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AI arms race shows no signs of peaking – Demand surge & capital reinvestment support Taiex rally             
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Event 

The AI arms race has yet to reach its peak, primarily because capital intensity has not 

reached bubble levels, while demand for computing power remains in the early stage of 

expansion, and improved CSP profitability is sustaining the ongoing investment upcycle. 

Analysis 

AI investment at early stage of upcycle. The rise of generative AI in 2H23 officially 

marked the beginning of the AI arms race. Now in its fourth year, many are concerned 

that bubbles surrounding AI investment are taking shape. However, a review of history 

shows that during major technological advancements, such as electrification in the 1920s 

and the internet boom in the 1990s, peak investment levels typically did not occur until 

after the fifth year. This suggests that the current AI cycle is at its early or middle stage. 

At its core, the AI arms race hinges on compute, data, and model scaling. It demands a 

multi-year, multi‑layered infrastructure build‑out across data centers, power systems 

and semiconductor supply chains. This means the investment cycle has room to extend 

and is far from an overheated stage. 

In terms of capital intensity, current AI investment is well below bubble levels. To assess 

whether an investment cycle is overheating, capital intensity, defined as capex as a 

proportion of operating cash flow, is a key metric. At present, the capital intensity of 

major US CSPs such as Amazon, Microsoft, Google and Meta are around 75%, the highest 

since the onset of the AI investment cycle. While this has raised some concerns, it remains 

significantly below the peak levels of around 130% observed during the dotcom bubble 

around 2000. This suggests there is a substantial buffer and no clear indication of 

irrational expansion at the moment. 

More importantly, the current wave of AI investment is producing tangible returns. Based 

on the latest earnings results, the net margins of major CSPs have risen significantly from 

around 20% prior to the AI cycle to 35%, indicating exceptional investment efficiency and 

creating a positive feedback loop of ‘investment-profits-reinvestment’. Meanwhile, 

accelerating cloud revenues are driving growing service consumption and capex. This 

suggests that the current investment cycle is backed by concrete demand rather than 

being a leverage-driven, bubble-like expansion, as seen in previous cycles. 

Demand for computing power sees near-vertical growth. If concerns remain regarding 

the sustainability of growing capex, demand-side data could provide a clear answer. Over 

the past 6-12 months, global demand for AI computing power has showed near-vertical 

growth, as evidenced by two key indicators: (1) Anthropic’s (US) annualized sales have 

reached US$45bn, a 15x YoY increase and a 5x rise compared with the end of 2025, 

highlighting accelerating monetization of AI applications; (2) Google’s monthly token 

processing volume has reached 3,200 trillion, growing 7x YoY and reflecting a rapid 

expansion in computing demand. 

It is worth noting that the current demand boom is primarily driven by conversational 

generative AI. Looking ahead, as agentic AI becomes more prevalent, its multi-step 

decision-making and task execution capabilities will significantly increase token 

consumption by potentially hundreds to thousands of times, further driving computing 

demand to unprecedented levels. Based on the current trends, global token demand is 

projected to exceed 24x current levels by 2030F, indicating that the expansion of AI 

infrastructure is entering a critical stage of acceleration. 
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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 
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