity), and 
automation-as-a-service platforms.

Implications for Growth and  
Capital Allocation
The U.S. demographic transformation, characterized by 
collapsed immigration, sub-replacement fertility, and rapid 
aging, represents a permanent structural shift rather than 
a cyclical phenomenon. These dynamics create a paradox: 
slower aggregate economic growth driven by shrinking 
workforces, yet explosive growth opportunities in  
sectors addressing demographic needs or enabling 
automation solutions.

Critical variables to monitor include immigration policy 
evolution (which could shift labor force projections by millions 
of workers), automation adoption rates, housing demand 
composition between ownership and rental tenure, and fiscal 
policy responses to rising dependency ratios. Traditional beta 
exposures to broad economic growth become less attractive as 
GDP growth rates compress; alpha generation will increasingly 
come from identifying businesses serving aging populations or 
enabling productivity enhancement through automation.

Key Risks
Policy Uncertainty: Immigration, housing, healthcare,  
and retirement policies remain highly uncertain and  
subject to political shifts with a dramatic impact on 
demographic trajectories.

Fiscal Sustainability: Rising dependency ratios strain 
public pension and healthcare systems; policy responses 
(tax increases, benefit reductions, debt accumulation) have 
different investment implications.

Automation Valuation Risk: AI and robotics investments 
show potential signs of overvaluation; the transition from 
hype to sustainable business models remains uncertain.

Labor Market Disruption: Goldman Sachs warns 
automation could temporarily increase unemployment by 
0.5 percentage points as displaced workers seek retraining; 
social and political backlash could slow adoption.37

For Legacy Knight, these demographic realities necessitate 
portfolio focus on businesses positioned where demographic 
tailwinds are strongest: Rental communities, healthcare 
infrastructure, automation technology, and specialized real 
estate serving aging populations. The demographic shift 
is not a future possibility, it is the present reality requiring 
immediate strategic positioning.

Demographic Transformation
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Portfolio  
Implications

Structural Growth vs Cyclical Exposure
Several of the themes identified in this report represent 
structural shifts rather than cyclical developments. Artificial 
intelligence adoption, energy infrastructure expansion, and 
industrial re‑regionalization may create durable sources 
of economic growth that persist across economic cycles. 
Investors may benefit from allocating capital toward 
businesses and assets positioned to benefit from these 
structural forces rather than relying solely on traditional 
cyclical sector positioning.

Increasing Importance of Real Assets 
and Infrastructure
Industrial reshoring, electrification, and resource constraints 
are likely to increase demand for physical infrastructure 
investment. Power generation, electrical transmission, 
logistics networks, water systems, and critical mineral supply 
chains may experience sustained demand as governments 
and corporations expand capacity to support economic 
growth and technological adoption.

Automation and Labor Substitution
Demographic aging and slower labor force growth may 
accelerate the adoption of automation technologies across 
manufacturing, logistics, and service industries. Artificial 
intelligence, robotics, and advanced software systems 
are increasingly deployed to address labor shortages and 
improve productivity.

Polarization in Consumers Markets
Income divergence across households is reshaping demand 
patterns within consumer industries. Premium brands and 
value-oriented platforms may benefit from this polarization, 
while middle-market consumer businesses could face 
increasing competitive pressure.

Long-Duration Investment Horizon
The structural forces discussed throughout this report are 
likely to unfold over decades rather than quarters. Investors 
may benefit from maintaining long-term positioning in areas 
aligned with these themes while avoiding overreliance on 
short-term market forecasts.
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