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Brains Over Brawn?
EVAN FRAZIER, CFA, CAIA, SENIOR RESEARCH ANALYST

While markets currently favor generative Al, improving economics and adoption suggest robotics
may drive future growth
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The development of artificial intelligence is advancing along two largely distinct paths. The first centers on
generative Al powered by large language models, with the long-term objective of creating systems that
can reason across domains at levels superior to those of human beings. The second focuses on embodied
intelligence (i.e., robotics). In this space, the objective is not abstract reasoning but rather the deployment
of capable machines that can operate effectively in the physical world. Over the last five years, capital and
attention have overwhelmingly gravitated toward companies involved in generative Al, with the Bloomberg
Avrtificial Intelligence Index up a staggering 276% in that time. Robotics, by comparison, has been widely viewed
as a longer-dated theme, with the Bloomberg Robotics Index up only 77% over that same period (even less than
the S&P 500 Index return of 134%). These dynamics can be observed in this week’s chart.

Going forward, there are reasons to believe that this performance trend may shift in the years ahead. For
instance, human-level general intelligence could be far more distant than markets currently assume, and
language models may not prove sufficient to reach it. At the same time, practical robots (e.g., warehouse
automation, humanoid assistants, etc.) appear closer to commercial reality than previously believed, particularly
in aging societies facing persistent labor shortages. One possible accelerant for robotics companies in the years
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ahead is the use of advanced simulation. By training in virtual environments, robots can acquire motor skills
and coordination far more rapidly than through physical trial and error alone, potentially pulling forward
adoption timelines relative to current investor expectations. Importantly, transformative impact does not
require robots to achieve artificial general intelligence but rather functional capability (i.e., the ability to
move objects, operate safely, and sustain useful work with sufficient battery life). Commercial momentum
in robotics is already building. In 2024, for example, Agility Robotics opened a manufacturing facility in
Oregon with capacity to produce up to 10,000 humanoid units annually, and Amazon has now begun
testing Agility’s robots in its warehouses. Additionally, companies like Tesla are showcasing humanoid
prototypes performing increasingly fluid physical tasks, and BYD has signaled interest in future household
robotics. While price points remain prohibitive for mass adoption today, several structural forces are
converging to improve the economics of robotics. Manufacturing costs are declining as scaling drives
down prices for components like sensors and actuators, while improvements in Al models are enhancing
robotic perception and control. Taken in tandem with the fact that generative Al leaders are currently
investing heavily in costly, power-hungry data centers, it is fair to say that a once slower-moving, less
glamorous segment of the Al ecosystem may now benefit from relative capital efficiency.

Despite these developments, markets continue to assign a significant valuation premium to generative Al
over robotics, which can also be observed in the chart above. Factor analysis helps explain part of the gap, as
Al-heavy indexes skew toward momentum and growth while robotics-oriented benchmarks exhibit greater
exposure to value, quality, and, in some cases, even dividend income. Further, the generative Al complex
is dominated by large technology platforms including Alphabet, Microsoft, and NVIDIA, whereas robotics
companies tend to be more industrial in nature (e.g., automation specialists, automakers, and emerging
consumer-robotics firms). This valuation disconnect suggests that investors may be overemphasizing long-
term breakthroughs in cognition while underappreciating near-term progress in physical automation,
especially as physical robots transition from research environments into factories, homes, and hospitals.
Indeed, while much of today’s excitement centers on artificial brains, it may ultimately be robotic brawn
that drives the next leg of growth within the technology sector. ®»
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CONFIDENTIALITY NOTICE: This communication, including attachments, is for the exclusive use of the addressee and contains
proprietary, confidential and/or privileged information; any use, copying, disclosure, dissemination, or distribution is strictly prohibited.
Marquette Associates, Inc. retains all proprietary rights they may have in the information.

Marquette Associates, Inc. (“Marquette”) has prepared this document for the exclusive use by the client or third party for which it was
prepared. The information herein was obtained from various sources, including but not limited to third party investment managers,
the client’s custodian(s) accounting statements, commercially available databases, and other economic and financial market data
sources.

The sources of information used in this document are believed to be reliable. Marquette has not independently verified all of the
information in this document and its accuracy cannot be guaranteed. Marquette accepts no liability for any direct or consequential
losses arising from its use. The information provided herein is as of the date appearing in this material only and is subject to change
without prior notice. Thus, all such information is subject to independent verification and we urge clients to compare the information
set forth in this statement with the statements you receive directly from the custodian in order to ensure accuracy of all account
information. Past performance does not guarantee future results and investing involves risk of loss. No graph, chart, or formula can,
in and of itself, be used to determine which securities or investments to buy or sell.

Forward-looking statements, including without limitation any statement or prediction about a future event contained in this
presentation, are based on a variety of estimates and assumptions by Marquette, including, but not limited to, estimates of future
operating results, the value of assets, and market conditions. These estimates and assumptions, including the risk assessments and
projections referenced, are inherently uncertain and are subject to numerous business, industry, market, regulatory, geopolitical,
competitive, and financial risks that are outside of Marquette’s control. There can be no assurance that the assumptions made in
connection with any forward looking statement will prove accurate, and actual results may differ materially.

The inclusion of any forward-looking statement herein should not be regarded as an indication that Marquette considers forward-
looking statements to be a reliable prediction of future events. The views contained herein are those of Marquette and should not be
taken as financial advice or a recommendation to buy or sell any security. Any forecasts, figures, opinions or investment techniques
and strategies described are intended for informational purposes only. They are based on certain assumptions and current market
conditions, and although accurate at the time of writing, are subject to change without prior notice. Opinions, estimates, projections,
and comments on financial market trends constitute our judgment and are subject to change without notice. Marquette expressly
disclaims all liability in respect to actions taken based on any or all of the information included or referenced in this document. The
information is being provided based on the understanding that each recipient has sufficient knowledge and experience to evaluate
the merits and risks of investing.

This presentation does not constitute an offer to sell, or a solicitation of an offer to buy, any interest in any investment vehicle, and
should not be relied on as such. Targets, ranges, and expectations set forth in this presentation are approximations; actual results
may differ. The information and opinions expressed herein are as of the date appearing in this material only, are subject to change
without prior notice, and do not contain material information regarding the Marquette Model Portfolio, including specific information
relating to portfolio investments and related important risk disclosures. The descriptions herein of Marquette’s investment objectives
or criteria, the characteristics of its investments, investment process, or investment strategies and styles may not be fully indicative of
any present or future investments, are not intended to reflect performance and may be changed in the discretion of Marquette. While
the data contained herein has been prepared from information that Marquette believes to be reliable, Marquette does not warrant the
accuracy or completeness of such information. Client account holdings may differ significantly from the securities in the indices and
the volatility of the index may be materially different from client account performance. You cannot invest directly in an index. Artificial
intelligence may have been utilized during the preparation of this document.

About Marquette Associates

Marquette was founded in 1986 with the sole objective of providing investment consulting at the highest caliber of
service. Our expertise is grounded in our commitment to client service — our team aims to be a trusted partner and as
fiduciaries, our clients’ interests and objectives are at the center of everything we do. Our approach brings together the
real-world experience of our people and our dedication to creativity and critical thinking in order to empower our clients
to meet their goals. Marquette is an independent investment adviser registered under the Investment Advisers Act of
1940, as amended. Registration does not imply a certain level of skill or training. More information about Marquette
including our investment strategies, fees and objectives can be found in our ADV Part 2, which is available upon request
and on our website. For more information, please visit www.MarquetteAssociates.com.
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