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Andy D’Souza: Welcome back to The Investment 
Conversation. I’m Andy D’Souza, Chief Marketing Officer 
here at Lord Abbett. Today we’re talking about artificial 
intelligence [AI]. The scale of the investment here has been 
extraordinary and [there are] a lot of questions now about 
whether demand can keep pace and, more importantly, are 
we seeing returns on those investments? I’m joined today 
by Matt DeCicco, Lord Abbett Partner and Director of 
Equities. Matt, how are you doing?

Matthew DeCicco: I’m great. Thanks for having me.

D’Souza: Thanks for being on, Matt. All right, let’s dig 
into these topics and more, Matt. So, let’s kick it off with 
maybe the first question here. We mentioned there’s a lot 
of investment into this space. Last time you and I spoke 
on this podcast you had mentioned (I think at the time it 
was about), the five hyper-scalers were looking to invest 
about $550 billion in [capital expenditure] Capex for the 
year. Where do we stand today on that number and is it still 
going forward?

DeCicco: Yeah, the number’s higher now. If we look out to 
next year, these companies are probably going to spend 
closer to $1 trillion in Capex.

D’Souza: So, that sounds like a big number by any stretch 
of the imagination, no matter what you put into play here. 
It’s kind of reminiscent of, in some ways, to some people I 
should say, what happened with the internet boom back in 
the late-90s, early 2000. And people would say, “Well, you 
know what? Those kind of numbers you’re throwing around, 
this is a bubble.” Do you think we’re in a bubble here?

DeCicco: Great question and a question we hear a lot and 
we think about a lot. And I want to break this down into 
really two components. The first is let’s just look at the 
equity markets and are they pricing like it is a bubble? And 
then the second is I want to come back to the actual dollars 
that are being spent and if that spend is sustainable. In 
other words, is there a bubble in that actual spend?

D’Souza: Got it. So, valuation first you’re saying.

DeCicco: Exactly. And please interrupt me if I go too long. 
But the first part is just on the valuation. I don’t think that the 
equity markets are pricing a bubble. I think what the equity 
markets are responding to is incredible earnings growth. If 
you look at the earnings growth for the S&P 500® [Index] 
this year it will be north of [estimated] 25%. And if you look 
out to 2027 earnings, those 2027 earnings will be over 
$400, most likely. That means that the S&P 500 [Index] is 
trading at a valuation of something like 19 times.

I’m not going to say that that is inexpensive compared to 
historical valuations. Historical valuations are probably 16 
times. So, that’s 20% rich. However, if you go back to the 
internet boom, the S&P 500 [Index] traded at something 
like 26 times. Actually over 26 times. So, if you applied 
that valuation to the [estimated] $400 in earnings, that 
would imply that the S&P should be trading at something 

like 10,500 [index level]. So, that would be, in my view, 
the equivalent of what a bubble would be today. So, if we 
were sitting here today talking and the S&P 500 [Index] 
was at 10,500, I would say, “Yeah, we’re pricing in probably 
something similar to what was being priced in during the 
last bubble, the internet in early 2000.”

I also think if you ground that in comparing it to interest 
rates, it also gives you some additional context. So, back 
in, again, early 2000 the S&P 500 [Index] had an earnings 
yield of [approximately] 3.5% and the 10-year [U.S. Treasury 
Bond] yield was closer to [approximately] 6.5%. So, 300 
basis points less on your earnings yield versus the 10-year 
yield. I’m sure you know where the 10-year yield is. Today 
it’s right around [approximately] 4.7% and the earnings 
yield on the S&P 500 [Index] is higher than that. It’s more 
like [approximately] 5.25%, based on that $400 earnings 
number I’ve been giving you. So, whether you look at it just 
on a valuation in a stand-alone context or you bring in where 
interest rates are, I think it’s very hard to argue today that 
the market is anything more than a little bit rich, compared 
to historical measures, not at a bubble-like valuation.

D’Souza: And what about the demand side of things 
though? There seems to be such insatiable appetite for 
all things [artificial intelligence] AI in the marketplace. We 
seem to be a little bit early on in the whole life cycle of this 
thing. How are companies and how are you seeing demand 
and how are you trying to gauge whether or not it’s durable?

DeCicco: Yeah. I want to touch on that and remind me I 
want to come back to the spending that the hyper-scalers 
are actually making, the Capex number that I promised I’d 
talk to you about. So, I think looking at demand is critical 
and getting a sense of how demand is tracking. My view 
is that demand for intelligence is nearly insatiable and is 
running well ahead of what the supply is. There are a few 
reasons I come to that conclusion, and there are a few 
things that we can track. The first is just the revenue ramp 
of OpenAI and Anthropic.

Those companies right now, based upon public data, are 
annualizing revenue at [approximately] $105 billion per year, 
of which Anthropic is roughly, let’s just say, [approximately] 
$65 billion of that and OpenAI is [approximately] $40 
billion. So, this is people like you and me using Claude or 
ChatGPT but also of course businesses. If you put that 
into some context and compare that to publicly traded 
software companies that I’m familiar with-- so a company 
called Datadog does about $6 billion in annual revenue. 
A company called ServiceNow does [approximately] 
$20 billion in annual revenue. Those companies have 
disclosed (in the case of Datadog), that they have over 
2,000 customers that spend with them, excuse me, over 
4,000 customers that spend with them $100,000 per year. 
ServiceNow says they have over 2,000 customers that 
spend with them a million dollars per year.

So, if you reason through this with me I think it’s probable 
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that Anthropic, which is mostly spending by enterprises, 
has thousands of companies that spend $100,000 with 
them. And I think you have to ask yourself, “These are the 
biggest, the best, the brightest organizations in the world 
and thousands of them are choosing to spend hundreds of 
thousands of dollars with Anthropic, perhaps hundreds of 
them are spending a million dollars per year with Anthropic.”

And I don’t think these companies would be doing this 
if they weren’t seeing a real return on their investment. 
The other thing that we can look at is this company Ramp 
does a survey of about 50,000 companies to measure 
their AI spending.1 And the median company, this is the 
median company in that survey, spends $12 per month 
per employee, so call it $150 per year, and that’s been 
steadily increasing. But I think this also gives you an idea of 
how much headroom there is for the median company to 
increase their spending per year.

So, these are just a couple examples, quantitative, of what 
we can look at to see the demand for these AI tools and 
why so many people in so many businesses are using them. 
You have to believe that to spend this amount of money that 
these businesses would be using them because they’re 
seeing a real return.

And then I’d say the last thing, which is much more 
qualitative, is just listen to the earnings calls, just listening 
to the companies and what they’re saying. And there are 
examples really from across the economy that you hear 
from what companies are spending on where they’re seeing 
a return. Of course it’s things like software development, 
but it’s also things like customer service, where companies 
are reporting that 60% to 80% of their inbound calls are 
being handled autonomously. You’re hearing great early 
reports on accelerating drug discovery, which is collapsing 
the amount of time it takes to identify a target candidate 
from years down to months. And then you’re hearing 
examples across the legal field, of course across financial 
services, even in places like energy exploration. So, I think 
the demand signals are critical, and we are going to look 
at both quantitative and qualitative measures just to see 
how this is tracking. But our base right now, our view right 
now, is that demand far outstrips the supply, which is why 
the hyper-scalers are spending so much on Capex because 
they are the ones who are supplying intelligence and they 
see that demand is running in excess of supply.

D’Souza: It’s a pretty powerful story and the way you 
describe it, it sounds logical, it’s exciting. But I guess the 
cynic in me a little bit says, “Okay, but what could throw this 
whole thing off?” Is part of it, number one, would it be ironic 
if a new technology came out to actually disrupt itself in 
terms of storage or speed, capacity, all those things we talk 
about? Right now, I think it feels like we’re spending a lot 
of money on building a lot of storage-capacity computers, 
all those things. Could something change that end of the 
equation, that part of it? Or also the demand side, could 
you find something where maybe all these companies 

that have initially invested are not seeing the actual [return 
on investment] ROI they want to see or it’s not coming 
to fruition and they’re saying, “Yes, it’s great that I have 
this now in my company. I maybe have seen some early 
productivity gains. But I’m not seeing much beyond that, 
and I’ve hit these diminishing returns”? So, are either of 
those things of concern to you at all?

DeCicco: Yeah. I think you’ve hit exactly the right things 
to focus on. And to oversimplify it, there’s risks on the 
supply side and there’s risks on the demand side. So, let 
me start with the risks on the demand side. The reason 
why the hyper-scalers are spending as much as they are 
is because they are seeing an almost immediate uptick in 
the compute that they bring online. So, that dollar figure we 
talked about earlier, the hyper-scalers have spent, let’s just 
call it, $650 billion over 2023, excuse me 2024 and 2025. 
So, those two years together they spent $650 billion. If you 
look at the revenue of those companies in the first half of 
2026 and compare it to the revenue of those companies in 
2024, it has increased by [approximately] $250 billion. So, 
they spent $650 billion and have seen an increase in their 
annualized revenue of [approximately] $250 billion. And 
then they tell you that the operating margin, the operating 
profit on that is about 40%. The incremental margins are 
higher because their margins are increasing. So, they’re 
spending money to build these intelligence factories, these 
data centers, and immediately they’re seeing revenue 
increase from that spend. And in fact, you can even look at 
the rate of growth that these companies are putting up.

Back at the end of 2023, for example, Google’s cloud 
business was growing 25%. Last quarter it was growing 
80%. So, huge acceleration and (we call them hyper-
scalers), on a massive scale. Google’s Cloud is the smallest 
of these three businesses, compared to Microsoft’s Azure 
and Amazon AWS, and it’s at $100 billion per year. And it’s 
the smallest of the three. So, I don’t think that supply is at 
risk because as these companies are bringing on supply, 
they are able to immediately see demand for it, which is 
encouraging them to then create more supply. The other 
thing is they’re all telling us that those growth rates that I 
cited, they’d be even higher if they had done more, if they 
had built more.

So, I think the risks to supply are more about things like 
a pause from pushback, regulatory, but the return for 
companies themselves that are doing the building is, again, 
nearly immediate and it’s at very high levels. The demand 
side, I think you raise a very good risk, which is that this 
technology’s brand new. There is a lot that is changing. 
And it’s very hard to see around corners of what new 
breakthrough might occur that could change the demand 
from businesses or customers. Just like back in the internet, 
I don’t think people really imagined that Netflix would exist 
the way it does today or that you’d be able to use your 
phone to call an Uber whenever you want. I think there is 
an unknown nature to how this technology evolves from 
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here that could create some sort of change in the demand 
inflection. Those examples I gave you though are things 
that happened that changed the demand inflection to be 
greater than what was expected rather than something that 
changes the demand to be weaker than what it is today.

But again, going back to what we were talking about 
earlier, that’s why we’re so focused on these quantitative 
and qualitative ways to measure what the demand signals 
are because right now the demand is extremely high. It 
continues to increase, and the supply continues to be short 
of demand for intelligence.

D’Souza: Gotcha. And I guess, speaking of demand and the 
shift of that, the examples you gave were positive examples 
of Netflix and Uber and those things, but just like back in 
the day, to your point, when the internet first came on the 
scene there were a lot of different, for example, search 
engines that came on. And I remember all the ones we used 
to use back in the day and some of them are no longer here, 
and some weren’t invented till much later and became the 
dominant search functions out there. So, back to the point 
of the last podcast we did, there’ll be dispersion. There’ll be 
winners and losers here.

DeCicco: Yes.

D’Souza: Are you seeing any signs, and not just with the 
hyper-scalers but as this broadens out and touches, to 
your point, all the other companies because it touches 
everything and everybody either personally and/or the 
companies in the world, are you starting to see any kind of 
a dispersion or shake-out and who’s actually doing this well 
and who’s not?

DeCicco: Yes, absolutely. The level of dispersion in 
the market right now is unusually high. Another way of 
saying that is intra-stock correlation is unusually low. And 
generally, in the bull market most stocks are dragged 
higher. We actually, over the last few years, have had a bull 
market where there’s been more negative-returning stocks 
than you typically see. In every industry I’d say you have 
companies that are out-performing and companies that are 
meaningfully under-performing. And in fact, I’d say there 
are very few industries where you could say, “I should just 
be void the industry.” It’s much about, “Within this industry, 
there are stocks that are doing quite well, and in this 
industry, there are stocks that are under-performing.”

It’s very hard to trace it back to AI right now, but I think 
you just have to use some judgment and say, “Okay, this 
company, on their earnings conference call, they might 
be talking about new tools that they’ve put into place and 
they’re seeing better customer retention.” They’re seeing 
better leading indicators of demand. They’re talking about 
how they’re able to onboard customers faster through AI 
tools. They’re talking about how they can launch products 
faster with AI tools. And then other companies are not 
talking about those things, and you can draw some 
conclusions that dispersion is happening because this 

company has made some good choices about how they’ve 
deployed AI in their organization and another company has 
made poor choices or hasn’t deployed AI as effectively in 
their organization.

I wouldn’t say that is the only cause for the dispersion that 
we’re seeing in the market, but I think it’s reasonable to 
assert that it is a cause of the dispersion that we’re seeing 
in the market. I think the other thing too I want to come back 
to, the [return on investment] ROI question. Just think about 
where we started the conversation, where I said, “The 
growth rate in earnings right now is as high as it has been.” 
It’s 25% for the S&P 500. And also, earnings have been 
revised upward this entire year. So, earnings are growing 
fast but they’re also coming in much faster than what 
consensus expected. The earnings growth is also much 
broader than it was a couple years ago. So, the earnings 
growth is in small companies, it’s in mid-sized companies, 
it’s in the U.S., it’s outside the U.S., it’s in developed 
markets, in emerging markets.

Again, let’s reason through this. What’s changed in the last 
three years? This brand-new technology that companies 
are using more and more. And I think if you wait for, “Oh, 
there’s the ROI. I see it in the economic data now,” by the 
time you wait for that you’re going to miss the investment 
opportunity. So, I think you can look at these different 
datapoints and identify that there is an ROI that’s occurring. 
It is not being distributed equally throughout the market. 
There are companies that are taking advantage of it. There 
are companies that aren’t. On balance, though, it’s lifting 
the entire economy. On balance, it’s lifting the markets. But 
there is incredible opportunity for security selection right 
now because of this dispersion that we’re seeing.

D’Souza: Gotcha. And then I guess one other way to look 
at this would be you have the hyper-scalers and they’re 
providing all the infrastructure, effectively, for this all to 
happen. And then you’re having the actual consumers, the 
customers, the companies and individuals actually using 
these tools and taking advantage of that infrastructure. 
And at first thought I’m like, “Oh, there’s five hyper-scalers 
now. It seems like they have dominant positions and they’re 
incumbent.” But just like we learned from the internet 
before, there could be somebody we’re not even thinking 
about yet that may come on the scene or these might have 
a hiccup or something. So, it’s not like they’re there forever.

DeCicco: Yeah, I think there are a couple things to draw 
from that comment. The first is if you just think about 
the internet or even back to the integrated circuit or the 
beginning of the semiconductor industry or you could go 
back to electricity, those technologies were foundational 
and they supported a growth in the economy and 
investment opportunities that lasted decades. But we all 
know markets do very well over those long periods of time. 
If you go back to the integrated circuit, semiconductors, 
1960s, the market’s done very well since then. You go 
back to the internet, late ‘90s, the market has done very 
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well since then. But there are of course periods where 
expectations get ahead of where the reality is. There are 
companies that were believed to be leading that fall apart. 
And if those are the biggest companies in the market, that 
could be challenging for market returns.

So, you asked before about some things that could cause 
some risk or what are the things that would cause demand 
to slow. I think it’s things like this. It would be if perceived 
market leaders were not the eventual winners and there’s 
disruption that’s caused by that. That could cause some 
weakness in the stock market. Or if there’s a kind of pause 
in demand for some reason. Again, I have trouble imagining 
what that might be. Again, I threw out the idea that it could 
be maybe something regulatory related. I don’t think that 
changes the end state of where we’re ultimately going.

But could that cause some weakness in the market? For 
sure. So, I think the risks around where the adoption of AI 
goes will track similarly to the risks around the internet or 
the semiconductor or electricity, where you have a very long 
period of growth in the economy and in the markets related 
to that, but you’ll have these periods of cyclicality or gaps 
in returns that could cause some periods of market under-
performance.

D’Souza: Got it. So, kind of wrapping it all together if I can a 
little bit here, it feels like we touched on a few topics today, 
but the demand is real and durable and it’s across the entire 
economy, sectors, geographies. It’s everywhere. Demand 
is outpacing supply still. Despite all of the ROI, there’s more 
to be needed in that space. But people are seeing the ROI 
increase on the large Capex spending that’s going on, that 
it keeps going up and up and up. But overall, it’s pretty 
exciting and I just wanted to thank you for coming on today 
and talking about this with us, Matt.

DeCicco: It’s incredibly exciting. Thank you.

D’Souza: And thank you for listening to The Investment 
Conversation. Find more episodes wherever you get your 
podcasts or at lordabbett.com. And follow us on LinkedIn, 
Instagram, and YouTube for more perspectives from across 
the firm. Thank you.
1 Ramp survey data is drawn from anonymized, aggregated transaction 
data across Ramp’s customer base. “AI spend” includes transactions with 
generative AI providers. Spend figures and payment method analysis reflect 
the trailing 12 months ending February 28, 2026, unless otherwise noted.
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GLOSSARY OF TERMS USED IN THIS BROADCAST
Agentic Describes AI systems that can act autonomously, setting goals, 
making decisions, and taking actions (often across multiple steps) with 
minimal human oversight.
Artificial Intelligence (AI): Technology that enables computer systems to 
perform tasks that typically require human intelligence, such as learning, 
reasoning, problem-solving, and generating content.
Basis Point: One one-hundredth of a percentage point (0.01%). For example, a 
change from 4.00% to 4.25% is an increase of 25 basis points.
Bubble: A period in which asset prices rise to levels that may be difficult to 
justify based on underlying fundamentals, often followed by a significant 
decline.
Bull Market is a period in which securities prices are generally rising or are 
expected to rise, often accompanied by strong investor confidence and 
positive market sentiment. 
Capital Expenditures (Capex): Funds a company uses to acquire, build, 
upgrade, or maintain long-term assets such as property, equipment, 
technology, or data centers.
Cloud Computing: The delivery of computing resources, such as processing 
power, data storage, and software, over the internet rather than through 
locally owned infrastructure.
Compute: The processing power and computational resources used to run 
software, analyze data, train models, and perform other computing tasks.
Correlation: A statistical measure of the degree to which two investments or 
variables move in relation to one another. Lower correlation among stocks can 
contribute to greater differences in individual stock performance.
Data Center: A facility that houses computing infrastructure, including 
servers, data storage, and networking equipment, used to process, manage, 
and store data.
Dispersion: The degree to which returns or other characteristics differ among 
individual securities or groups of securities. Higher stock-return dispersion 
can create greater opportunities for security selection.
Earnings Growth: The rate at which a company’s profits increase over a 
specified period.
Earnings Yield: A company’s or index’s earnings per share divided by its price, 
typically expressed as a percentage. It is the inverse of the price-to-earnings 
ratio.
Emerging Markets: Economies and financial markets that are generally less 
developed than those of advanced economies and may exhibit higher growth 
potential as well as greater investment risk.
Hyperscalers: Large technology companies that operate extensive cloud-
computing and data-center infrastructure capable of providing computing, 
storage, and networking resources at significant scale. The five large 
hyperscalers include Amazon, Microsoft (Azure), Alphabet (Google Cloud), 
Meta Platforms, and Oracle. 
Intra-Stock Correlation: The degree to which individual stocks within a 
market or group move in the same direction. Lower intra-stock correlation 
generally indicates greater differentiation in individual stock performance.
Return on Investment (ROI): A measure used to evaluate the benefit or return 
generated relative to the amount invested.
S&P 500® Index: A widely used benchmark that measures the performance of 
500 leading large-cap U.S. companies and represents a broad cross-section 
of the U.S. equity market.
Security Selection: The process of analyzing and choosing individual 
securities based on their investment characteristics and expected risk and 

return.
10-Year U.S. Treasury Yield: The yield on U.S. Treasury securities with 
approximately 10 years to maturity, commonly used as a benchmark for U.S. 
interest rates and financial markets.
Valuation: An assessment of the value of a company, security, or market, often 
based on measures that compare its price with earnings, cash flow, or other 
financial characteristics.
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and 
are not available for direct investment.
Important Information
The information contained herein is provided by Lord, Abbett & Co. LLC (“Lord 
Abbett”).  Lord Abbett is a registered investment adviser under the U.S. 
Investment Advisers Act of 1940 (the “Advisers Act”), as amended, and is 
subject to the Advisers Act rules and regulations adopted by the U.S. 
Securities and Exchange Commission (‘SEC”). Registration with the SEC does 
not imply a particular ability or training. Lord Abbett is a global asset manager 
with headquarters in Jersey City, New Jersey.
Certain information provided in the material 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.
Market forecasts and projections are based on current market conditions and 
are subject to change without notice. Projections should not be considered a 
guarantee.
Past performance is not a reliable indicator or guarantee of future results.  
All investments involve risk, including the loss of capital.
The views and opinions expressed are those of the Lord Abbett speakers as of 
the date of the broadcast, 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 speaker can be responsible for any direct or incidental loss 
incurred by applying any of the information offered. 
The information in this material does not constitute a distribution, an offer, an 
invitation, a personal or general recommendation or solicitation in any 
jurisdiction. This material has not been reviewed or approved by any regulatory 
authority in any jurisdiction.
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.
References to earnings figures pertaining to the S&P 500® Index mentioned in 
this broadcast are based on FactSet data as of June 30, 2026.
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References to the earnings yield on the S&P 500 Index mentioned in this 
broadcast are based on Bloomberg data as of July 31, 2026.
References to data on capital expenditures (Capex) are based on Factset data 
as of December 31, 2025, and June 30, 2026. Capex reflects cumulative 
2024–2026 company-reported capital expenditures and estimates; figures 
are not pure AI-only disclosures and include infrastructure supporting existing 
cloud, consumer internet, advertising, data center, storage, networking, and 
AI-related workloads.
References to Google Cloud, Microsoft Azure, Datadog, and ServiceNow 
revenue growth based on publicly available company reports as of June 30, 
2026.
References to OpenAI and Anthropic revenue are based on publicly available 
company reports and announcements as of July 31, 2026.

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. Of the companies 
mentioned:
Unless otherwise noted, all discussions are based on U.S. markets and U.S. 
monetary and fiscal policies.
This material may not be reproduced in whole or in part or any form without 
the permission of Lord Abbett.
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