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The AI investment cycle still has more runway ahead, but the 
prospect of a narrative shift toward monetization, return on 
investment, and enterprise applications strengthens the case 
for diversifying both within and beyond Big Tech to capture a 
broader set of opportunities.

Key points

� Big Tech’s unprecedented expansion in AI infrastructure, funded
by internal cash, tests the limits of sustainable growth.

� A decade-high capex-to-revenue ratio suggests a departure from
asset-light models but introduces new risks and opportunities in
the AI era.

� As the evolving narrative of AI adoption deepens, greater
emphasis moves to monetization and tangible applications.

Full steam ahead
The launch of ChatGPT in late 2022 unleashed one of the fastest and 
largest capital expenditure (capex) cycles in decades. At its core is the 
infrastructure needed to train and deploy AI at scale—semiconductors, 
networking equipment, power systems, and data centres. Leading the 
investment boom are the dominant U.S. Big Tech firms vying to establish 
leadership in what is increasingly viewed as a transformational general-
purpose technology. 

Capex among these firms has more than doubled in the last two years, 
reaching $427 billion in 2025 (see chart). Momentum shows few signs of 
fading heading into 2026, with projections pointing to a further 30 percent 
year-over-year increase to roughly $562 billion. This spending is unevenly 
distributed, however, with Microsoft, Amazon, Alphabet, Meta and, more 
recently, Oracle accounting for the bulk of the increase. 

Big Tech’s AI expansion
From investment to scalable returns

Big Tech capex continues to increase
Annual capital expenditures by Big Tech companies (USD billions)
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BIG TECH’S AI EXPANSION
Capex sustainability
For now, we believe these companies are broadly operating from a sturdy 
financial position, underscored by cash-rich balance sheets and reliable 
cash flow generation. As of the third quarter of 2025, these companies 
held cash and equivalents totalling $490 billion and generated nearly 
$400 billion in trailing 12-month free cash flow after capex outlays (see 
chart), implying most of the current AI-related spending has been funded 
by internally generated cash, rather than through external sources of 
financing such as debt.

Cash-rich corporate balance sheets support AI-related spending
Total trailing 12-month free cash flow of Big Tech companies* (USD billions)
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Big Tech retains an earnings edge
Average annual EPS growth rate of Big Tech companies*
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While this strong self-financing capacity suggests to us that the current 
level of investment can be sustained in the near term, it is also tethered 
to the group’s fundamental outlook. A meaningful slowdown in earnings 
growth could heighten scrutiny and test the market’s tolerance for 
continued elevated spending, in our opinion. Consensus expectations 
point to Big Tech’s earnings growth of roughly 22 percent in 2026 and 2027, 
continuing to outpace the broad market, though by a narrowing margin 
(see chart). 
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BIG TECH’S AI EXPANSION
Rising capex intensity
Another trend worth monitoring is capital intensity. Big Tech’s capex as a 
share of revenue has risen to its highest level in over a decade (see chart). 
This marks a notable departure from the asset-light and capital-efficient 
business models—monetizing and scaling through some combination of 
intellectual property, software, algorithms, advertising, platforms, and 
network effects while spending relatively little on physical assets—that 
supported premium valuations over the past decade. 

Return on invested capital remains elevated
Median return on invested capital (ROIC) of Big Tech companies* 
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Capital intensity has reached decade-high levels
Median capex-to-sales ratio of Big Tech companies*
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A more capital-intensive structure can still deliver attractive shareholder 
returns, in our view, but it can also introduce greater cyclicality to 
earnings, as asset-heavy businesses tend to be more sensitive to capacity 
utilization rates, pricing, and technological obsolescence (depreciation 
schedule and reinvestment needs). Another risk we are monitoring is 
whether outsized capex commitments could begin to crowd out share 
buybacks or push the AI ecosystem to increase reliance on debt.

Encouragingly, Big Tech’s return on invested capital (ROIC) remains 
elevated (see chart), and earnings momentum continues to outpace the 
broader market—factors that, we believe if sustained, can help preserve 
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the group’s valuation premium despite higher capital intensity. This Big 
Tech group, which now makes up roughly a third of the S&P 500’s market 
cap, trades at an average forward P/E multiple of 26.1x (see chart), or about 
a 18 percent premium to the index, but below the average premium since 
2015 (39 percent) and the five-year average (26 percent).

Big Tech’s valuation premium is below its long-term average
Average forward P/E multiple of Big Tech companies*
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BIG TECH’S AI EXPANSION

A balancing act
As outlined in our Global Insight 2026 Outlook, we believe AI will remain a 
central macro theme for years to come. The technology is still in the early 
phases of innovation and adoption, capital investment remains strong, and 
the potential to lift the long-term growth trajectory for the economy and 
corporate earnings is immense, in our view. Nevertheless, history reminds 
us that transformative general-purpose technologies—such as railroads 
and the internet—often require periods of overinvestment and lengthy 
diffusion-adoption cycles before delivering durable and widespread 
benefits.

For much of the past three years, the narrative has largely focused on the 
speed and scale of AI infrastructure buildout. As the cycle matures, we 
believe the narrative could evolve to a more discerning phase, with greater 
emphasis along two considerations:

	� Monetization visibility and sustainability: The efficiency with which 
AI infrastructure investments translates into recurring revenues 
and generates sufficient returns on investment within a reasonable 
timeframe. This is likely, in our view, to sharpen the differentiation 
between tech companies that can fund AI spending through operating 
cash flow backed by durable business models with more concrete and 
measurable monetization pathways, and those more reliant on debt 
financing with less certain prospects for sustainable returns. 

	� AI “adopters” demonstrating real-world, tangible applications: 
Companies integrating AI in their businesses to accelerate automation, 
optimize cost structures, expand product and service capabilities, 
and boost productivity in ways that generate measurable value and 
help establish new or deepen existing competitive advantages. In this 

https://read.rbcwm.com/3XWf1Gl
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context, we believe AI represents a potentially disruptive force that 
could create a technological divide across industries, making it critical 
for companies to successfully harness the technology, particularly in 
sectors where AI has the capacity to reshape long-term earnings power.

With Big Tech having delivered exceptional returns for many years and 
driving elevated market concentration, ensuring portfolios are well 
balanced and adequately diversified across and beyond the group appears 
sensible to us. 

We believe this discipline allows portfolios to maintain participation in AI-
connected investment themes while helping to cushion against the risk of 
a “capex hangover,” manage performance correlation tied to a single risk 
factor, and navigate the prospect of market leadership rotations and more 
uneven performance among AI-linked companies (see table). 

Performance dispersion picked up in 2025
Excess returns relative to the S&P 500

Company 2022 2023 2024 2025

Amazon -31.5% 54.6% 19.4% -12.7%

Alphabet -21.0% 32.1% 11.0% 48.1%

Microsoft -9.9% 31.9% -12.1% -2.3%

Meta Platforms -46.1% 167.9% 41.0% -4.8%

Oracle 13.5% 4.7% 35.0% 0.3%

Apple -8.3% 22.7% 5.7% -8.8%

Nvidia -32.1% 212.8% 146.3% 21.1%

Broadcom 4.9% 78.0% 85.4% 32.8%

Average relative performance -16.3% 75.6% 41.5% 9.2%

Source - RBC Wealth Management, Bloomberg

BIG TECH’S AI EXPANSION

It also positions portfolios, in our view, to capture a wider spectrum of 
opportunities, particularly if perceived AI beneficiaries expand beyond 
the Big Tech “hyperscalers” and “enablers” that have dominated the initial 
infrastructure buildout phase to include AI “adopters,” many of which are 
likely to reside in industries out of the tech sector. 
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ABOUT PAC


PDF Accessibility Checker (PAC) evaluates the accessibility of PDF files, for machine checkable criteria, according to 
the Web Content Accessibility Guidelines (WCAG AA).


PAC is a free tool developed by axes4. Copyright © 2024 axes4 GmbH.



https://www.axes4.com/PAC24/About/axes4

https://www.w3.org/TR/WCAG21/
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