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In focus: AI bubble or sustainable growth?

Artificial intelligence (AI) remains a powerful growth theme particularly for major cloud services providers, as the latest industry evidence 

continues to show demand running ahead of supply and capacity being rapidly utilized. 

With that in mind, we believe the risk of a potential bubble in AI stocks is limited at this point. However, growth is uneven across the value 

chain, necessitating a bottom-up stock selection process that also considers evolving technologies and supply constraints.

Strong growth and capacity utilization for hyperscalers

The technology sector hit a rough patch in November amid concerns of overstretched valuations, with several AI-related majors selling off 

despite their stellar fiscal-quarter performance. As a result, the MSCI ACWI Information Technology Index was down 5% in November, 

snapping its post-“Liberation Day” rally. (See Exhibit 1.)

The market skepticism centers on whether the services providers are generating enough profits to warrant their enormous capital 

expenditure (capex) on AI capacity buildout, and whether there is sustainable growth across the AI value chain to justify the elevated stock 

prices. As investors mull these questions, talks of a potential AI bubble and the risk of its bursting have begun to circulate. 

Exhibit 1: Technology Stock Performance Softened in November after Months-Long Rally

MSCI ACWI Information Technology Index Six-Month Performance (Last Price)

Source: Bloomberg. As of December 1, 2025. The MSCI ACWI Information Technology Index includes large and mid-cap securities across 23 developed market (DM) countries and 24 
emerging market (EM) countries. Indexes are unmanaged and one cannot directly invest in them. They do not include fees, expenses or sales charges. Past performance is not an indicator 
or a guarantee of future results. 
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We do not agree with that bearish assessment. The numbers and forecasts emerging from the latest quarterly results season indicate 

that AI is now the primary engine of growth for sector majors, particularly the cloud services providers at the hyperscale level. In broad 

terms, the top three hyperscalers saw their cloud and AI-related sales grow by 20%-40% year-over-year in the July-September period.1  

A hyperscaler is characterized by industry-leading data infrastructure, able to provide cloud computing services at a massive, global 

scale. 

Entering 2026, these global hyperscalers are all projecting to further increase their AI capex. This was part of the reason why investors 

pulled back from technology stocks in November. However, we note that the spending is led by surging demand growth, as evidenced 

by their significant cloud backlogs, which totaled around US$750 billion as of September 2025.2 AI consumption can also be measured 

through token (small text blocks that form the basic unit for AI input and output) processing volume, with one of the hyperscalers now 

processing around 1,300 trillion tokens monthly, up 20 times in a year.3 

Looking ahead, we see inference driving token consumption, where a trained AI model applies what it has learned on new data to 

generate predictions or recommendations, as a major near-term return on investment (ROI) driver for hyperscalers. Expanding 

enterprise workloads through applications such as Copilot, Vertex and Bedrock, as well as pull-through via adjacent cloud services, are 

also catalysts to keep in mind. 

Overall, we do not believe AI capex, while significant, is leading to idle or over-capacity that dilutes shareholder value. Ultimately, token 

demand relative to cost per token remains a fundamental growth driver that in our analysis shows no sign of slowing down. That should 

underpin the long-term investment case of hyperscalers and their critical enablers along the AI value chain.

Evolving technological landscape 

AI technology advancements are a key part of this equation. For instance, our positive view accounts for the advent of agentic 

capabilities. In simple terms, an AI agent is a software or application that can perceive, reason and take action with autonomy. It is 

considered the “next step” beyond prompting basic responses from large language models. This shift will materially increase the 

volume of tokens processed per task, raising computing intensity and hence the capacity needs for AI training and inference.

Breakthroughs at the semiconductor level are also noteworthy. A significant part of the surging AI capex is spent on AI servers with 

sophisticated graphics processing units (GPUs) or application-specific integrated circuits (ASICs). These are the “brains” of AI and their 

architectural enhancements are the key to deliver stronger capabilities at a lower cost. 

We are seeing this at play right now with the intensifying competition between NVIDIA’s GPUs and Alphabet’s tensor processing units 

(TPUs). TPUs are machine-learning ASICs that are said to offer superior processing throughput for AI model training and inference, 

with faster speed, greater energy efficiency and lower costs. Unverified market reports indicate that the latest TPUs may offer four times 

the performance-per-dollar over NVIDIA’s flagship H100 GPUs for certain workloads. 

The growing popularity of TPUs—which Meta is reportedly considering over NVIDIA’s GPUs—mark an ongoing technological evolution 

that we believe is accretive to long-term cost efficiency, particularly for companies that can successfully harness them at scale. 

However, the cost benefits of AI technology and infrastructure investments may not be immediately apparent on the operating margins, 

due to depreciation in the accounting process. Under the Generally Accepted Accounting Principles (GAAP), AI infrastructure 

investments are often considered tangible fixed assets. The requirement to depreciate these assets is putting pressure on operating 

margins and masking what we believe are real improvements to cash flows and profitability.

Identifying AI beneficiaries and understanding their unit economics thus will require in-depth research that looks deeper than the 

headline items on balance sheets. It is a nuanced process that also examines the pace of capacity utilization and monetization, cash 

discipline and a company’s ability to tackle evolving supply-side constraints, among other factors. 

Identifying AI beneficiaries  

These careful considerations similarly inform our bottom-up stock selection, even as we maintain our high conviction on the AI theme. 

For instance, we appreciate the risks and opportunities arising from the power bottleneck that is now being recognized as one of the 

biggest challenges for AI capacity growth. We believe access to power, not just chips, may govern the schedules of capacity growth in 

2026 and 2027. Vendors and providers that can resolve power issues the fastest are favorable as they stand to enhance their scale 

advantage, which is accretive to margins and revenue. Second-order beneficiaries, such as utilities and industrials companies, are also 

interesting ideas to keep in mind for AI proxy investing. 
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The same comprehensive approach is applied as we look beyond cloud services providers and semiconductors companies for AI 

beneficiaries. In the software-as-a-service (SaaS) segment, for instance, we pay attention to concerns of companies losing market 

share to AI and the impact of vibe-coding, where AI generates software applications quickly and at low costs, potentially making 

incumbent services obsolete. 

Against this backdrop, we focus on SaaS companies that directly benefit from AI agents as a revenue accelerant. However, this is 

coupled with the realization that these companies may pivot from a subscription model to an outcome-oriented model, with potential 

impact on long-term earnings growth and stock valuations. At the same time, we believe some software companies, such as select 

system of record providers, are oversold and hence mispriced relative to their durable models. As we stay invested, we welcome the 

market volatility, as it may sharpen the management’s focus on profitable growth. 

Likewise, we believe the recent market scrutiny on technology stocks and the AI value chain is overall a healthy development. Instead 

of bursting a potential AI bubble, which is not our base-case view, investor concerns about ROI, cost discipline, financing structures and 

supply-chain limits are helpful for long-term investors, as they keep valuations anchored to fundamentals.

Investment outlook

Third-quarter earnings results in the United States have been robust and we believe corporate America is in good shape, benefitting 

from probable further Federal Reserve (Fed) rate cuts. The earnings outlook may brighten for small-capitalization stocks, industrials 

and financials, helping to broaden market performance. Further earnings recovery is also expected in Asia Pacific, but potential 

dispersions necessitate a selective approach. That means staying nimble with risk/reward adjustments even as we maintain conviction 

on technology stocks. In Japan, we prefer stocks with structural growth and corporate reform exposures. European equities approach 

the close of 2025 with a constructive backdrop and still-favorable valuations. Financial services remain a core source of potential 

upside. In other favorable sectors, capital goods enjoy structural support from electrification and infrastructure stimulus, while luxury 

may present catch-up potential as organic demand recovers.

North America

US companies have been delivering record margins with healthy results across the market. Third-quarter earnings results were very 

strong, with roughly two-thirds of companies beating revenue forecasts, and, overall, companies delivering record margins. All 11 sectors 

had healthy results, indicating a broadening of earnings participation that we had been anticipating. We believe corporate America is in 

good shape right now, and the environment looks distinctly non-recessionary.

We believe a weaker US dollar will be a factor in 2026. Year-to-date, the trade-weighted value of the US dollar has fallen by about 10%. 

Various factors suggest to us that its decline is not yet over. Among them, there are probable further Fed rate cuts owing to a softening US 

labor market. The Fed is expected to continue easing into the first half of 2026, perhaps for longer. Weakening of the US dollar tends to 

reinforce a broadening of returns across capital markets, by region, sector, and asset class.

Within the US equity market, the earnings outlook has brightened for small-capitalization stocks, industrials and financials. Small-cap 

stocks and industrials, which are typically more highly leveraged than the rest of the market, will likely see profitability rise as the Fed trims 

interest rates and debt servicing costs fall. Financials may benefit from a steeper yield curve, improving net interest margin, and from 

innovations in capital markets.

The implication is that US equity market performance can broaden sustainably away from the still-compelling leadership of large 

capitalization growth, technology and AI companies. As always, we remain focused on maintaining a disciplined approach, owning what we 

believe to be high-quality businesses at compelling valuations while balancing cyclical and structural opportunities across the market.

APAC

As of the end of November, about 85% of companies in the Asia ex-Japan region have reported their latest quarterly results. Within this 

group, 40% delivered positive earnings surprises, which is slightly above historical seasonality.4 Overall, signs continue to point to an 

ongoing earnings recovery in the Asia ex-Japan region, with various forward estimates putting the 2026 earnings expansion at a roughly 

high-teen percentage level. A low-teen level of earnings growth is also expected for Japan in 2026, similarly a recovery from 2025. 

The regional market outlook should find some support from the easing of trade risks. Expected interest-rate cuts by many Asian central 

banks and a growing focus on corporate governance reforms may also provide the additional tailwinds. Nonetheless, we note the 

dispersions of performance and opportunities across individual markets. For instance, in the Chinese and Hong Kong market, we note a
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high year-on-year base for earnings growth in the first half of 2026—that implies growth may only become tangible in the second half, with 

lower visibility and higher uncertainties. These nuances are important to keep in mind against the backdrop of elevated valuations, as 

missed expectations—particularly among frontrunners such as the outperforming Taiwanese and South Korean technology names—are 

likely to induce market volatility. 

Overall, we reiterate the need for a bottom-up selection approach. Technology and AI beneficiaries remain a high-conviction theme in the 

Asia Pacific region, but being selective means paying attention to valuations and risk/reward. We maintain our core holdings in Taiwanese 

and South Korean semiconductor companies but will be nimble in adjusting positions and weightings as US majors continue to lead sector 

performance. Hardware companies are less favorable to us, given their thinner margins and rising cost pressure. In Japan, we also stay 

selective toward foreign income earners, being conscious of a still-uncertain global growth outlook and a potential reversal of the yen 

weakness. Our picks in this market are typically marketshare winners or leaders in sectors experiencing structural growth, as well as those 

going through corporate reforms to the benefit of shareholders.

Europe

European equities approach the close of 2025 with a more constructive backdrop than in recent years. The market delivered sol id 

gains, especially in the first half, supported by US dollar weakness and a policy pivot toward fiscal stimulus, notably measures aimed at 

defense and infrastructure. That policy impulse helped drive early-year outperformance, yet over the full year Europe did not keep pace 

with larger gains in parts of Asia where technology-led leadership was particularly strong. 

Valuations remain a supportive factor. European equities began the year from a low base after significant fourth-quarter 2024 

weakness, and they still generally trade at a meaningful discount to global peers despite recent gains. Macro and corporate 

fundamentals look healthier, however; inflation has eased, interest rates have come down and many companies, notably in the f inancial 

sector, have met or exceeded earnings expectations. Financial services remain a potential core source of upside and include many 

high-quality businesses that should benefit from greater European integration.

Market leadership has been narrow. Financials and capital goods have outperformed, particularly aerospace and defense, reflecting 

fiscal tailwinds and cyclical exposure. Capital goods have also enjoyed structural support from electrification, decarbonization and 

infrastructure stimulus. Luxury and other consumer segments that lagged present catch-up potential as organic demand recovers. 

Select suppliers in the semiconductor equipment chain could benefit if AI-driven investment broadens beyond current hubs. Value has 

regained prominence, but we continue to favor stock-level fundamental analysis over simple factor plays.

By region, France and the United Kingdom continue to stand out where leading global businesses remain discounted amid domestic 

political and fiscal noise. Central and Eastern Europe also host disruptive, export-oriented franchises that can provide diversification, 

though exposure should be gained selectively given market depth and company-specific risks.

Key short-term risks include political challenges, and Europe’s greater cyclicality, which could lead to relative weakness in a global 

downturn. Markets may pause as investors await tangible economic impact from fiscal stimulus, while the narrow leadership and an 

accelerating AI story concentrated outside the region could keep flows limited. These risks are manageable through selective, active 

positioning.

Market review: November 2025

Global equities were mixed in November, with the MSCI All Country World Index (ACWI) benchmark declining in US dollar terms as the 

information technology, consumer discretionary and industrials sectors dragged. In contrast, the health care sector led amid a rotation 

from higher-beta exposures to defensives. Growth stocks lagged value stocks, while large caps modestly underperformed small caps. 

During the month, US stocks were notably pressured by a sharp momentum unwind and fading AI enthusiasm. Sector performance 

skewed toward defensives despite increasingly dovish Fed rhetoric. European equities outperformed amid constructive macroeconomic 

signals, although fiscal developments in the United Kingdom drew attention and pushed gilt yields higher. Asian stocks underperformed 

as Korea and Taiwan tracked global semiconductor swings. Japan, however, remained relatively resilient.
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WHAT ARE THE RISKS?

All investments involve risks, including possible loss of principal. 

Equity securities are subject to price fluctuation and possible loss of principal. Small- and mid-cap stocks involve greater risks and volatility than 

large-cap stocks. There can be no assurance that multi-factor stock selection process will enhance performance. Exposure to such investment 

factors may detract from performance in some market environments, perhaps for extended periods. The investment style may become out of favor, 

which may have a negative impact on performance.

Active management does not ensure gains or protect against market declines. 

International investments are subject to special risks, including currency fluctuations and social, economic and political uncertainties, which could 

increase volatility. These risks are magnified in emerging markets. Investments in companies in a specific country or region may experience greater 

volatility than those that are more broadly diversified geographically. The government’s participation in the economy is still high and, therefore, 

investments in China will be subject to larger regulatory risk levels compared to many other countries. There are special risks associated with 

investments in China, Hong Kong and Taiwan, including less liquidity, expropriation, confiscatory taxation, international trade tensions, nationalization, 

and exchange control regulations and rapid inflation, all of which can negatively impact the fund. Investments in Taiwan could be adversely affected by 

its political and economic relationship with China. 

Investments in fast-growing industries like the technology sector (which historically has been volatile) could result in increased price fluctuation, 

especially over the short term, due to the rapid pace of product change and development and changes in government regulation of companies 

emphasizing scientific or technological advancement.

Large-capitalization stocks may fall out of favor with investors based on market and economic conditions. 

Diversification does not guarantee a profit or protect against a loss. 

Any companies and/or case studies referenced herein are used solely for illustrative purposes; any investment may or may not be currently held by 

any portfolio advised by Franklin Templeton. The information provided is not a recommendation or individual investment advice for any particular 

security, strategy, or investment product and is not an indication of the trading intent of any Franklin Templeton managed portfolio.

Endnotes

1. Based on company results announcements for the quarter ended September 2025.

2. Ibid.

3. Based on information provided in said company’s earnings call, dated October 29, 2025.

4. Source: Goldman Sachs Portfolio Strategy Research, “Asia-Pacific Weekly Kickstart.” As of November 29, 2025. There is no assurance that any prediction, projection or forecast on 
the economy, stock market, bond market or the economic trends of the markets will be realized.
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IMPORTANT LEGAL INFORMATION 

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or solicitation 

to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be reproduced, 

distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at publication date and may 

change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may differ from 

other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of every material fact 

regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, stock market, bond market 

or the economic trends of the markets will be realized. The value of investments and the income from them can go down as well as up and you may not 

get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of future performance. All 

investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in that 

connection and, as such, is provided to you incidentally. Data from third party sources may have been used in the preparation of this material and 

Franklin Templeton ("FT") has not independently verified, validated or audited such data.  Although information has been obtained from sources that 

Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or condensed and 

may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be construed as a 

recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities (if any) is not a sufficient 

basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this information and reliance upon 

the comments, opinions and analyses in the material is at the sole discretion of the user.

Franklin Templeton has environmental, social and governance (ESG) capabilities; however, not all strategies or products for a strategy consider “ESG” 

as part of their investment process.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their distributors 

as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for further information on 

availability of products and services in your jurisdiction.

Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n. 6.534, issued on October 1, 

2001. Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1400 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, 

www.franklintempleton.ca. Offshore Americas: In the US, this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel: (800) 

239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free), and Fax: (727) 299-8736. US: Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL 

BEN/342-5236, franklintempleton.com. Investments are not FDIC insured; may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S.à r.l. – Supervised by the Commission de Surveillance du Secteur Financier – 8A, rue Albert Borschette, L-1246 

Luxembourg – Tel: +352-46 66 67-1, Fax: +352-46 66 76. Poland: Issued by Templeton Asset Management (Poland) TFI S.A.; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin 

Templeton Financial Company, Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570. 

All investments entail risks including loss of principal investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorized Financial 

Services Provider. Tel: +27 (21) 831 7400, Fax: +27 10 344 0686. Switzerland: Issued by Franklin Templeton Switzerland Ltd, Talstrasse 41, CH-8001 Zurich. United Arab Emirates: 

Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, 

Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, U.A.E. Tel: +9714-4284100, Fax: +9714-4284140. UK: Issued by Franklin Templeton Investment Management 

Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London EC4N 6HL. Tel: +44 (0)20 7073 8500. Authorized and regulated in the United Kingdom by the Financial 

Conduct Authority. 

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47, 120 Collins Street, Melbourne, 

Victoria 3000. Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street, Central, Hong Kong. Japan: Issued by Franklin Templeton 

Investments Japan Limited. Korea: Franklin Templeton Investment Advisors Korea Co., Ltd., 3rd fl., CCMM Building, 101 Yeouigongwon-ro, Yeongdeungpo-gu, Seoul, Korea 07241. 

Malaysia: Issued by Franklin Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been reviewed by 

Securities Commission Malaysia. Singapore: Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #26-03 Suntec Tower One, 

038987, Singapore.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.

The views and opinions expressed are not necessarily those of the broker/dealer; or any affiliates. Nothing discussed or suggested should be construed as permission to supersede or 

circumvent any broker/dealer policies, procedures, rules, and guidelines.
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