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In the fourth quarter of 2025, search queries 
for ‘AI bubble’ surged. Even as bubble concerns 
grew,  Nvidia became the first company to be 
worth $5 trillion dollars.1  The bubble framing 
has serious advocates. Jeremy Grantham, in 
GMO’s January 2026 quarterly letter, applies 
the firm’s two-standard-deviation test and 
concludes that US equities have been in bubble 
territory for a prolonged period, noting that 
AI capital expenditure as a share of GDP 
is exceeding even the railroad cycle.2 Some 
headlines have shifted to worrying about why 
it is so hard to spot a bubble in real time.3

The growth in first-quarter 2026 GDP in the US can be 

largely attributed to the heavy investment in AI-related 

infrastructure. The US economy grew slightly above 

expectations, at 2%, with private investment related to AI 

accounting for 1.5% of GDP growth.4 Fears exist that, just 

as AI may be distorting the stock market, it is having a 

macroeconomic impact that is distorting US GDP.5 But 

what if the AI bubble is really an AI boom? Or could it be 

an AI bust?

There are many definitions of a bubble, and most bubbles 

have been defined after the event. Typically, asset price 

bubbles, like a stock market bubble, depend on the growth 

of borrowing (i.e., credit), combined with widespread 

enthusiasm or mania.6 In general, a stock market bubble 

will display overvaluation, speculative trading (often on 

margin), strong inflows, and most importantly widespread 

public enthusiasm. 

Judging the current situation on these criteria, the verdict 

is far from clear. First, the AI bubble is not dependent on 

cheap capital. In the current cycle, interest rates are near 

their highest level in twenty years. While some companies 

like Meta and Oracle are issuing debt to build out data 

centers, others are largely able to self-finance through 

earnings. Spending on AI related infrastructure and 

computing power has grown six-fold since 2022. Demand 

for computing power and memory is growing rapidly. In the 

US AI related capex was approximately $785 billion dollars. 

In 2027, AI capex is forecast to reach nearly $1 trillion 

dollars according to Moody’s.7 Moreover, AI infrastructure is 

in the strategic self-interest of big tech companies in the US 

and an issue of national defense. The AI infrastructure build 

out may be the largest infrastructure buildout in modern 

human history, spanning the entire energy complex, 

telecommunications, and computing infrastructure, as 

well as software AI models and applications.8  But as with 

previous bubbles, the AI infrastructure build out could end 

with little to show for it. 

Figure 1
Earnings Per Share

Source: Bloomberg May 2026. 
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But with all of this spending, this naturally leads to 

questions about company revenue and earnings. In short, 

they are very strong. Continued earnings growth in recent 

quarters has quelled some concerns that AI spending 

would fail to deliver returns. Thus far, the bellwether 

AI stocks in the Magnificent Seven continue to deliver 

earnings growth well above the rest of the US stock 

market (see Figure 1). Profit margins for the Magnificent 

Seven have remained substantially higher than the rest of 

the S&P 500. (Figure 2).

The Magnificent Seven deliver real revenue and real 

profits. Forward earnings multiples in the 28 to 30 range 

are demanding but not in the same category as the 66 

times forward earnings of the Nasdaq peak in March 

2000.9

A more useful question is not whether the spending 

pipeline gets validated in aggregate but whether it gets 

validated company by company. Bubble narratives 

implicitly forecast universal collapse, in the manner of 

the Dot-com bubble at the turn of the century. The more 

probable outcome is dispersion: a handful of AI model-

layer winners like Anthropic or OpenAI, a larger group of 

infrastructure and energy beneficiaries with contracted 

cash flows, and a long tail of speculative application-layer 

ventures that do not earn back their cost of capital. The 

portfolio response to a bubble with “winners and losers” 

is materially different from the response that sees the 

outcome of a bubble to be “everyone loses.” 

The portfolio response to a 
bubble with “winners and 
losers” is materially different 
from the response that sees 
the outcome of a bubble to 
be “everyone loses.”

Figure 2
Average Profit 
Margins of the 
Magnificent Seven

Source: Bloomberg as of April 

30, 2026.
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AI exposure in institutional investment portfolios might 

be wider than just high-profile technology company 

stocks. One widely referenced approach to categorizing 

AI exposure distinguishes four phases of the value chain: 

the AI creators like OpenAI and Anthropic, the enablers 

like data centers, the firms charging for AI features 

like Microsoft and the businesses that benefit from 

AI adoption. A potential fifth category of disrupted or 

displaced businesses like some software companies could 

number among the losers of the AI boom.

AI pessimism among the general public has been on the rise 

for several months and over half of planned data centers are 

now tied up in regulatory red tape.  At the state-level, political 

opposition and limiting legislation have increased. In 2025, 

opposition either blocked or delayed dozens of data center 

projects worth approximately $152B in potential investment. 

Concerns about energy prices, utility regulations and data 

centers may play a part in mid-term elections. Opinion 

surveys and concerns about AI-related job losses appear to 

be gaining momentum as well.10

The AI bubble thesis deserves engagement, but 

the weight of available evidence does not support 

characterizing the present cycle as a textbook bubble. 

An AI driven infrastructure boom may have winners and 

losers as all economic booms do. However, the leading 

AI companies are profitable and enjoy considerable 

economies of scale, their valuations are elevated rather 

than historically extreme, and the buildout is financed 

predominantly with equity rather than debt. The most 

likely path forward is not a 2001-style universal collapse 

but a wide dispersion of company-level outcomes, in which 

future earnings validate current spending and pricing for 

some companies and fail to validate them for others. 
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Important Information 
This report (the “report”) has been prepared for the sole 

benefit of the intended recipient (the “recipient”).

Significant events may occur (or have occurred) 

after the date of this report, and it is not our 

function or responsibility to update this report. The 

information contained herein, including any opinions 

or recommendations, represents our good faith views 

as of the date of this report and is subject to change at 

any time. All investments involve risk, and there can be 

no guarantee that the strategies, tactics, and methods 

discussed here will be successful.

The information used to prepare this report may have 

been obtained from investment managers, custodians, 

and other external sources. Some of this report may have 

been produced with the assistance of artificial intelligence 

(“AI”) technology. While we have exercised reasonable 

care in preparing this report, we cannot guarantee 

the accuracy, adequacy, validity, reliability, availability, 

or completeness of any information contained herein, 

whether obtained externally or produced by the AI.

The recipient should be aware that this report may 

include AI-generated content that may not have 

considered all risk factors. The recipient is advised to 

consult with their Meketa advisor or another professional 

advisor before making any financial decisions or taking 

any action based on the content of this report. We believe 

the information to be factual and up to date but do not 

assume any responsibility for errors or omissions in the 

content produced. Under no circumstances shall we be 

liable for any special, direct, indirect, consequential, or 

incidental damages or any damages whatsoever, whether 

in an action of contract, negligence, or other tort, arising 

out of or in connection with the use of this content. It 

is important for the recipient to critically evaluate the 

information provided.

Certain information contained in this report may 

constitute “forward- looking statements,” which can 

be identified by the use of terminology such as “may,” 

“will,” “should,” “expect,” “aim,” “anticipate,” “target,” 

“project,” “estimate,” “intend,” “continue,” or “believe,” or 

the negatives thereof or other variations thereon or 

comparable terminology. Any forward-looking statements, 

forecasts, projections, valuations, or results in this report 

are based upon current assumptions. Changes to any 

assumptions may have a material impact on forward-

looking statements, forecasts, projections, valuations, 

or results. Actual results may therefore be materially 

different from any forecasts, projections, valuations, or 

results in this report.

Performance data contained herein represent past 

performance. Past performance is no guarantee of future 

results.


