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I.	 Innovation Growth Flourishes

The Technology Revolution continues to enable an innovation boom. Over the past 25 years, five large new markets that conquer 
distance, space, and time (cloud computing, e-commerce, mobility, search, and social networks) have been created. Those 
developments have set the stage for the next leap in innovation. We believe we have now reached an inflection point whereby 
computers can be taught to perform human tasks via generative artificial intelligence (genAI). These include inference—human 
actions arrived at through the process of reasoning.

What does this mean for investors? We think that the potential of genAI is underestimated, like many past technology 
breakthroughs. Applications from this new capability have already begun to emerge in the technology, consumer, and  
healthcare sectors.  

II.	 The GenAI Inflection Point

Artificial intelligence company OpenAI rocked the technology world with its initial demonstration and launch of ChatGPT in 
November 2022. Since its release, this technology has undergone numerous iterations, and new competitors have emerged.  
Most recently, DeepSeek stunned the world with its low-cost language learning model. While DeepSeek shook up the competitive 
dynamic, we view its cost breakthrough as a positive development for this new technology.

Although its arrival seemed to happen suddenly, genAI was a long time coming. In the late 1940s, Alan Turing’s imagined 
machines simulating human intelligence; the term “artificial intelligence” first appeared in the 1950s. Hopes were ignited in  
1997 when IBM’s Deep Blue supercomputer defeated chess champion Garry Kasparov, and again in 2012, when the success  
of the AlexNet convolutional neural network in the ImageNet large-scale visual recognition competition was seen as a major 
advancement in deep learning. Deep learning had used neural networks and statistical learning to evolve beyond previous  
rules-based models. 
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  Key Points

•	 The arrival of ChatGPT in late 2022 signaled an inflection point in the development of generative artificial intelligence (genAI), in our view, 
pointing the way to widespread adoption of this technology across a range of industries.

•	 As the buildout phase of genAI continues, the technology, consumer, and healthcare sectors appear ripe for disruption, including functions 
as varied as call centers, social media advertising, and drug discovery. 

•	 We think investors considering exposure to genAI-related names should be mindful of how the market has consistently undervalued the 
growth rate of prior disruptive technologies, such as PCs, the internet, mobile devices, and cloud computing.
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Google introduced transformers later in the decade, which enabled computers to see words in context (versus in sequence). As 
processing power increased, and the Internet continued its buildout, software models became vastly more efficient and capable of 
training. Large language learning models (LLMs) were born.    

That paved the way for the inflection point: the introduction of OpenAI’s GPT-3. For the first time, an LLM had been trained to be 
able to eloquently respond to questions and generate content. This went well beyond traditional search techniques. It could also 
perform this function with images.

Seeing this success, leading consumer internet and social media companies (hyperscalers) shifted their R&D focus and invested 
billions of dollars into building the infrastructure for genAI, aiming to integrate these techniques into their businesses, recognizing 
the tremendous monetization and productivity opportunities.

We believe we are still in the genAI industry buildout phase—the development of necessary infrastructure to support the substantial 
computational power required for advanced AI applications. This buildout is primarily occurring within data centers, which, from a 
market perspective, has been a tailwind for semiconductor and industrial stocks that are levered to the electrification, cooling, and 
engineering services necessary for scaling this new technology.

At this stage, the capital expenditures in accelerated computing have yielded material incremental improvements in computational 
power, which leads us to believe further investments are likely. This creates an incentive for the established hyperscalers to invest 
to outcompete each other and to stave off competition from well-funded upstarts. A technology shift like this will likely be very 
disruptive, and the stakes for success or failure are extremely high.

We believe the next phase of genAI will be the development of applications that enhance revenue and productivity. Companies that 
develop these applications could represent compelling new investment opportunities. Their rollouts across technology, consumer, 
and healthcare are discussed below.

III.	New Applications for GenAI
	 A. Technology

	� Here, we are seeing enhancements of human activities, as well as replacements of humans and the jobs they do. Chatbots 
such as Perplexity are replacing human search with AI-generated search. The impact on software coding is already apparent. 
Large tech companies are generating significant source code with AI, reducing staffing needs for software engineers. The same 
may be said for graphic designers now that AI can generate art works and videos.

	� AI is being applied across many industries to change all manner of customer interactions, especially those involving call centers. 
For example, Salesforce’s Agentforce deploys AI agents to make customer service interaction more efficient.

	� The technology has also begun to permeate law and medicine. Legal AI tools can achieve vast efficiency gains in analyzing 
cases, contracts, and laws. These hold the potential to lower the cost of legal services as AI is improving those services.  
At medical facilities, interactions with doctors can be recorded, summarized, and analyzed by AI. One other fascinating 
development: AI has enabled the creation of “companions,” with which individuals can have one-to-one interactions in health  
or social matters. 

	 B. Consumer

	� Consumer spending represents two-thirds of U.S. gross domestic product,1 so this is where most of the spending on  
genAI-fueled innovation is likely to flow. Below are some company-specific examples of the early application of genAI.

	 Meta

	� The parent company of Facebook recently revealed that four million advertisers are now using at least one of its GenAI ad 
creative tools in launching new campaigns. This is up fourfold from just six months earlier. Meta’s vast trove of data, alongside 
its significant investments behind open-source AI infrastructure, allow it to provide the foundation for advertisers to create ads in 
a fraction of the time, without sacrificing quality.

	� Reddit 

	� The company is seeking to bring its content to non-English users. Early in 2024, Reddit began to leverage AI to translate its  
deep catalog of user-generated (but mostly English-language) content to French. It quickly expanded this to include Spanish, 
Portuguese, Italian, and German. This boosted its active users by fourfold versus the previous quarter; that growth looks  
set to continue as more languages are added. GenAI language translation is done at a fraction of the cost and time of  
human translation.
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	 Wix

	� AI is enhancing website development, an important fulcrum in most businesses. Wix launched its first AI website generator, 
dubbed Artificial Design Intelligence (ADI) in 2016. It helped democratize how websites are built. Not only did it allow novices to 
harness the power of design more easily, but it also assisted advanced web designers and agencies by helping them complete 
their detailed work in a more timely, efficient manner. Last year it released its Responsive AI feature in Wix Studio. By leveraging 
thousands of Wix sites and proprietary data, the technology can detect related elements in each site so that it can optimize 
those elements based on recognized website-design best practices.

	 Duolingo

	� Duolingo’s Birdbrain uses AI to improve language learning. In traditional education, teachers teach to a “grade level,” which is 
suboptimal because students learn at different levels. The Birdbrain model is an AI system that creates a personalized learning 
path for each user. The model’s algorithm estimates the difficulty of each exercise and adjusts its estimate of the user’s ability 
and the exercise’s difficulty based on the learner’s performance.

	 C. Healthcare

	� AI is transforming healthcare in two ways: helping enhance the diagnosis of major and minor ailments and enable huge leaps in 
drug discovery and development.

	� In diagnostics, AI is helping to make disease detection faster and more accurate. AI can extract genetic patterns, which help to 
detect the early onset of diseases. Greater accuracy aids in distinguishing cancerous tumors from benign growths. Machine 
learning can identify unknown variants of rare diseases.

	� AI can integrate genetic signatures of individuals with various diseases. This can clarify the causal relationship and functional 
mechanisms of complex diseases. The genetic signature provides information to determine how and why a person develops a 
disease such as Alzheimer’s. 

	� AI has the potential to significantly enhance the monitoring of diseases, which is valuable in informing treatment. It can 
differentiate the risk posed by different patients. AI models can also detect the onset of events such as epileptic seizures and 
heart attacks.

	� In biotechnology, AI models are enhancing drug discovery. These enable a more accurate assessment of disease states, which 
help to select the best targets for drugs. This requires a greater understanding of proteins, the molecular machines which 
perform a vast array of biological functions. Proteins consist of strings of amino acids that fold into origami-like shapes to 
perform their functions. There are an astronomical number of possible folding configurations. Google’s Deep Mind cracked this 
folding code in late 2020. In 2024, a Nobel Prize in Chemistry was awarded for using AI to accurately design proteins, and to 
design them from scratch.    

	� AI is also being used to improve clinical trials. This should improve the selection of drugs for clinical trials, which may lead to 
faster drug development and a greater probability of trial success. Patient molecular signatures can enable a better matching of 
patients and trials. The more accurate analysis of trials should enable more to be rescued by reruns. 

	� In drug therapy, AI is being used to expand the reach and efficacy of new and current drug compounds. A big database of 
existing patients benefits more people seamlessly, as new drugs and treatments are introduced. Side effects can be monitored 
to detect disease and patient patterns. 

	� Large LLMs hold the potential to revolutionize the mental health field. The depth and complexity of these ailments can make 
diagnosis and treatment a daunting endeavor; the ability to provide care and support through tools like chatbots and virtual 
therapy assistants could make life better for millions of people. 

IV. This Technology Inflection Point Is Likely Underestimated

Of course, forecasting is difficult, especially when it comes to envisioning future innovations. Therefore, our forecasts will be subject 
to revision as new data emerge. However, as we pass the two-year anniversary of ChatGPT, we are reminded that in recent history, 
breakthrough innovation has been systematically underestimated. In the past forty years, the personal computer, the Internet, the 
smart phone, and cloud computing arrived on the scene with great fanfare, yet still dramatically exceeded consensus expectations 
about how transformative these modern technologies would be.
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Figure 1. The Market Has Persistently Underestimated Innovation Growth Rates

Innovation Wave Initial Forecast Actual % Growth Exceeded Forecast

PC 225M
PC users in 2000 57%

Internet 152M
Internet Users in 2000 138%

Mobile
657M

Smartphones Shipments in 
2013

55%

Cloud
$90.2B

Top 3 Cloud Provider 
Revenue in 2020

28%

354M
PC users in 2000

361M
Internet Users in 2000

1,019M
Smartphones Shipments in 

2013

$115.6B
Top 3 Cloud Provider 

Revenue in 2020

Average:     70%

Source: Morgan Stanley Research AI Guidebook: Fourth Edition, January 23, 2024, and Lord Abbett. Data as of January 23, 2024 (latest available).  
Past performance is not a reliable indicator or guarantee of future results. The historical data shown in the chart above are for illustrative purposes  
only and do not represent any specific portfolio managed by Lord Abbett.

Just as the generative AI era is associated with the launch of ChatGPT, the Internet era started with the founding of Netscape and 
the introduction of its web browser in 1994. Thirty years later, the Internet has revolutionized how we communicate (think of the 
transformative power of email and social media), while providing unprecedented access to information.

The financial impact of this disruption has been monumental. Technology and interactive media stocks now represent 45% of  
the S&P 500® Index’s free cash flow, versus 15% in the pre-Internet era. The robust cash flow generation and profitability of 
technology companies have elevated the overall margin profile of the entire market. Today, technology stocks’ net profit margins 
are near 30%, in stark contrast to the modest gains observed in other sectors. (Data on free cash flow and margins are from 
FactSet as of February 28, 2025.)

The Internet has helped birth new sectors, industries, and companies that have since become household names. Some have achieved 
dominance in the tech landscape, while others serve as a cautionary tale of the volatile nature of rapidly evolving innovation.

At this stage, there are questions about AI’s business model. How it will be priced and offered is unknown. Competition is likely to 
be fierce in this dimension, making it unclear how the cost for expensive chips and data centers will be recouped. The pursuit of 
real productivity gains over time should provide a strong incentive for AI providers and users to innovate.

V.	 Summing Up: Reasons for Optimism

We think of the Technology Revolution as “the gift that keeps on giving.” It just bequeathed a good deal more with the dawn of 
generative artificial intelligence. LLMs have proven to be extraordinary adept at training computing devices to perform human 
tasks, and now smaller models leveraging these advancements are delivering inference applications at a surprisingly low cost. 
The emerging applications are abundant and cover a large swath of the economy. We expect many to become much larger in 
coming years. 

We think that the potential of genAI is underestimated like many past technology breakthroughs, and that the developments 
mentioned here will speed the adoption of this groundbreaking technology—and increase its potential.

1Source: U.S. Bureau of Economic Analysis, based on GDP data for the fourth quarter of 2024.
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Important Information

Unless otherwise noted, all discussions are based on U.S. markets,  
U.S. monetary and fiscal policies, and U.S. dollar-denominated index and  
return data.

Asset allocation or diversification does not guarantee a profit or protect against 
loss in declining markets.

No investing strategy can overcome all market volatility or guarantee future 
results.

The value of investments and any income from them are not guaranteed and 
may fall as well as rise, and an investor may not get back the amount originally 
invested. Investment decisions should always be made based on an investor’s 
specific financial needs, objectives, goals, time horizon, and risk tolerance.

Market forecasts and projections are based on current market conditions and 
are subject to change without notice. Projections should not be considered  
a guarantee.

Specific investments described herein do not represent all investment decisions 
made by Lord Abbett. The reader should not assume that investment decisions 
identified and discussed were or will be profitable. Specific investment advice 
references provided herein are for illustrative purposes only and are not 
necessarily representative of investments that will be made in the future.

Mentions of specific companies are for reference purposes only and are not 
meant to describe the investment merits of, or potential or actual portfolio 
changes related to, securities of those companies.

Equity Investing Risks

The value of investments in equity securities will fluctuate in response to general 
economic conditions and to changes in the prospects of companies and/or 
sectors in the economy. While growth stocks are subject to the daily ups and 
downs of the stock market, their long-term potential as well as their volatility can 
be substantial. Value investing involves the risk that the market may not 
recognize that securities are undervalued, and they may not appreciate as 
anticipated. Smaller companies tend to be more volatile and less liquid than 
larger companies. Small cap companies may also have more limited product 
lines, markets, or financial resources and typically experience a higher risk of 
failure than large cap companies.

Fixed-Income Investing Risks

The value of investments in fixed-income securities will change as interest rates 
fluctuate and in response to market movements. Generally, when interest rates 
rise, the prices of debt securities fall, and when interest rates fall, prices generally 
rise. High yield securities, sometimes called junk bonds, carry increased risks of 
price volatility, illiquidity, and the possibility of default in the timely payment of 
interest and principal. Bonds may also be subject to other types of risk, such  
as call, credit, liquidity, and general market risks. Longer-term debt securities 
are usually more sensitive to interest-rate changes; the longer the maturity of  
a security, the greater the effect a change in interest rates is likely to have on  
its price. 

The credit quality of fixed-income securities in a portfolio is assigned by a 
nationally recognized statistical rating organization (NRSRO), such as Standard 
& Poor’s, Moody’s, or Fitch, as an indication of an issuer’s creditworthiness. 
Ratings range from ‘AAA’ (highest) to ‘D’ (lowest). Bonds rated ‘BBB’ or above 
are considered investment grade. Credit ratings ‘BB’ and below are lower-rated 
securities (junk bonds). High-yielding, non-investment-grade bonds (junk 
bonds) involve higher risks than investment-grade bonds. Adverse conditions 
may affect the issuer’s ability to pay interest and principal on these securities.

This material may contain assumptions that are “forward-looking statements,” 
which are based on certain assumptions of future events. Actual events are 
difficult to predict and may differ from those assumed. There can be no 
assurance that forward-looking statements will materialize or that actual returns 
or results will not be materially different from those described here.

The views and opinions expressed are those of the Lord Abbett author as of the 
date of the material, and do not necessarily represent the views of the firm as a 
whole. Any such views are subject to change at any time based upon market or 
other conditions and Lord Abbett disclaims any responsibility to update such 
views. References to specific asset classes and financial markets are for 
illustrative purposes only. This material is not intended to be relied upon as a 
forecast, research or investment advice. Neither Lord Abbett nor the Lord 
Abbett author can be responsible for any direct or incidental loss incurred by 
applying any of the information offered.

This material is provided for general and educational purposes only. It is not 
intended as an offer or solicitation for the purchase or sale of any financial 
instrument, or any Lord Abbett product or strategy. References to specific asset 
classes and financial markets are for illustrative purposes only and are not 
intended to be, and should not be interpreted as, recommendations or 
investment advice.

Certain information contained herein has been obtained from third party sources 
and such information has not been independently verified by Lord Abbett. No 
representation, warranty, or undertaking, expressed or implied, is given to the 
accuracy or completeness of such information by Lord Abbett or any other 
person. While such sources are believed to be reliable, Lord Abbett does not 
assume any responsibility for the accuracy or completeness of such information. 
Lord Abbett does not undertake any obligation to update the information 
contained herein as of any future date.

Certain information contained in the material constitutes “forward-looking 
statements,” which can be identified by the use of forward-looking terminology 
such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” “estimate,” 
“intend,” “continue,” or “believe,” or the negatives thereof or other variations 
thereon or comparable terminology. Due to various risks and uncertainties, 
actual events, results or actual performance may differ materially from those 
reflected or contemplated in such forward-looking statements. Nothing 
contained in the material may be relied upon as a guarantee, promise, assurance 
or a representation as to the future.

Please consult your investment professional for additional information 
concerning your specific situation.

Glossary Definitions

Free cash flow (FCF) represents the amount of cash generated by a business, 
after accounting for reinvestment in non-current capital assets by the company. 
Normalized free cash flow attempts to smooth out a company’s FCF by 
excluding non-core operations and one-time items.

This material is the copyright © 2025 of Lord, Abbett & Co. LLC. All Rights 
Reserved.

Important Information for U.S. Investors

Lord Abbett mutual funds are distributed by Lord Abbett Distributor LLC.

FOR MORE INFORMATION ON ANY LORD ABBETT FUNDS, CONTACT 
YOUR INVESTMENT PROFESSIONAL OR LORD ABBETT DISTRIBUTOR 
LLC AT 888-522-2388, OR VISIT US AT LORDABBETT.COM FOR A 
PROSPECTUS, WHICH CONTAINS IMPORTANT INFORMATION ABOUT A 
FUND’S INVESTMENT GOALS, SALES CHARGES, EXPENSES AND 
RISKS THAT AN INVESTOR SHOULD CONSIDER AND READ CAREFULLY 
BEFORE INVESTING.

The information provided is not directed at any investor or category of investors 
and is provided solely as general information about Lord Abbett’s products and 
services and to otherwise provide general investment education. None of the 
information provided should be regarded as a suggestion to engage in or refrain 
from any investment-related course of action as neither Lord Abbett nor its 
affiliates are undertaking to provide impartial investment advice, act as an 
impartial adviser, or give advice in a fiduciary capacity. If you are an individual 
retirement investor, contact your financial advisor or other fiduciary about 
whether any given investment idea, strategy, product, or service may be 
appropriate for your circumstances.
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Important Information for non-U.S. Investors

Note to Switzerland Investors: In Switzerland, the Representative is ACOLIN 
Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich, whilst the 
Paying Agent is Bank Vontobel Ltd., Gotthardstrasse 43, CH- 8022 Zurich. The 
prospectus, the key information documents or the key investor information 
documents, the instrument of incorporation, as well as the annual and semi-
annual reports may be obtained free of charge from the representative. In 
respect of the units offered in Switzerland, the place of performance is at  
the registered office of the representative. The place of jurisdiction shall be at  
the registered office of the representative or at the registered office or domicile 
of the investor.

Note to European Investors: This communication is issued in the United 
Kingdom and distributed throughout the European Union by Lord Abbett 
(Ireland) Limited, UK Branch and throughout the United Kingdom by Lord 
Abbett (UK) Ltd. Both Lord Abbett (Ireland) Limited, UK Branch and Lord Abbett 
(UK) Ltd are authorized and regulated by the Financial Conduct Authority.

A decision may be taken at any time to terminate the arrangements made for 
the marketing of the Fund in any EEA Member State in which it is currently 
marketed. In such circumstances, Shareholders in the affected EEA Member 
State will be notified of this decision and will be provided with the opportunity to 
redeem their shareholding in the Fund free of any charges or deductions for at 
least 30 working days from the date of such notification.

Lord Abbett (Middle East) Limited is authorised and regulated by the Dubai 
Financial Services Authority (“DFSA”). The entire content of this document is 
subject to copyright with all rights reserved. This research and the information 
contained herein may not be reproduced, distributed or transmitted in any 
jurisdiction or to any other person or incorporated in any way into another 
document or other material without our prior written consent. This document is 
directed at Professional Clients and not Retail Clients. Any other persons in 
receipt of this document must not rely upon or otherwise act upon it. This 
document is provided for informational purposes only. Nothing in this document 
should be construed as a solicitation or offer, or recommendation, to acquire or 
dispose of any investment or to engage in any other transaction. Nothing 
contained in this document constitutes an investment, an offer to invest, legal, 
tax or other advice or guidance and should be disregarded when considering or 
making investment decisions.

Note to Singapore Investors: Lord Abbett Global Funds I plc (the “Company”) 
and the offer of shares of each sub-fund of the Company do not relate to a 
collective investment scheme which is authorized under Section 286 of the 
Securities and Futures Act, Ch. 289 of Singapore (“SFA”) or recognized under 
Section 287 of the SFA, and shares in each sub-fund of the Company are not 
allowed to be offered to the retail public. Pursuant to Section 305 of the SFA, 
read in conjunction with Regulation 32 of and the Sixth Schedule to the 
Securities and Futures (Offers of Investments) (Collective Investment Schemes) 
Regulations 2005 (the “Regulations”), the Lord Abbett Global Multi-Sector Bond 
Fund, the Lord Abbett High Yield Fund, the Lord Abbett Short Duration Income 
Fund, the Lord Abbett Ultra Short Bond Fund, the Lord Abbett Climate Focused 
Bond Fund, the Lord Abbett Emerging Markets Corporate Debt Fund and the 
Lord Abbett Multi Sector Income Fund have been entered into the list of 
restricted schemes maintained by the Monetary Authority of Singapore for the 
purposes of the offer of shares in such sub-funds made or intended to be made 
to relevant persons (as defined in section 305(5) of the SFA), or, the offer of 
shares in such sub-funds made or intended to be made in accordance with the 
conditions of section 305(2) of the SFA. These materials do not constitute an 
offer or solicitation by anyone in Singapore or any jurisdiction in which such an 
offer or solicitation is not authorized or to any person to whom it is unlawful to 
make such an offer or solicitation.

Note to Hong Kong Investors: The contents of this material have not been 
reviewed nor endorsed by any regulatory authority in Hong Kong. An investment 
in the Fund may not be suitable for everyone. If you are in any doubt about the 
contents of this material, you should consult your stockbroker, bank manager, 
solicitor, accountant or other financial adviser for independent professional 
advice. The Fund is not authorised by the Securities and Futures Commission 
(“SFC”) in Hong Kong pursuant to Section 104 of the Securities and Futures 
Ordinance (Cap 571, Laws of Hong Kong) (“SFO”). This material has not been 
approved by the SFC in Hong Kong, nor has a copy of it been registered with 
the Registrar of Companies in Hong Kong and, must not, therefore, be issued, 
or possessed for the purpose of issue, to persons in Hong Kong other than (1) 
professional investors within the meaning of the SFO (including professional 
investors as defined by the Securities and Futures (Professional Investors) 
Rules); or (2) in circumstances which do not constitute an offer to the public for 
the purposes of the Companies (Winding Up and Miscellaneous Provisions) 
Ordinance (Cap 32, Laws of Hong Kong) or the SFO. This material is distributed 
on a confidential basis and may not be reproduced in any form or transmitted to 
any person other than the person to whom it is addressed.
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