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I EXPLOSIVE GROWTH, UNPRECEDENTED SPENDING 

To give credit where it is due, OpenAI has firmly established itself as a leading innovator with its LLMs. Its market leadership is evidenced by 

rapid user adoption of their ChatGPT product which has swelled to over 800M weekly active participants and many large enterprise 

customers, in addition to revenue of billions of dollars, in the span of a few years.4•5 

OpenAI Revenue 

Projections beyond 2024 
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However, success is rarely free. 

Cash Crunch 

OpenAI is now projecting much higher cash burn due to 
cloud computing and data center related expenses 
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This explosive growth has been financed by record-breaking capital infusions and expenditures to build the infrastructure to support it.6 This 

unprecedented level of spending is underwritten by market forecasts of what we view as extraordinary economic gains that may ultimately 

prove to be unsustainable. While these investments signal widespread enthusiasm, they obscure the structural challenges that threaten 

OpenAl's path to durable profitability. Despite the hype, the translation of this breakthrough technology into a resilient business is far from 

certain. 

While we will not go into the details here, refer to the links at the end of this piece to read about what has been widely reported on both the 

circularity and domino effect OpenAI is having on other companies.7•8•9 Instead, we will delve into OpenAl's dynamics from an economic and

technology perspective to illustrate why we believe it fails the proverbial "smell test" given that most analysts seem to be ignoring the facts. 

I THE MYTH OF THE METRIC 

While impressive on the surface, high usage metrics (of which OpenAI has many to showcase) can often mask fundamental weaknesses in the 

quality of demand for a product and its ability to retain users. Specifically, a significant portion of OpenAl's current user engagement is largely 

driven by free-tier users using it for non-productive reasons.10•11 This type of usage inflates activity metrics used for raising copious amounts of

capital, but we believe it holds little signaling power for future revenue, making it a poor proxy for sustainable customer value. Not to mention 

that 90% of ChatGPT users are outside of the United States, according to Friar. Furthermore, we believe the translation of enterprise use into 

durable and sticky revenue is undermined by several key factors: 





But let us lower the standards a bit and put AGI to the side-can Al, as we know it today, meaningfully improve? Was GPT-5 materially better 

than its predecessor, and was its rate of improvement comparable to the step up from GPT-3 to GPT-4? A cursory glance at release cadence, 

benchmark deltas, sharply rising compute, and power requirements suggests step-function gains are becoming rarer and more expensive-an 

uncomfortable backdrop for valuations and hype that implicitly assume (need?) continued leaps. 

Rising Costs, Shrinking Gains 

Version Release Date Time Since Previous Estimated Training Cost Benchmark Improvement vs Prior 

GPT-2 Feb 2019 ~7 months ~$0.05 M ~+100% (vs GPT-1) 

GPT-3 June 2020 ~16 months ~$5M ~+60% 

GPT-4 Mar 2023 ~33 months ~$100 M -+40% 

GPT-5 Aug 2025 ~29 months ~$750 M ~+20% 

Source: GQG Partners LLC (chart). Paul Kedrosky (data). Data as of 17 November 2025. 

The uncomfortable truth is that this technology is running into hard constraints: the reservoir of high-quality human data is finite, returns to 

scale are slowing, and a recursive reliance on synthetic data risks degrading the signal. As a result, products like ChatGPT look a lot less like 

software with zero-marginal-cost scale and more like metered compute with rising variable inputs and operational choke points. 

The illusion of scale 

The unit economics of LLM providers do not seem to align with the 

high-margin, scalable models of successful Software-as-a-Service 

(SaaS) and marketplace companies. Unlike a SaaS model, the cost of 

adding a new LLM customer is not zero because the cost of compute 

for LLMs scales with the users, leading to an organic barrier to 

economies of scale that this business model can achieve. And unlike 

Uber, as an example, an LLM does not benefit from network effects in 

that the value of its service does not inherently improve as more 

users engage with it. 

However, this flawed comparison appears to be driving a classic 

Venture Capital-subsidized "blitz-scaling" strategy that is now playing 

out globally. As shown in the graph, Al adoption has been unequal 

between geographies with varying GDP per capita. The lowest 

adoption rates can be seen in low GDP per capita countries, which 

tend to be more price sensitive, so providers seem to be using deeply 

subsidized pricing to capture users in these markets. 

OpenAI, for instance, has introduced local plans in India, its biggest 

market after the US, at a fraction of the global price. Also in India, 

Perplexity, an Al-powered search engine, is bundling $20 per month 

subscriptions for free in mobile plans where telecom providers 

generate as little as $3 per month in revenue per user. It is difficult to 

rationalize how acquiring these highly price-sensitive users 

contributes to the future profitability that current valuations demand. 

ChatGPTWeekly Average Users 

As a share of Internet population versus GDP per capita 
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Source: GQG Partners LLC (chart). Empirical Research (data). "Internet population" uses 
2023 estimates from the World Bank. 

If growth within the consumer market relies on unsustainable subsidies, the hope for profitability must lie with enterprise adoption. This has 

been a comparatively bright spot, with enterprise spending on foundation models more than doubling in the first half of 2025. However, we 

believe this optimism is tempered by significant headwinds. 





We believe there is another underappreciated risk: the intense 

competition for talent among the Al labs. OpenAI is on track to 

spend close to $6B on stock-based compensation in 2025 alone.32 

Since these are all based on the company's -$500B valuation, even 

a modest slowdown could heighten the challenge of retaining key 

employees. However, despite the possible headwinds, OpenAI 

continues to raise its revenue expectations. 

This all leads back to one unavoidable consequence: the math 

seemingly does not work, and the capital-intensive nature of the 

business creates relentless liquidity pressure. Despite record­

breaking revenue, OpenAI has raised over $40B this year, up from 

$6.6B in 2024, all in addition to revolving credit lines and 

infrastructure partnerships. To keep up their growth, arguably by 

subsidizing the cost of compute for users and maintaining their 

high-in-demand workforce, we think they will need to keep raising 

money at record-breaking rates. 

Using a quick back-of-the-envelope calculation, taking the 136M US 

private workforce at the going subscription rate of $20 per user per 

month yields less than $3B in revenues-and of course that is before 

discounts, usage caps, or reseller splits. To put this into perspective, 

Google raised just $26M (-$60M in today's terms) before becoming 

profitable, while Meta raised about $480M (-$800M today).33•34 By 

comparison, OpenAl is projected to burn through a staggering 

$115B before it even hopes to reach free cash flow profitability in 

2030.35 The scale of this capital consumption is without precedent. 

Not so open to other Als 

This constant need for capital exposes a deeper vulnerability: the 

absence of a durable competitive moat. In a head-to-head matchup 

against other well-funded labs like Google and Anthropic, any 

performance advantage is fleeting. Minute differences between top 

models and low switching costs prevent the formation of a durable 

price premium or sticky user base, as evidenced by Anthropic's 

recent capture of a major share of the software coding market.36

This vulnerability is magnified by the disruptive and often 

understated force of the open-source community. While closed­

source models have historically maintained a performance lead, that 

gap is closing. Notably, China's open-source Kimi K2 Thinking model 

has now demonstrated performance results that match or exceed 

the leading closed-sourced reasoning systems from the likes of 

OpenAI and Anthropic, underscoring just how quickly the frontier is 

shifting.37

As the graph shows, this is far from anomalous: open-source models 

consistently catch up to (and now seemingly surpass) the state-of­

the-art performance of their closed-source counterparts. 

Rising Revenue 

OpenAl has increased its revenue projections, 
anticipating more from ChatGPT and new products, 
including monetizing people who use ChatGPT for free 
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Furthermore, we have seen that open-source models optimize resource utilization that ultimately improves efficiency and lowers the cost of 
inference resulting in even more adoption and innovation.
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https://www.youtube.com/watch?v=_t9RtdLPZPA
https://www.bloomberg.com/news/features/2025-10-07/openai-s-nvidia-amd-deals-boost-1-trillion-ai-boom-with-circular-deals
https://www.businessinsider.com/at-an-ai-conference-attendees-were-asked-which-startup-they-would-short-2025-11
https://on.ft.com/4ivqWVr
https://www.dwarkesh.com/p/andrej-karpathy
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DEFINITIONS 

Al benchmarks: standardized tests that evaluate and compare the performance of artificial intelligence systems, using a specific dataset or set of prompts and a scoring method to 

measure performance on a particular task. 

Capital-intensive: a business or industry requires a large investment in physical assets like machinery, equipment, and buildings to produce goods or services. 

GDP per capita: a country's gross domestic product (GDP) divided by its population. 

Hallucinations: When a large language model perceives patterns or objects that are nonexistent, creating nonsensical or inaccurate outputs. 

Cost of inference: the total expense of using a trained Al model to generate an output, including resources like computing power, energy, storage, and network usage. 

Closed Source vs Open Source: Open-weight models provide access to the model's parameters (weights), allowing for customization, while closed-weight models are proprietary 

and accessible only via an API. Key differences include customization and control, security and privacy, and innovation and flexibility. Open-weight models offer greater flexibility 

and security for sensitive data, while closed-weight models provide convenience and potentially higher initial performance through a managed API. 








