
ECONOMICS & STRATEGY  

Taiwan 

 

November 04, 2025   1   

AI capex expansions to fuel earnings upgrades; pullbacks to offer attractive entry points            
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Event 

Following the aggressive capex expansion by emerging CSPs, hyperscaler CSPs are also 

stepping up investment, prompting an upward revision to consensus 2026F Taiex 

earnings growth to 20% YoY, up from the previous 11% YoY. For reference, consensus 

also anticipates 11% YoY growth for 2025F Taiex earnings. 

Analysis 

AI investment boom still in early stage and far from being overheated. Despite the 

market hype around AI, some investors are concerned whether market bubbles are 

forming. However, historical comparisons suggest that the current AI investment cycle is 

in its early phase and is far from overheating. Looking back on major technological 

revolutions over the past century, such as the invention of railroad, automobile, 

electricity, and the internet, the aggregate capex during investment peaks were 

equivalent to 2-3% of global GDP. In contrast, generative AI investments currently only 

account for about 0.8% of global GDP, indicating substantial room for further growth. 

Moreover, history shows that investment in technology tends to accelerate several years 

before productivity picks up markedly, and remain elevated even after productivity 

begins to take off. The curve of investment in AI infrastructure has yet to reach a peak, 

as seen during the electricity or ICT revolutions, suggesting that AI is still in the early stage 

of expansion. Over the next few years, AI capex and corporate earnings are likely to keep 

rising. 

Large CSPs continue to raise capex & guide further growth in 2026F. Since 2023, major 

US CSPs such as Microsoft, Google, and Amazon have consistently revised up their AI 

capex. At their most recent earnings calls, these CSPs signaled increases in 2025F capex, 

and guided further growth in 2026F. Instead of showing signs of abatement, the current 

wave of capex upgrades appears to be accelerating. Based on the latest guidance from 

the top five CSPs, their 2025F capex is set to grow by 59% YoY, up from the previous 

forecast of 55% YoY, while 2026F growth is also lifted from 22% to 33% YoY. The updated 

aggregate capex amounts now stand at US$386.9bn in 2025F and US$516.0bn in 2026F. 

Abundant operating cash flows & surging compute demand to support CSP capex. Two 

key factors underpin CSPs’ ability to sustain aggressive capex growth: (1) robust operating 

cash flow; and (2) exponential growth in compute demand. Over the past year, the 

average ratio of capex to operating cash flow among major CSPs has risen from 61% to 

64%, a level that remains manageable. Looking ahead, we expect their operating cash 

flows to maintain 20-30% YoY growth over the next two years, meaning their capex as a 

percentage of cash flow is unlikely to reach concerning levels. 

As for growing compute demand, it is worth noting that the number of tokens processed 

by Google’s large language model increased from 10tn in May 2024 to 480tn in May 2025, 

and 1,300tn in October 2025. Given the rise of multimodal applications and longer 

context requirements, Google’s processed token volume may exceed 2,000tn by 2026F. 
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All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the relevant 
regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in the 
respectively covered stock, issuer and/or new listing applicant. 
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not constitute an offer to sell or the solicitation of any offer to buy any securities in the United States of America, or to or for the benefit of United States persons (being residents of the United 
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