


11. CHALLENGES FROM Al AND A SATURATING DIGITAL ADVERTISING MARKET

Al Could Cannibalize Google's Cash Cow 

After dominating the search market for years with minimal 

competition, much like Federer's dominance during his peak years, 

Google's core search business is now under siege by a new 

generation of Al-powered competitors. Just as Federer faced a 

younger, faster field of rivals such as Rafael Nadal and Novak 

Djokovic, who challenged his supremacy, Google-despite owning 

its own Al-driven search tool, Gemini-now finds itself grappling 

with the rise of OpenAl's ChatGPT, xAl's Grok, and Anthropic's 

Claude. These competitors represent a major disruption to 

Google's traditional ad-driven model. Microsoft's CEO, Satya 

Nadella, once referred to internet search as the ultimate "no-fly 

zone" in Silicon Valley-a market so overwhelmingly dominated by 

Google that no competitor dared challenge it. That dominance 

began to unravel with ChatGPTs launch in 2022. By August 2025, 

Mc Kinsey estimated that 44% of consumer purchasing journeys 

were driven by Al-powered search, surpassing traditional search, 

which accounted for only31%. This trend is illustrated in the 

accompanying chart, which highlights the growing preference for 

Al tools in purchasing decisions. 

Even if Google emerges as the leader in Al search with the 

integration of Gemini, its business model is likely to suffer, in our 

view. The traditional search model relied on users clicking through 

to publisher websites-commonly known as "10 blue links"­

generating multiple ad impressions along the way. Since Google's 

incorporation of Al into its search results, which provides direct, 

synthesized answers, user click-through rates collapsed. Analysts 

estimate that over 50% of Google searches could now end without 

a single click to any website. This behavioral shift cannibalizes the 

primary revenue stream that built the business.1 

Digital Information Sources Preferred by Consumers to 

Inform Their Purchasing Journeys 

Percent of respondents 

9% 44% 

• Al-Powered Search • Search Engines 

• Retailer or Brand Sites • Review Sites 

• Social Platforms • Editorial Content 

• Live Commerce 

Source: GQG Partners LLC (chart). Mc Kinsey's Al Discovery Survey (data). Data as of 

August 2025. Notes: Figures do not sum to 100% because of rounding. Purchasing 

journeys question: Rank the sources in order of most to least likely to use when 

researching or making decision related to a category, brand, product, or service. 

Respondent/users surveyed stated they use one of the following Al-powered search 

tools: ChatGPT, Claude, Copilot, Gemini, Google Al Overview, or Perplexity. 

Moreover, Al-driven search not only undermines Google's core revenue but is also significantly more costly to operate. As detailed in our 

Dotcom on Steroids: Part II paper, traditional keyword search runs efficiently on precomputed indexes, making it relatively cheap to scale. In 

contrast, Large Language Model (LLM)-based search requires compute-heavy inference for every query. John Hennessy, chairman of 

Alphabet, noted that each Al-powered query consumes about 10x more energy than a traditional search-a gap that persists even as 

hardware efficiency improves.2This energy intensity translates directly into financial cost. Put simply, answering with a large Al model uses 

far more computing resources and energy than retrieving results from a precomputed index. For Google, this creates a double-edged 

sword: Al cannibalizes its core business while adding operational costs, raising questions about the long-term sustainability of this model. 

The Overall Market Will Not Bail Google Out 

Advertising bulls argue that Al will expand the total addressable market, suggesting that greater productivity will push advertising to 

occupy a larger share of GDP. However, historical data argues otherwise. Despite seismic shifts in media from print to radio to television to 

the internet to mobile, global advertising spend has consistently remained at 1% to 2% of GDP for over a century. We think the strong 

growth of the 2010s was a recovery from the post-dotcom "lost decade," not a fundamental shift in the market. Today, advertising spend as 

a percentage of GDP has returned to its 2000 highs, suggesting little room for further expansion. 

https://gqg.com/insights/dotcom-on-steroids-part-ii/






Making matters worse, the accounting flatters results in a way that 

will not last, in our opinion. Cloud providers have been extending 

the depreciation timelines for CPUs-treating hardware that we 

expect will lose economic value within one to three years as if the 

equipment will remain useful for six to seven years. For example, in 

Q4 2025, Google Cloud reported operating margins of 30.1% 

based on a six-year depreciation schedule. However, if Google 

used a more realistic three-year schedule to account for the rapid 

obsolescence of Al-training-focused assets such as GPUs and 

TPUs, those margins would compress toward break-even. This 

approach of spreading costs over a longer time than is realistic 

creates serious risks for future earnings, as this practice artificially 

inflates short-term profitability by recognizing revenue upfront 

while deferring expenses into later years through unrealistic asset 

lifespans (as pointed out in our Dotcom on Steroids: Part Ill). 

The spending pressure Alphabet is under has pushed the company 

toward a level of financial liability once foreign to its business 

model. By the end of 2025, uncommenced lease obligations spiked 

to over $50B. These leases represent binding future commitments 

to data centers and other related projects. To put this growth in 

perspective, the company held only $7.3B in such commitments as 

recently as 2024. These growing off-balance-sheet liabilities limit 

Alphabet's flexibility, effectively locking the company into a high­

stakes bet on the long-term profitability of Al, with little room for 

maneuvering, in our view. 

Alphabet's Pending Leases Have Accelerated 
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GQG Partners LLC (chart). Alphabet Form 10-K (data). Figures are based on annual 

10-K reporting. Data as of 31 December 2025. Content does not constitute investment 

advice and no investment decision should be made based on it. 

Further, Alphabet is now quietly taking on a new role in the Al buildout: backstopping other companies' balance sheets. In its recent filings, 

Alphabet has introduced new obligations tied to unconsolidated vehicles, including credit backstops for data center structures and 

financial guarantees for energy infrastructure partners.3These contingent liabilities are creatures of the Al era, and their accounting 

involves a high degree of judgment. 

This shift raises serious concerns about the direction of Alphabet's business strategy. A company that once operated as a nimble, capital­

light advertising broker is increasingly involved in construction financing and complex financial arrangements. Historically, we think 

companies with intricate accounting tend to experience price-to-earnings (P/E) multiple compression, as investors demand a higher risk 

premium. 

13. CYCLICALITY AND OVERVALUATION AMID SLOWING GROWTH

Advertising is one of the most economically sensitive line items in any budget. It tends to be the first thing companies cut when conditions 

tighten. As the world's largest advertising platform, Google is a direct reflection of this cyclicality. We believe that 2026 represents a similar 

set up to the 2022 cycle. 

A Trip Down Memory Lane 

During the COVID stimulus boom of 2020-2021, businesses aggressively expanded their digital advertising. Revenue growth for Google 

Services (search ads, You Tube ads, network ads, and subscriptions) climbed from $152B in 2019 to $169B in 2020 (11% year-over-year 

growth) to $238B in 2021 (41% year-over-year growth). 

After inflation began to ripple through the economy and the Federal Reserve responded by hiking rates aggressively in 2022, the business 

cycle turned. Alphabet's financial performance responded in the same cyclical fashion: Google Services' revenue growth slowed to 6.7% 

year-over-year and net income fell 21% leading the stock to plummet nearly 40% over the course of that year. 

https://gqg.com/insights/dotcom-on-steroids-part-iii/









