
Key Takeaways 

> Hyperscaler Al CapEx spending is inflating S&P 500 earnings by creating artificial accounting profits

through cascading revenue recognition and aggressive depreciation timelines, with significant risks of

reversals as spending slows

> The growing weight of semiconductors in the S&P 500 introduces heightened cyclicality, making the index

vulnerable to earnings corrections as Al-driven spend normalizes and hardware oversupply emerges

> Venture capital dependency and saturation in GPU markets signal unsustainable growth in hyperscaler

revenues, threatening broader market stability and exposing mispriced valuations

I WHY HYPER SCALER CAPEX IS DISTORTING S&P 500 EARNINGS

Recently, many investors have started to question the circularity of revenues in the Al universe-and rightfully so, in our view.1•2 As Al Capital 

Expenditure (CapEx) spending cascades through the system, it generates multiple layers of revenues and earnings across the supply chain, 

inflating reported results, and giving what we believe is an exaggerated sense of profitability. This earnings multiplier effect arises from 

differences in the accounting treatment of revenue recognition (typically within a few months) versus depreciation (an expense spread out 

over many years). In our view, this cascade of accounting profits across the entire Al supply chain will likely create a significant downward 

earnings revision cycle when hyperscalers eventually reduce their CapEx plans (arguably preceded by markets becoming concerned with 

ever-increasing spending plans like we have started to see with Meta following their Q3 2025 earnings results).3

As long-term investors, we believe that understanding capital cycles is one of the most important aspects of investing. Indeed, eventually 

the longer-term math matters, similar to what we witnessed for a whole slew of software businesses some years back which we wrote about in 

our "Is Software the New Shale?" white paper.4 As we try to understand the second-derivative implications of increased hyperscaler Cap Ex 

spending, one question is: How could this spending impact the earnings of other companies in the S&P 500? Conceptually, here is the 

dynamic: when a hyperscaler (Company A) spends $100 on Cap Ex, it records no expense on its income statement other than an incremental 

depreciation figure, which is spread over many years. For simplicity, assume this incremental $100 Cap Ex spend by Company A is fulfilled by 

Company B. This expenditure becomes incremental revenue for Company B, on which it earns a margin that boosts its earnings. In turn, 

Company B might have its own CapEx outlay that is then fulfilled by Company C, and so on and so forth. 

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








"I would expect that we will see a supply constrained environment for the vast majority of next year is my guess at the 

moment. But a lot of that has to do with the time of our demand is just too great." 

Jensen Huang, Nvidia, August 2021 

"Hyper cloud and service provider demand continued to be strong ... On the supply side, our lead times remain extended 

and stable. Inventory in our channels and at our customers remains very lean ... What we continue to see with the 

recovery, and I made a point of saying that-and there's now-we're now in the midst of a very strong spending recovery 

in enterprise, particularly, so we're continuing to see strong demand bookings in the semiconductor side ... growth in 

networking, broadband, server storage lately of some 20% to 30% year-on-year are real true end demand. .. going into 

'22, firing on all cylinders. And by that, I mean more than just forecasting. We've actually seen the backlog. We have the 

backlog and they keep building up." 

Hock Tan, Broadcom, December 2021 

"Our third quarter business was driven by strong demand across all 4 growth platforms ... We are entering a period of 

higher structural growth. The multiyear mega trend of 5G and HPC-related applications are expected to fuel a massive 

requirement for computation power and propel greater need for energy-efficient computing, which demands the use of 

leading-edge technologies ... we expect TSMC's capacity remain very tight in 2021 and throughout 2022 ... .is there any 

possibility of oversupply? Not for TSMC, okayr 

Che-Chia Wei, TSMC, October 2021 

In addition to the structural cyclicality inherent in the semiconductor industry, another factor inflating perceived profitability during the Al 

infrastructure build-out is the exclusion of key costs—most notably stock-based compensation/restricted stock units (SBC/RSUs)—from 

the non-GAAP metrics that Wall Street analysts overwhelmingly favor over their GAAP equivalents. It is our view that these metrics 

further reinforce this over-earnings dynamic; the totals are hardly immaterial, standing at nearly $250B for the most recent fiscal year. 

While RSUs masquerade as non-cash charges, they effectively represent a portion of total employee compensation expenditure, thus 

requiring businesses to spend cash on share buybacks to mitigate their dilutive effects. 

I HYPER SCALER SPENDING POWER (EARNINGS) ARE THEMSELVES AT RISK

While the over-earnings dynamic affects other companies in the S&P 500, it is important to recognize that hyperscalers themselves­

accounting for roughly a fifth of the S&P 500's weight-appear to be also over-earning, albeit through a different set of mechanisms. As we 

see it, a portion of their cloud revenues are from the Al start-up ecosystem, which is raising record amounts of capital at unprecedented 

valuations despite lacking clear long-term moats or enduring revenue potential. In some cases, ex-OpenAI employees are launching their 

own foundational Al model businesses and hitting valuations of $50B or more before a single dollar of revenue is generated.12 In other 

cases, application startups are generating revenue but expending what appears to be an unsustainable percentage of it on costly GPU 

compute. According to Andreesen Horowitz, many Al startups have already spent 80%+ of capital raised on compute resources.13 Including

the usage from Large Language Models, almost half of the incremental revenue growth in the hyperscalers' Al business has been driven by 

venture capital (VC) funding. 





I THE REALITIES OFGPUS GOING FROM SCARCITY TO GLUT

Channel checks conducted by our non­

traditional analysts across more than a 

dozen resellers reveal that Nvidia's H200 

GPUs are now widely available in bulk at a 

deep discount, with some priced more than 

50% lower than they were a year ago. 

Notably, several of these resellers have 

recently secured direct partner status with 

Nvidia and claim access to the latest 

generation of Blackwell chips. While 

discounts for Blackwells are smaller than 

those for H200s, the mere fact that these 

units are available through secondary 

marketplace channels marks a stark reversal 

from this year's narrative of extreme scarcity. 

The claim that access is limited to buyers 

with the deepest pockets and strongest 

strategic relationships no longer appears to 

hold true. 

At the same time, industry sentiment has 

shifted decisively toward renting over buying 

GPUs, but rental rates also appear to be 

weakening-a clear signal in our view of 

emerging oversupply. 

In our view, the broader implication is a 

fundamental misallocation of capital: trillions 

of dollars in planned investment over the 

coming years are at risk of generating subpar 

economic returns. This is a zero-sum game 

that diverts capital from other productive 

sectors. As we have written recently, we view 

this as the "Dotcom Bubble on Steroids," 

where the market's distortion lies not in the 

P/E ratios themselves (which are 

undoubtedly elevated by any historical 

standard), but in the inflated earnings in the 

denominator itself. 

Supply glut? Rental prices for Nv1d1a's chips have been under 

persistent decline 

Silicon Data AlOO, HlOO, and B200 Rental Price Indices($ hourly rate) 
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Source: GQG Partners LLC (chart}, Bloomberg (data), Silicon Data (data}. Data as of 30 November 2025. You 
cannot invest directly in an index. PAST PERFORMANCE MAY NOT BE INDICATIVE OF FUTURE RESULTS. 

Ultimately, we believe the market is pricing a perpetual boom in an environment that is already flashing clear signs of saturation. As 

hardware scarcity turns to glut and the circular flow of hyperscaler deals and VC slows, the earnings multiplier that has propped up the S&P 

500 faces a potential violent unwind. The current valuation framework appears to assume that hyperscaler CapEx will continue to flow 

indefinitely, enriching all those that are part of the supply chain-but our data suggests the faucet is already tightening. We believe 

Investors who are ignoring these second-derivative risks are not merely betting on Al, they are betting against the fundamental laws of 

supply and demand . In our view, when the Cap Ex merry-go-round stops, the over-earnings will vanish, leaving behind a market that is not 

only overvalued, but fundamentally mispriced. 

https://gqg.com/insights/dotcom-on-steroids/
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DEFINITIONS 

Blackwell chips are NVIDIA's next-generation GPUs designed for large-scale Al, data centers, and high-performance computing. 

CapEx (capital expenditure) refers to the funds a company uses to acquire, upgrade, or maintain long-term physical or intangible assets. Unlike operating expenses, which cover 
daily business costs, CapEx is an investment in assets expected to generate economic benefits for more than one year. 

Earnings Per Share (EPS) is a measure of a company's profitability, calculated by dividing quarterly or annual income (minus dividends) by the number of outstanding stock shares. 

Limited partners are investors in a limited partnership who provide capital but have no say in the business's management and liability that is limited to the amount of their 
investment. They are often referred to as "silent partners· and are common in venture capital funds and private equity, where the partnership structure is used to raise capital from 
passive investors. 

Net IRR (Internal Rate of Return) is the actual, alter-lee rate of return an investor receives on an investment, accounting for all costs, management lees, and carried interest. 
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