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Source: GQG Partners LLC, Bloomberg. Data from 21 August 2020 to 22 August 2025. NTM: Next Twelve Months. For illustrative purposes only. Content does not constitute 
investment advice and no investment decision should be made based on it. PAST PERFORMANCE MAY NOT BE INDICATIVE OF FUTURE RESULTS. 

Capital intensity has structurally increased 

The third pillar of the big tech thesis during the 2010s was hyper 

scalability. Unlike most industries, big tech grew rapidly without 

requiring much incremental investment, allowing them to generate 

substantial free cash flow. For example, Google raised up to $50 

million from inception through its IPO-a figure that would be 

unimaginable today. Similarly, Meta essentially required no 

incremental investment for each new subscriber. This argument no 

longer holds true in the Al era. 

Big tech CapEx as percentage of EBITDA is now running at 

50%-70%, which is similar to AT&Ts 72% at the peak of the 2000 

telecom bubble and Exxon's 65% at the peak of the 2014 energy 

bubble. Historically, companies experiencing higher capital 

intensity tend to be structurally poor investments. In other words, 

Al CapEx has already caught up to prior bubble levels, even after 

adjusting for big tech's initial high margins. 

In both the telecom and energy bubbles, an exciting new 

technology (internet for telecom, shale for energy) justified 

unprecedented levels of investment. Eventually, supply 

outstripped demand, and the companies never earned a return on 

their investment, as discussed in our GQG Research Software is the 

New Shale.15 However, customers benefited massively from cheap 

internet and energy. 

Risk to Hyperscalers: CapEx Growers Have Historically 

Underperformed 
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Source: GQG Partners LLC, Bank of America. Data as of 31 July 2025. Relative 
performance of top decile in Last Twelve Month CapExYOYvs. the equal weighted 
S&P 500 (31 January 1986 through 31 July 2025). You cannot invest directly in an 
index. PAST PERFORMANCE MAY NOT BE INDICATIVE OF FUTURE RESULTS. 

https://gqg.com/insights/is-software-the-new-shale/






In contrast, big tech in the late 1990s was growing rapidly with minimal competition or Cap Ex requirements. Like today, there were many 

low-quality businesses (such as Pets.com), but that was not the case for the mega caps of that era. Microsoft is a great example of the 

sector's business quality and growth at the time. In our opinion, this was truly Microsoft at its best: a hyper-profitable monopoly growing 

rapidly without CapEx and still led by its visionary founder, Bill Gates. At the very peak of the bubble, the company traded at 60x next 

twelve months' (NTM) EPS but was growing revenue by about 35% annually, which is significantly faster than almost any tech company 

today. 

Microsoft's current valuation looks cheaper at 35x NTM EPS, but the company will likely only see low-teens revenue growth,24 while facing 

increasing competition in its most important segment (Azure) and requiring massive CapEx to grow. A better analogy would be Palantir or 

ServiceNow. Palantir delivers similar 30%+ revenue growth but trades at 75x NTM revenue (not EPS). Similarly, ServiceNow trades at 50x 

EPS, but revenue only grows 20%. 

As we now know, Microsoft took 15 years to recover to its 2000 valuation levels, as the stock eventually de-rated to a maximum of 10x EPS 

despite strong earnings growth. We believe the same could happen to many of the high-flying technology companies today. 

Microsoft 1999 PalantirToday (25-Aug-25) ServiceNowToday (25-Aug-25) 

Market Cap ($bn) $600 $350 $200 

Revenue Growth >30% >30% >20% 

% Gross Margin 86% 80% 80% 

%FCFMargin 64% 42% 32% 

Valuation 60x NTM EPS 75x NTM Revenue 50xNTM EPS 

Source: GQG Partners LLC, Bloomberg. Data as of 25 August 2025. NTM: Next Twelve Month. For illustrative purposes only. Content does not constitute investment advice and 

no investment decision should be made based on it. 

We can also look at Cisco, which created the hardware used to power the internet. This was essentially the Nvidia of the internet era, and it 

briefly became the world's largest company at just over US$500billion-equivalent to 5% of US GDP at the time-prior to the bubble's 

collapse. (Nvidia is currently valued at 15% of GDP.) The core belief then was that internet traffic would double every 100 days, thus 

requiring massive purchases from Cisco. 

According to a research report published within weeks of the peak: "Cisco continues to argue that the industry will grow at 30-50% in 

countries with healthy economies. It sees several years of strong growth powered by a growing acceptance of the internet as a crucial tool 

for business and government...Revenues of $4.35 billion rose 53% over the year-prior number of $2.85 billion: FQ2 marked the eighth 

quarter of accelerating topline growth."25 

In other words, Cisco's business was booming, hence why it was viewed as a must-own name and traded at more than 20x NTM revenue at 

the peak-similar to Nvidia today. 

I MISPERCEPTION #3: THE BROADER US MARKET TODAY IS CHEAPER THAN ITWAS IN 2000

The S&P 500 trades at 23x EPS today, compared to 25x at the dotcom peak in 2000. While interest rates were slightly higher back then, 

earnings growth was significantly faster and were not artificially inflated by massive CapEx stimulus. 







I WARNING SIGNS AHEAD

At GQG, we rarely turn cautious purely based on rich valuations. However, the trifecta of rich valuations, increasing macro risk, and-perhaps most importantly-deteriorating 

company fundamentals is very dangerous. We believe much of today's market leadership has effectively become indexed to the Al theme, whether it be industrials, independent 

power producers, semiconductors, or capital market businesses. 

It is important to underscore just how much more cyclical this broad theme has become-a fact that we believe many quality growth managers similarly underappreciated in 2022, 

leading to significant losses. Recall that most Al Cap Ex is funded by advertising revenue, which is extremely cyclical. In the commodity cycle, investors similarly paid a heavy price 

for confusing inherently cyclical businesses as secular growers. 

To be clear, Nvidia was an unquestionably great company in 2018 and 2022, yet the stock still collapsed around 60% in both cases due to the underlying cyclicality. In many ways, 

Nvidia and other tech giants today have become this generation's equivalent of the Nifty Fifty 'one decision stocks'-companies so dominant that they appear untouchable. 

However, as we noted in an earlier �RM, even the best businesses can lead to poor investment outcomes if bought at inflated prices. We would also remind readers that even the 

best management teams are notoriously bad at predicting inflection points. For example,Jensen Huang, while undoubtedly an exceptional operator, still led investors into 

significant drawdowns during the recent semiconductor downcycle, like the cheerleading we saw from John Chambers at Cisco, Jack Welch at General Electric, and Jeff Bezos at 

Amazon in the late 1990s.27 

Bulls will surely argue we are in 1995, not 1999-suggesting more upside ahead-but we disagree for two key reasons. First, retail mania. The resurgence of meme stocks, zero­

dated options, and levered ETFs mirrors the late-stage froth of 2021, which signaled the end of the last bull run. Second, valuations. Tech names already trade at 1999-like 

multiples, unlike the reasonable levels of 1995-1998. Giants like Nvidia, at a US$4.5 trillion market cap, leave little room for outsized growth, in our view. 

For reference, the S&P 500 traded at a maximum of 15x NTM EPS in 1995 and only crossed 20x near the end in 1998. On a trailing 12-month basis, the S&P technology subset's 

price-to-sales ratio is 10x compared to 4x going into 1999, while its price-to-earnings ratio is 42x versus 46x back then. Moreover, earnings growth tells a sobering tale: at the 

height of the late 1990s boom, broader market growth was on the order of 18% per annum in the five years leading into 1999. Today, that figure sits closer to 10% despite valuations 

remaining lofty. 

This contrast is even more stark when viewed in the context of the fiscal backdrop. In 1999, the US government was running a budget surplus so substantial that senior Treasury 

officials were concerned about the possibility of eliminating Treasury issuance altogether. As the NY Fed noted in April 2000, the real prospect of paying back all outstanding debt 

over the next decade sparked concerns about the potential impact on Treasury market liquidity and its role as the risk-free benchmark.28 

In our view, big tech no longer offers the unique growth it once did, yet it trades at lofty 30x-50x free cash flow multiples. Meanwhile, we see exciting opportunities elsewhere with 

the potential for similar low double-digit returns over a full market cycle at what we believe is a significantly lower level of risk. Today, we see better opportunities outside the tech 

sector. 

So, the question for investors becomes: how much of your retirement would you bet on the Al bubble? 

Recommended Reading 

> 'It's almost tragic': Bubble or not, the Al backlash is validating what one researcher and critic has been saying for years 

First it was the release of G PT-5 that OpenAI "totally screwed up," according to Sam Altman. Then Altman followed that 

up by saying the B-word at a dinner with reporters. 

"When bubbles happen, smart people get overexcited about a kernel of truth," The Verge reported on comments by the 

OpenAI CEO. Then it was the sweeping MIT survey that put a number on what so many people seem to be feeling:A 

whopping 95% of generative Al pilots at companies are failing. 

> Brace for a crash before the golden age of Al 

History teaches that tech revolutions follow a predictable cycle of installation followed by creative destruction. 

> 'Absolutely immense': the companies on the hook for the $3tn Al building boom 

Meta is building "Prometheus" and "Hyperion", Elon Musk's xAI has "Colossus", and OpenAI is developing "Stargate" -

each a more than $100bn project to build the world's most powerful supercomputer and usher in a new generation of 

artificial intelligence. 

But each of those gargantuan ventures is just a fraction of the spending required to build the data centres needed to 

power the Al era: one of the biggest movements of capital in modern history. 

> Gen Al descends into disillusionment 

Inconsistent results, hallucinations, and a lack of use cases tolerant to inaccuracies have sent generative Al into a 

downward hype cycle. 

The excitement over generative Al in the enterprise has passed its peak, and better use cases and more accurate results 

may be needed to renew the enthusiasm, experts say, as the technology slides deeper into the Gartner Hype Cycle's 

dreaded trough of disillusionment. 

https://gqg.com/insights/playing-with-fire/







