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The current surge in AI investments mirrors the exuberance 
of the late 1990s dot-com boom, with capital pouring into 
infrastructure and tech hardware at an unprecedented scale. 

Measured as a percentage of U.S. GDP, these investments have already 
surpassed the dot-com era (Exhibit 1). The only historical parallel requires 
looking back to the 1820-30s, when the U.S. and the U.K. heavily invested in 
railroads. While AI represents a revolutionary leap forward, much like the 
internet 25-30 years ago, the parallels to past speculative bubbles are hard  
to ignore. The question is whether we are still in the early stages of growth  
or nearing unsustainable levels. 

Exhibit 1: AI CapEx versus telecom CapEx in the 90s
“�While AI 
represents  
a revolutionary 
leap forward, 
much like the 
internet 25-30 
years ago, the 
parallels to past 
speculative 
bubbles are 
hard to ignore.”

Source: Bloomberg, Lombard Research, based on U.S. GDP in dollars, as at H1 2025.

On the surface, the enthusiasm appears justified. There is no sign that capital 
expenditure in AI infrastructure is slowing. The leading companies driving 
these investments maintain strong balance sheets, allowing them to sustain 
aggressive spending on datacentres, chips, and model training without financial 
strain. Demand for AI services continues to grow exponentially, as reflected by 
rising AI token usage. This aligns with Jevons paradox – falling costs per token 
makes AI cheaper to use, which in turn stimulates even greater demand. And 
demand from enterprise AI has barely started (Exhibit 2). Technological progress 
on both the hardware and software fronts also continues at a remarkable 
pace. The computational requirements for new AI models continue to increase 
at more than twice the rate of Moore’s Law (the number of transistors in 
a chip doubles every two years), fuelling sustained demand for advanced 
semiconductors and high-performance memory. Finally, while valuations  
of AI-related stocks are at or near historical highs, they remain below the 
extremes reached during the dot-com bubble.
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However, there are some good reasons for scepticism: rising 
leverage, the risk of competition undermining monetisation, 
and growing energy and infrastructure constraints.

Rising leverage: AI investments are consuming a growing 
share of cloud service providers’ free cashflows (Exhibit 
3), while a flood of new entrants over the last 12-18 months 
are relying exclusively on leverage. In this context, some 
emerging trends warrant caution, particularly the rapid 
expansion of private credit exposure to AI and the growing 
reliance on structured and vendor financing to purchase GPUs. 

Many newer entrants with weaker balance sheets 
are turning to private markets to finance GPUs and 
datacentres, with two-thirds of VC capital (Exhibit 4) and 
one-third of U.S. private credit (Exhibit 5) in 2025 allocated 
to AI infrastructure. GPUs are increasingly being used as 
collateral to raise additional capital or are being leased 
back by suppliers. Off-balance sheet financing, private 
credit growth exposure to AI, GPU-backed loans and, more 
recently, M&A between suppliers and customers (circular 
financing), raise red flags about the sustainability of the 
current rate of growth in AI investment.

Monetisation challenges: AI investments in GPUs 
and datacentres typically begin 2-3 years before AI 
revenues materialise and 5-6 years before profits are 
realised. Consequently, the monetisation pathway for AI 
capital expenditures remains uncertain. Three primary 
risks to monetisation and returns are becoming more 
apparent, in our view. These are heightened competition, 
slower incremental advancements in AI models, and 
misjudgements in depreciation estimates. The success 
of a technology does not guarantee profitability for all 
participants; as mentioned there is a growing number 
of debt-funded entrants into the market, which could 
undermine future capital returns for the industry.  
Current monetisation remains limited, with Menlo Venture 
estimating a total industry-wide revenue of around USD12 
billion from consumer and around USD25 billion from 
business subscriptions. This compares to total AI  
datacentre CapEx of around USD250 billion this year1. 

Exhibit 2: Enterprise adoption remains low  
but is increasing rapidly

Source: Business trends and outlook survey (Census Bureau). 
Note: data shown as a 4-survey average.

Exhibit 3: U.S. and China hyperscalers CapEx  
as a % of operating cashflow

Source: company data, UBS, as at October 2025.

Exhibit 4: VC exposure to AI industry

Source: The Pitchbook, as at June 2025.

Exhibit 5: Private credit exposure to AI industry

Source: company data, UBS, as at October 2025.

1	 Bank of America, November 2025.
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Additionally, GPUs, comprising around 40% of datacentre 
costs, may depreciate faster than anticipated, further 
straining returns. Even with current depreciation rates,  
the long timeline to profitability places increasing  
pressure on returns.

Infrastructure and energy constraints: the rapid growth 
in datacentre construction has strained the U.S. energy 
grid. Private construction spending on data centres has 
nearly tripled from USD14 billion annually in December 
2022 to USD40 billion by June 2025 and growth in AI-related 
power consumption has doubled in 2025 from the prior 
year (Exhibit 6). This has led to companies scrambling 
to secure long-term energy deals. According to a recent 
survey by Schneider Electric, access to power in the U.S. 
is the number one risk to growth. 92% of respondents see 
grid constraints as the key challenge, with long utility 
wait times slowing down expansion. Access to chips and 
permitting issues were ranked in importance. If datacentre 
CapEx had to continue to grow at this pace, it’s estimated 
that there is a potential shortfall of ~45GW of power  
in the U.S. between now and 2028 (Exhibit 7). To put this  
into context, 45GW of electricity is an immense amount, 
equal to powering a whole country like Italy. 

Summary 
The investment thesis of investors in the dot.com 
revolution wasn’t wrong. The internet has indeed 
transformed the world and created multi-trillion-dollar 
market cap companies. Instead, the lesson was that 
the excitement of a new transformative technology can 
result in too much capital chasing too few companies, 
pushing up valuations beyond reasonable expectations 
and reducing future investment returns. Despite its recent 
outperformance, the EM IT sector continues to trade 
at a significant discount of approximately 80% relative 
to the IT sector in developed markets (Exhibit 8). This 
substantial discount, combined with the fact that it  
is less widely owned than U.S. tech, could provide 
resilience in the event of significant market correction.

Exhibit 6: Total power growth used by Gen AI

Source: Morgan Stanley, as at October 2025.

Exhibit 7: Potential power shortfall for U.S. 
datacentres 2025-28

Source: Morgan Stanley, as at October 2025.

Exhibit 8: MSCI DM IT versus MSCI EM IT indexes P/BV (USD) 

Source: Bloomberg, as at 30 September 2025. 



Artificial Intelligence: paradigm shift or bubble? Maybe it’s both | 4

Author 

Guido Giammattei 
Portfolio Manager 

MBA (2005), Carroll Graduate School of Management, Boston College,  
U.S.; BSc (Economics) (1998), Universita’ Cattolica Del Sacro Cuore, Italy.

Guido is a portfolio manager on the RBC Emerging Markets Equity team at RBC GAM-UK. In this role he is 
responsible for research on Taiwan and Central and Eastern Europe. Prior to joining the organization in 2010, 
Guido worked as an emerging markets portfolio manager and also as an equities analyst at a U.K.-based asset 
management firm Rexiter Capital Management, specializing in global emerging market strategies. He had 
previously worked at HSBC Asset Management firm as a securities analyst, where he progressed to become  
a junior portfolio manager. Guido began his career in the investment industry in 1998 as an equity and derivatives 
trader in Italy.



This material is provided by RBC Global Asset Management (RBC GAM) for informational purposes only and may not be reproduced, distributed or published 
without the written consent of RBC GAM or the relevant affiliated entity listed herein. RBC GAM is the asset management division of Royal Bank of Canada (RBC) 
which includes RBC Global Asset Management Inc. (RBC GAM Inc.), RBC Global Asset Management (U.S.) Inc. (RBC GAM-US), RBC Global Asset Management (UK) 
Limited (RBC GAM-UK), and RBC Global Asset Management (Asia) Limited (RBC GAM-Asia), which are separate, but affiliated subsidiaries of RBC. 

In Canada, the material may be distributed by RBC GAM Inc., (including PH&N Institutional), which is regulated by each provincial and territorial securities 
commission. In the United States (US), this material may be distributed by RBC GAM-US, an SEC registered investment adviser. In the United Kingdom (UK) 
the material may be distributed by RBC GAM-UK, which is authorised and regulated by the UK Financial Conduct Authority (FCA), registered with the US 
Securities and Exchange Commission (SEC), and a member of the National Futures Association (NFA) as authorised by the US Commodity Futures Trading 
Commission (CFTC). In the European Economic Area (EEA), this material may be distributed by BlueBay Funds Management Company S.A. (BBFM S.A.), which 
is regulated by the Commission de Surveillance du Secteur Financier (CSSF). In Germany, Italy, Spain and Netherlands the BBFM S.A. is operating under a 
branch passport pursuant to the Undertakings for Collective Investment in Transferable Securities Directive (2009/65/EC) and the Alternative Investment Fund 
Managers Directive (2011/61/EU). In Switzerland, the material may be distributed by BlueBay Asset Management AG where the Representative and Paying Agent 
is BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich, Switzerland. In Japan, the material may be distributed by BlueBay 
Asset Management International Limited, which is registered with the Kanto Local Finance Bureau of Ministry of Finance, Japan. Elsewhere in Asia, the material 
may be distributed by RBC GAM-Asia, which is registered with the Securities and Futures Commission (SFC) in Hong Kong. In Australia, RBC GAM-UK is exempt 
from the requirement to hold an Australian financial services license under the Corporations Act in respect of financial services as it is regulated by the FCA 
under the laws of the UK which differ from Australian laws. All distribution-related entities noted above are collectively included in references to “RBC GAM” 
within this material.

This material is not available for distribution to investors in jurisdictions where such distribution would be prohibited. 

The registrations and memberships noted should not be interpreted as an endorsement or approval of RBC GAM by the respective licensing or registering 
authorities. 

This material does not constitute an offer or a solicitation to buy or to sell any security, product or service in any jurisdiction; nor is it intended to provide 
investment, financial, legal, accounting, tax, or other advice and such information should not be relied or acted upon for providing such advice. Not 
all products, services or investments described herein are available in all jurisdictions and some are available on a limited basis only, due to local 
regulatory and legal requirements. Additional information about RBC GAM may be found at HYPERLINK “https://urldefense.com/v3/__http:/www.rbcgam.
com__;!!M8bIXxAs4Q!15wDd55IyJUQSDI8XeWfC8VMJNVIDh8sUGCB5kpkablllkekAcmJR8s8Pv5tlO4rNiweri4BSzQGfMHvBRGtKAjbi_A$”www.rbcgam.com. 
Recipients are strongly advised to make an independent review with their own advisors and reach their own conclusions regarding the investment merits and 
risks, legal, credit, tax and accounting aspects of all transactions.

Any investment and economic outlook information contained in this material has been compiled by RBC GAM from various sources. Information obtained from 
third parties is believed to be reliable, but no representation or warranty, expressed or implied, is made by RBC GAM, its affiliates or any other person as to its 
accuracy, completeness or correctness. RBC GAM and its affiliates assume no responsibility for any errors or omissions in such information. Opinions contained 
herein reflect the judgment and thought leadership of RBC GAM and are subject to change at any time without notice.

Some of the statements contained in this material may be considered forward-looking statements which provide current expectations or forecasts of future 
results or events. Forward-looking statements are not guarantees of future performance or events and involve risks and uncertainties. Do not place undue 
reliance on these statements because actual results or events may differ materially.

® / TM Trademark(s) of Royal Bank of Canada. Used under licence. © RBC Global Asset Management Inc., 2025. IC25111382.

Published November 2025

RE/0320/11/25




Accessibility Report



		Filename: 

		BlueBay AI paradigm shift or bubble? Maybe it’s both_Canada_Nov25_v6.pdf






		Report created by: 

		Chris Allanson, STUDIO@REDENGINEDESIGN.COM


		Organization: 

		





 [Personal and organization information from the Preferences > Identity dialog.]


Summary


The checker found no problems in this document.



		Needs manual check: 2


		Passed manually: 0


		Failed manually: 0


		Skipped: 1


		Passed: 29


		Failed: 0





Detailed Report



		Document




		Rule Name		Status		Description


		Accessibility permission flag		Passed		Accessibility permission flag must be set


		Image-only PDF		Passed		Document is not image-only PDF


		Tagged PDF		Passed		Document is tagged PDF


		Logical Reading Order		Needs manual check		Document structure provides a logical reading order


		Primary language		Passed		Text language is specified


		Title		Passed		Document title is showing in title bar


		Bookmarks		Passed		Bookmarks are present in large documents


		Color contrast		Needs manual check		Document has appropriate color contrast


		Page Content




		Rule Name		Status		Description


		Tagged content		Passed		All page content is tagged


		Tagged annotations		Passed		All annotations are tagged


		Tab order		Passed		Tab order is consistent with structure order


		Character encoding		Passed		Reliable character encoding is provided


		Tagged multimedia		Passed		All multimedia objects are tagged


		Screen flicker		Passed		Page will not cause screen flicker


		Scripts		Passed		No inaccessible scripts


		Timed responses		Passed		Page does not require timed responses


		Navigation links		Passed		Navigation links are not repetitive


		Forms




		Rule Name		Status		Description


		Tagged form fields		Passed		All form fields are tagged


		Field descriptions		Passed		All form fields have description


		Alternate Text




		Rule Name		Status		Description


		Figures alternate text		Passed		Figures require alternate text


		Nested alternate text		Passed		Alternate text that will never be read


		Associated with content		Passed		Alternate text must be associated with some content


		Hides annotation		Passed		Alternate text should not hide annotation


		Other elements alternate text		Passed		Other elements that require alternate text


		Tables




		Rule Name		Status		Description


		Rows		Passed		TR must be a child of Table, THead, TBody, or TFoot


		TH and TD		Passed		TH and TD must be children of TR


		Headers		Passed		Tables should have headers


		Regularity		Passed		Tables must contain the same number of columns in each row and rows in each column


		Summary		Skipped		Tables must have a summary


		Lists




		Rule Name		Status		Description


		List items		Passed		LI must be a child of L


		Lbl and LBody		Passed		Lbl and LBody must be children of LI


		Headings




		Rule Name		Status		Description


		Appropriate nesting		Passed		Appropriate nesting







Back to Top


